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Introduction

The problems posed by public social security may be divided into two broad
areas: first, the problem of pensions in the case of retirement, widowhood,
orphaned children and disability, that is to say, the regular payment of ben-
efits in the case of survival, disability or death; second, the problem posed by
medical assistance, which is also of great importance. We are going to deal
with these two problems separately, although we will pay special attention to
the subject of pensions, as it probably constitutes the most significant pro-
blem in Western countries, in view of the importance of the liabilities which
have been assumed and the difficulties stemming from any attempted reform
process in this area.

Thus, we will devote the first section to the diagnosis of the problem posed
by social security in the pensions field, from both the technical and ethical
standpoints. We will then conclude that there is an inherent contradiction in
all state social security systems and will present the libertarian model of
social security which we consider most appropriate. Fourth, we will propose
a reform process for the social security which, oriented towards the appro-
priate objective, minimizes the tensions arising from any reform. We will go
on to analyse, from different points of view, what the most suitable strategy
is for such a reform to meet with success. Lastly, we will devote a section
exclusively to the problem arising from public health insurance.

Diagnosis of the problem

The crisis of public social security, which has been unanimously acknowl-
edged, is of a twofold nature: on the one hand, it is a technical crisis, of an
economic and actuarial nature; on the other, it is an ethical crisis.

Technical problems

First, technical problems are the easiest to recognize. Specifically, it should
be observed how the ‘pay as you go’ social security financial system tends to



substantially decrease the overall savings of the country. This occurs because
the pensions paid each year are charged against taxes and social security
contributions which are coercively taken from the contributors in each
financial year. This makes it very difficult to save, not only because the
pressure of taxation, in the form of taxes and social security contributions, in
many cases is almost unbearable, but also because citizens in general sub-
jectively trust (or, at least, have trusted up to now) that future generations
will finance social security in the same way as we have done so far.2 It is very
difficult to minimize the prejudicial effect which this negative influence of
social security on savings has had on the evolution of the domestic economy.
For instance, the savings rate in Spain showed a percentage decrease, with
respect to the gross national product, from nearly 27 per cent in 1975 to 19
per cent in 1992.3 Furthermore, this drop in savings may be considered to
play a leading role in the appearance and exacerbation of the current and
past economic recessions which have become manifest, above all, in the
emergence of numerous investment projects which have lost profitability due
to a lack of the necessary supply, at favourable interest rates, of real financial
resources previously saved. If this had been significantly higher, a large
number of the investment projects which have had to be abandoned or
restructured would have been able to be put into operation, thanks to the
abundance of financial resources which any increase in real savings causes
and which allows trade and industry to be financed at lower interest rates.4

Second, also from a technical and economic point of view, it is necessary
to clarify that, regardless of how the system works from a legal or juridical
standpoint, it is a fallacy to think that company contributions to social
security are paid by the employers. In fact, although it apparently could not
be the case according to the external legal requirements, from an economic
viewpoint, such contributions are, in the final analysis, always paid by the
workers themselves, given that they form part of the employer’s total labour
cost and it would make no difference to the employer to pay them directly to
his workers instead of having to pay them to the state social security system.
This key economic insight was first developed by Ludwig von Mises in 1922,
when he stated that

the insurance contributions are always at the expense of wages, imma-
terial of whether they are collected from the entrepreneur or from the
workers. What the entrepreneur has to pay for the insurance is a charge
of Labour’s marginal productivity, it thus tends to reduce the wages of
Labour.5

Third, moreover, now from a more technical-actuarial perspective, the
burden which social security implies for the working generations is snow-
balling. This is the inevitable result of the gradual aging of the population
that we are currently witnessing in most Western countries, which leads to a
constant increase in the number of retired persons, in relative terms, with
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respect to the working population. For instance, in Spain in 1993 it could be
roughly calculated that there was one pensioner (retired or widowed) for
every two workers and it is estimated that, at the beginning of the twenty-
first century, each worker will have to support one retired person if the cur-
rent public social security system continues. Moreover, inflation leads to
constant pressure to revalue the pensions which are being paid.6

All this explains that the burden on the working population implied by
pensions is beginning to be unbearable for each country in general and for
the taxpayer in particular, oppressed by a clear economic recession and a
growing pressure of taxation. It is, therefore, increasingly doubtful whether
the public social security systems will be able to pay the pensions to which
they have committed themselves, and it is conceivable that we will reach a
time when the working generations wash their hands, to a greater or lesser
extent, of their ‘obligations’ towards those who are already retired, given the
unbearable weight of the financial burden which they imply. It would,
therefore, seem clear that it is necessary to carry out a profound reform of
the present social security system, gradually establishing a new one, by virtue
of which the non-working groups who retire will be able to look after
themselves, without having to necessarily and coercively depend financially
on the younger generations who continue working.

