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THANKS FOR THIS 
OPORTUNITYOPORTUNITY

有難う御座います有難う御座います
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1. AN INTRODUCTION TO 
SUPPLEMENTARY SOCIAL PROVISION IN 

SPAIN.
1.1. SOCIAL SECURITY MUTUAL BENEFIT 

SOCIETIES.SOCIETIES.
The increase in monies.

The lack of capitalization of obligations: to pensioners and employees.

Labor force ageing: problem in the “pay as you go” model.

Not only international, but in particular Spanish accountingNot only international, but in particular Spanish accounting
requirements.

The compulsory updating of asumptions: both economic as well as
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The compulsory updating of asumptions: both economic as well as
demographic.



1. AN INTRODUCTION TO 
SUPPLEMENTARY SOCIAL PROVISION INSUPPLEMENTARY SOCIAL PROVISION IN 

SPAIN. 
1.1. SOCIAL SECURITY MUTUAL BENEFIT 

SOCIETIES: CONSEQUENCES.

The abrupt disappearance of the some
Social Mutual SocietiesSocial Mutual Societies.

The renovation of the others.The renovation of the others.

The transformation of others into a
collective insurance policy or an external
pension plan.
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1. AN INTRODUCTION TO 
SUPPLEMENTARY SOCIAL PROVISION INSUPPLEMENTARY SOCIAL PROVISION IN 

SPAIN. 
1.2. INTERNAL COMPANY FUNDS. COMPANY 

COLLECTIVE AND SECTORIAL 
AGREEMENTS.

One off capital payments on retirementOne-off capital payments on retirement
known popularly as “retirement prizes”.

Annuities in the event of death (widowhood
and orphanhood) as a differentialand orphanhood) as a differential
supplement between a pensionable salary
and the public pension.
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and the public pension.



1. AN INTRODUCTION TO 
SUPPLEMENTARY SOCIAL PROVISION INSUPPLEMENTARY SOCIAL PROVISION IN 

SPAIN. 
1.2. INTERNAL COMPANY FUNDS. COMPANY 

COLLECTIVE AND SECTORIAL 
AGREEMENTS.
1970’s the restoration of democracy.y
1984 the Pension Plans prepared for
launch.launch.
1987 the Pension Plan and Funds Law.
1990 First Pension Plans1990 First Pension Plans.
1990 General Accountancy Plan.
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1. AN INTRODUCTION TO 
SUPPLEMENTARY SOCIAL PROVISION IN 

SPAIN. 

1.3. 1990: PENSION PLANS AND FUNDS -
FIRST PHASE.

Externalization, which came to an end in 1990, turned
out to be a relative failure insofar as only a few largey g
companies availed themselves thereof.
Most companies did not avail themselves of the tax
b fit hi h i li it i b i bl t d d tbenefits which were implicit in being able to deduct
their pension costs from their company tax.
This relative failure is explained by most companies’This relative failure is explained by most companies
lack of financial provision and the fact that they would
have had to incur major financial deficits had they
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proceeded to develop a pension plan.



1. AN INTRODUCTION TO 
SUPPLEMENTARY SOCIAL PROVISION INSUPPLEMENTARY SOCIAL PROVISION IN 

SPAIN.
1.4. 1995 - 1999 & 2002: PENSION PLANS AND

FUNDS - SECOND PHASE.

Models which had already been externalized in the
first phase were transformed into defined benefit.first phase were transformed into defined benefit.

Models which until then been provided for in
i t l f d t f d t f thinternal funds were transformed, most of them
from defined benefit to defined contribution.

In certain cases, not many, the Mutual Societies
persisted, with important modifications .
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2. THE PRINCIPAL CHARACTERISTICS OF 
PENSION PLANS AND COLLECTIVEPENSION PLANS AND COLLECTIVE 

INSURANCE POLICIES.
2 1 PENSION PLANS AND FUNDS2.1. PENSION PLANS AND FUNDS.

Based on origin: individuals, employment or
associates.

Based on nature: defined contribution, defined
benefit or mixed models (which at the same timebenefit or mixed models (which at the same time
can be either predominantly defined contribution
or defined benefit, or even a combination of both).
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2. THE PRINCIPAL CHARACTERISTICS OF 
PENSION PLANS AND COLLECTIVEPENSION PLANS AND COLLECTIVE 

INSURANCE POLICIES.
2 1 PENSION PLANS AND FUNDS2.1. PENSION PLANS AND FUNDS LEGAL

PRINCIPLES:

Patrimonial Title: by employees and beneficiaries.

Attribution of Rights: consolidated or economic.

Non‐discrimination: regulated by union agreements.Non discrimination: regulated by union agreements.