Fourth, and perhaps the most important argument of economic theory on
social security, is, however, the argument derived from its coercive nature. In
fact, public social security systems constitute one of the most important
cases of generalized and indiscriminate institutional aggression against the
citizens in Western countries.7 It is impossible to minimize the perverse
effects of this coercion, which massively prevents free, spontaneous human
interaction and the creative development of entrepreneurship, in relation to
all the actors affected by the system (companies, workers, retired persons,
orphans, widows or widowers, disabled and sick people, insurance compa-
nies, financial institutions, hospitals, doctors, savers and investors).8 This
coercion not only causes a profound misdirection of the allocation of labour
and capital, together with its bias against savings,9 but also, and this is even
more important, prevents the entrepreneurial discovery, creative generation
and transmission of the information necessary to try out new and imagina-
tive solutions to the innumerable problems to which the institution of public
social security gives rise. In this way, social imbalances are continually
aggravated and individual plans remain uncoordinated.10

Ethical problems

The technical, economic and actuarial problems discussed in the preceding
section do not arise alone, but are accompanied by significant and serious
problems of an ethical-political nature. Specifically, the social security system
is based on an outdated paternalism, is unsupportive, as it encourages ten-
sion and conflict between the generations, is seriously prejudicial, in view of
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its inflexibility, to the possibilities of the human and professional develop-
ment of senior citizens, and is based upon concepts of ‘social justice’ and
‘redistribution of income’ which libertarians cannot share. We will discuss
each of these problems separately.

First, public social security systems are based on the paternalist idea that
people, by nature, lack foresight and, therefore, that it is necessary to estab-
lish a compulsory and omni-comprehensive social security system. However,
this idea is totally unfounded at the present time. And it is difficult to
understand how, on the one hand, citizens are considered sufficiently mature
and responsible to vote and freely elect their rulers, while, on the other, they
are considered incapable of solving the problem of their retirement them-
selves. This means that the paternalist arguments in favour of social security,
in a democratic environment such as the one we live in at present, imply the
clear paradox that ‘public matters’ are organized in accordance with the wish
of voters whom the legislator itself considers incapable of organizing their own
affairs.11

Therefore, the role of the state could be limited at the utmost to the
minimum level of social assistance considered necessary in relation to the
minority of the population who, for various reasons (lack of foresight, bad
luck, etc.) reach their old age without having covered their indispensable
needs themselves. But what seems absurd is that, as happens at present,
because a minority of the population have not been able to provide for their
retirement in time, the coercive participation in a state system is imposed
upon the whole population, preventing them from using a large part of their
resources for their old age in the way which they consider most profitable
and appropriate. Social security, therefore, implies an attack against the
freedom of each citizen, equally serious as it would be if, due to the fact that
a minority of the population had difficulties in obtaining food, a system were
established which obliged the whole population to eat in canteens. The lack
of ethics is especially serious, moreover, if we remember that, as mentioned
previously, the whole amount of social security contributions are paid, in the
final analysis, by the workers and, therefore, it may be said that they are
being deprived of a significant part of their income, which they cannot,
therefore, use to ensure their retirement in the way they consider most
appropriate to their personal circumstances.12

Second, it must be remembered that whenever a free economy is inter-
vened in by state regulations of a coercive nature, the appearance of conflicts
and tension between different groups, which substitute, to a greater or lesser
extent, the network of voluntary and pacific exchanges typical of any free
society, is fomented. This is especially clear in the case of social security. In
fact, before the appearance of public social security systems, based on the
‘pay as you go’ financial system and the idea that the young people who
work should compulsorily finance the pensions of those who have retired, the
problem of retirement was solved in various voluntary ways and it did not
create tension and conflicts between the generations. These intergenerational
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conflicts are especially serious nowadays and, in fact, it seems very difficult
to take any political decision on the social security system without the
emergence of tension and friction between the working generation and the
generation which has already retired. As the system, for financial and tech-
nical reasons, cannot be maintained, the pensioners, whom it is increasingly
difficult to support financially, are implicitly blamed for the problem.13

The situation is very similar to that which is provoked when the labour
market ceases to be free and, as a consequence of all kinds of institutional
and trade union restrictions, unemployment appears. Conflicts and tensions
between the different social groups then emerge, as the persons who are
working feel their jobs to be threatened by young people and by people who
do not wish to retire. There is constant pressure for rules to be made
increasing the age at which people may start work and coercively reducing
the retirement age, seriously prejudicing the social groups affected (young
people, the unemployed and older people).

It may be concluded, therefore, that social security is a destabilizing
instrument in modern societies, which endangers the harmonious and pacific
progress thereof, leading to serious tension and conflicts which are impos-
sible to solve.

Third, the situation of the people who, rigidly and inflexibly, are retired in
accordance with the rules which govern social security is especially disturb-
ing. One of the most negative aspects of the state social security system is its
inflexible and uniform nature for the whole population. It is incomprehen-
sible that each company, institution or individual is not allowed freedom to
design the transition from working life to retirement in the way it or s/he
considers most appropriate to the circumstances and least prejudicial to the
parties involved. In a free society, the most varied retirement systems would
spontaneously emerge and would permit each citizen to choose the most sui-
table way of spending his retirement. Institutions would appear, such as
those of gradual retirement and part-time work for retired persons, which
would minimize the serious psychological and physical traumas which the
older people in our society suffer when they compulsorily retire under the
public social security system. As Hayek has so clearly explained,

significantly enough, in the two main fields which the state threatens to
monopolize – the provision for old age and for medical care – we are
witnessing the most rapid growth of new methods wherever the state has
not yet taken complete control, a variety of experiments which are
almost certain to produce new answers to current needs, answers which
no advance planning can contemplate.14

Fourth and last, we must criticize the idea that social security is, at least,
good for the ideal of ‘social justice’, as it redistributes income in favour of
the least favoured social groups. First, it should be pointed out that, from an
economic viewpoint, the effects of the policies of redistributing income are
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very prejudicial precisely to the least favoured social groups. This is the case
because, in a free society, it is impossible to distinguish the production pro-
cesses from the processes of distribution of income. In a market economy,
production is carried out in accordance with the profits it is expected to
obtain, meaning that it is impossible to modify the results through policies of
redistribution of income without seriously affecting the production process
itself. The policies of redistribution of income strongly discourage the energy
of the country’s production agents and, therefore, impoverish the whole
country, particularly the least favoured classes. Moreover, there is nothing
progressive about policies of redistribution of income which tend to prevent
the people with the lowest incomes from rising to the highest levels on the
social scale.

As Hayek has so rightly demonstrated, the ideal of ‘social justice’ is espe-
cially dangerous and must be criticized by libertarians. In the first place, the
concept of social justice has no meaning and is incompatible with the prin-
ciples which should govern a free society. As we have just mentioned, a free
society gives rise to a harmonious and dynamic economic development, but
causes an unequal and constantly changing distribution of income. Any
effort to equalize the results of the process of freedom could only be carried
out once, as it would destroy the process itself and the foundations of the
free society which we should defend. Moreover, the ideal of ‘social justice’
implies granting the state enormous powers over the life of its citizens, which
are incompatible with our idea of freedom. In a free society, there should be
no more justice than that which is constituted by laws of a general nature
which are applied abstractly to all the citizens and which prevent a priori
knowledge of what the specific result of the interaction between them will be.
The only equality which libertarians should defend is, therefore, the equality
in the eyes of the law in the sense we have just defined it, but they should
never defend an equality of results, which is fundamentally incompatible with
freedom and is based on the spurious and false concept of ‘social justice’.15

The inherent contradiction in social security16

The public system of social security has, since it began, shown an unresol-
vable contradiction which is the main cause of many of its problems. It has
tried to work simultaneously as a system of ‘insurance’ and of ‘social assis-
tance’ or welfare, which are radically incompatible with each other.