Capitalization: initially collective capitalization was
i d i d fi d b fi d i di id lpermitted in defined benefit; today individual

capitalization is obligatory.
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2. THE PRINCIPAL CHARACTERISTICS OF 
PENSION PLANS AND COLLECTIVEPENSION PLANS AND COLLECTIVE 

INSURANCE POLICIES.
2 1 PENSION PLANS AND FUNDS: THEIR2.1. PENSION PLANS AND FUNDS: THEIR

PRINCIPAL CHARACTERISTICS:
The so-called promoter, which must always be a company.

Companies must negotiate with their unions .

The administration and the management of investments are entrusted to an 
organization which has only one unique corporate purpose.

Investments must be deposited in a different company from the one that 
manages the Plan.

The Pension Plans must be reviewed and audited by independent actuaries.
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Participants and pensioners elect their representatives on the Control 
Committee either directly or through their unions. 



2. THE PRINCIPAL CHARACTERISTICS OF 
PENSION PLANS AND COLLECTIVEPENSION PLANS AND COLLECTIVE 

INSURANCE POLICIES.
2 2 COLLECTIVE INSURANCE FOR PENSION2.2. COLLECTIVE INSURANCE FOR PENSION

OBLIGATIONS.

Companies with pension obligations did not
externalize into Pension Plans.

The buyer must be the company itself.

Using methods and hypotheses which are “at least
as rigorous as those applied by Pension Plans and
F d ”Funds”.

Taxation for such companies is different from that
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of pension plans.



3. PENSION OBLIGATIONS IN SPAIN AND 
ITS ECONOMIC EVOLUTIONITS ECONOMIC EVOLUTION.

3 1 POSITIVE ASPECTS OF PENSION PLANS3.1. POSITIVE ASPECTS OF PENSION PLANS.
Economic rights do not depend on the economic 
situation of the company.situation of the company.
Progress has been made, using scientific methods.
Professional management procedures have been setProfessional management procedures have been set 
in place.
Financial and actuarial control.Financial and actuarial control.
The dramatic differences between employees have 
been reduced.
Models have been used as a supplementary system.
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3. PENSION OBLIGATIONS IN SPAIN AND 
ITS ECONOMIC EVOLUTIONITS ECONOMIC EVOLUTION.

3.1. POSITIVE ASPECTS OF PENSION PLANS.3.1. POSITIVE ASPECTS OF PENSION PLANS.
The control of systems has been made more
democratic.democratic.
Obligatory to provide regular information.
Investments have been regulatedInvestments have been regulated.
There is greater transparency.
L l d i itLegal and economic security.
Companies have been freed from the acute

ieconomic pressure.
The tax treatment: companies and employees.
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3. PENSION OBLIGATIONS IN SPAIN AND 
ITS ECONOMIC EVOLUTIONITS ECONOMIC EVOLUTION.

3.2. NEGATIVE ASPECTS OF PENSION PLANS.3.2. NEGATIVE ASPECTS OF PENSION PLANS.
Important economic differences remain between
employees.employees.
The modification of the reference point for
retirement benefitretirement benefit.
The establishment of apparently simple defined
contribution models which in fact function in acontribution models which in fact function in a
highly complex way, particularly because of the
impact of economic cycles and the variations inimpact of economic cycles and the variations in
patrimony resulting from the value of the
hypothetical sale of fixed income assets.
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3. PENSION OBLIGATIONS IN SPAIN AND
ITS ECONOMIC EVOLUTIONITS ECONOMIC EVOLUTION.
3.2. NEGATIVE ASPECTS OF PENSION PLANS.

Expressions of discontent: negative
profitability levels of between 15 and 30%,profitability levels of between 15 and 30%,
which is what happened in 2008.
The transfer of risk from companies (financial,The transfer of risk from companies (financial,
economic, biometric etc.) to employees, in
exchange for ownership of the patrimony.g p p y
The proliferation of offers of “counseling”
which “promise” profit.p p
The appearance of half-way proposals such as
the “life cycle” or “historic price evaluations.
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3. PENSION OBLIGATIONS IN SPAIN AND 
ITS ECONOMIC EVOLUTIONITS ECONOMIC EVOLUTION.

3.2. NEGATIVE ASPECTS OF PENSION PLANS.

Problems in renewing labor workforces close to
retirementretirement.

St bilit ht t h i l h t t i t tStability sought trough mainly short‐term investments.

Th t i ti b d th lif ti f iThe contamination by and the proliferation of successive
states of euphoria or panic.

The potential temptation to purchase toxic assets.
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4. A MODEL WHICH SYNTHESIZES THE 
COMMON INTEREST AND SOFTENS THECOMMON INTEREST AND SOFTENS THE 

IMPACT OF ECONOMIC CYCLES.
SOME REFLEXIONS AND SOME PROPOSALS
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FIRST REFLECTION: ECONOMICFIRST REFLECTION: ECONOMIC 
CYCLES
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GDP Trend of the Six Countries
(Spain, EE.UU., G.B., France, Holand, Germany)

8

4

6

2

4

%

-2

0

-6

-4

3 1 9 7 5 3 1 9 7 5 3 1 9 7

19
03

19
11

19
19

19
27

19
35

19
43

19
51

19
59

19
67

19
75

19
83

19
91

19
99

20
07

3 YEAR MEANS 5 YEAR MEANS ANNUAL MEAN

The 4The 4thth PBSS ColloquiumPBSS Colloquium TOSHI CENTER Hotel, Tokyo, Japan TOSHI CENTER Hotel, Tokyo, Japan –– 44--6 October 20096 October 2009 20



VARIABLE TREND
(5 Year Means)
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SECOND REFLECTION: WHATSECOND REFLECTION: WHAT 
HAPPENED: HISTORY
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THIRD REFLECTION: EUPHORIA AND 
PANIC: HORMONES
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THE EVOLUTION OF MODELSTHE EVOLUTION OF MODELS

1. DEFINED BENEFITS.
2. DEFINED CONTRIBUTIONS.
3. 401K.
4 LIFE CYCLE4. LIFE CYCLE.
5. HYBRID MODELS.
6. NOTIONAL DEFINED CONTRIBUTION.
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WHAT IS THE RISK FOR AN INDIVIDUAL 
PERSON

MAY BE….. BUT IT IS STRONG…….
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401K AND USA401K AND USA
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LIFE CYCLELIFE CYCLE
Life cycle investment is 'utter nonsense', claims IPE winner
• IPE.com 29 November 2007 15:15:
• AUSTRIA – Changing the asset allocation in a portfolio solely on the basis of the members’ age 

is “complete nonsense”, as are other strictly “mechanical portfolio management concepts”, 
according to Christian Böhm, managing director of the Austrian multi-employer pension fund 
APK.

In an interview with IPE, Böhm suggested decreasing equity investments in a portfolio along 
with the age of a member of a pension fund – the so-called life cycle model – fully exposes 
members to the risks of the market.

“Why should a pensioner suffer because he retires in a market with low bond yields,” he asked.

“There is no correlation between the age of a pension fund member and how the market 
behaves ”behaves.

Böhm stressed his Pensionskasse APK is strictly against “mechanistic concepts” such as the 
life-cycle model, liability-driven investment (LDI) and asset liability management (ALM) as 
officials believe most of these concepts are too rigid and tie a pension fund down to one 
strategy for decades, without considering the impact of the markets over time.

APK was a double winner at this year’s IPE awards in Vienna, and picked up its honours, 
according to judges for the fund’s use of derivatives to hedge currency risk as well as its 

h t i k t iti (S li IPE t IPE A d f ll li t f 2007
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approach to emerging market equities. (See earlier IPE story: IPE Awards - full list of 2007 
winners)



FOURTH REFLECTION: DB, DC, 401K, 
CYCLE LIFECYCLE LIFE…

WE NEED OTHER MODELS
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MODEL IMODEL I

MSM : Minimum Solvency Margin

MODEL IMODEL I

RC

VSM
SB

VSM : Voluntary Solvency Margin
RC : Retirement Capital
PSC+FS : Past Service Costs + Future Services
SB: Suplementary Benefit

PSC+FS

MSM
SBSB: Suplementary Benefit

BASIC 
BENEFIT

PSCPSC
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MODEL IIMODEL IIMODEL IIMODEL II

MSM : Minimum Solvency Margin

VSM

VSM : Voluntary Solvency Margin
RC : Retirement Capital
PSC+FS : Past Service Costs + Future Services
SB S plementar Benefit

RC

VSM

MSM
SB

SB: Suplementary Benefit

BASIC 
BENEFIT

PSC+FS
COST OF 

RISKS

PSC
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MODEL IIIMODEL IIIMODEL IIIMODEL III

MSM : Minimum Solvency Margin
VSM V l t S l M i

RC

VSM

VSM : Voluntary Solvency Margin
RC : Retirement Capital
SB: Suplementary Benefit

VSM

MSM
SB

BASIC 
BENEFIT

PSC
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MODEL IVMODEL IVMODEL IVMODEL IV

MSM : Minimum Solvency Margin
VSM : Voluntary Solvency MarginVSM : Voluntary Solvency Margin
RC : Retirement Capital
PSC+FS : Past Service Costs + Future Services
SB: Suplementary Benefit RC+    R

VSM

MSM
SB

PSC+FS

RC+    R: Retirement Capital + Cost of Risks

PSC+FS

BASIC 
BENEFIT

PSC
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Here are some of the ideas we’veHere are some of the ideas we ve 
seen
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Any questions?Any questions?
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GRACIAS THANKS MERÇIGRACIAS, THANKS, MERÇI
どうも有り難う御座います
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SEE YOU IN CAPE TOWN 2010
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