Social security works as ‘insurance’ when it pays out benefits in accor-
dance with formulae which determine higher pensions for those who have
paid higher contributions over a longer time period. Moreover, these pay-
ments are made to the beneficiaries regardless of whether they need them or
not. These characteristics (benefits depending on the contributions and the
payment of them regardless of the actual need) are common to the social
security system and private insurance institutions, which, in this respect, are
based on the same principles.
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But, at the same time, social security aims to work as a welfare system. It
carries out this function whenever it pays out benefits to groups which are
considered to be most in need, regardless (or taking less account) of the
amount of the contributions and the period over which they have been paid.
Moreover, in accordance with this ‘social’ function, it is aimed to carry out a
process of redistribution of income which is considered fair and which, as we
have already seen, cannot be accepted from the libertarian standpoint.

Specialized works often call the two objectives which we have just descri-
bed the objective of ‘individual equity’ (insurance) and the objective of
‘social equity’ (welfare).

However, these two functions are strictly and fundamentally incompatible
with each other and the result of trying to put them into effect through the
same institution of public social security means that, from the individual
point of view, social security is a highly deficient ‘insurance’ and, from the
social point of view, it is a very defective and unfair instrument of social
welfare. This is because it is not possible to attain simultaneously objectives
which belong to ‘private insurance’, based on the principle of granting ben-
efits in accordance with the contributions made, regardless of the individual
need of the beneficiary, and objectives of social justice and distribution of
income, which imply the provision of benefits to persons in need, regardless
of whether or not they have contributed to the system.

The wish to pursue the objective of social justice or social welfare using
the social security system clearly affects the principle of ‘individual equity’
(insurance) as, as we have seen, the ‘pay as you go’ financing of social
security has a very negative effect on the country’s savings and economy and
creates a dynamic which makes it impossible to meet the obligations
acquired. And, in view of the weight of the increasing financial burden of the
non-working persons, there will come a moment when social security will
have to reduce its benefits, and the pensions which the beneficiaries expected
in accordance with the contributions they had made to the system in the past
will not be received. Moreover, the individual contributor to social security
ceases to get the financial return which, in the case of a real private insurance
system, he would obtain from the resources saved to assure his retirement.17

This lack of equality between what is contributed and what is obtained
from the system means that such a system in unavoidably constructed on the
basis of the concept of coercion and its compulsory nature for all citizens.
This is because it could not be expected that a system like social security
would work by people joining it voluntarily: the contributors who received a
greater amount than their contributions in benefits would remain within the
system, while those whose contributions were greater than the benefits
received would leave it, meaning that the financial equilibrium thereof could
not be maintained.

Moreover, the fact that the state social security system must be, by its own
nature, coercive implies, for most people, that the only appropriate organism
to manage it is the government. This subjects the system to a series of
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political influences which makes it essentially unstable: politicians are temp-
ted to use the programme to attain their own ends, often at the expense of
the participants in the system and the general economy of the country. The
cases of buying votes in the short term by demagogic modifications, reforms
or increases in social security benefits is normal practice in most Western
democracies. It should be pointed out that this tendency affects both the
political parties in power and the opposition.18

In addition, social security does not meet its objectives of social welfare,
as payment of the benefits is made regardless of whether the beneficiaries
need them or not. Thus, in many cases, young people in the lower income
brackets, struggling to support their families, are obliged to lose a substantial
part of their income to finance the pensions of older people who have less
need of income or are receiving pensions from several sources at the same
time.19

As a conclusion, it is clear that the ‘insurance’ elements of social security
systematically abort and make ineffective the social welfare programme which
social security aims to carry out, and vice versa.

The problems of social security cannot be understood, nor a serious
reform undertaken, until the essential contradiction between the objectives
social security is supposed to meet is understood. And no serious reform of
social security can be conceived of which is not founded on the basic principle
of separating the two goals and attaining them through different institutions.

The objective of social welfare could initially20 be pursued through a state
system of social welfare financed through the State Budget (that is to say,
using the ‘pay as you go’ financing system), which provides the beneficiaries
with benefits in accordance with their needs and guarantees that all needy
citizens will receive a minimum pension.

On the contrary, the provision of pensions above the minimum level, in
accordance with the wishes and the economic capacity of each citizen, toge-
ther with the number of years over which s/he has contributed and the
amount of the respective contributions, should be made through a system
based on individual and collective private pension schemes and, therefore, on
the traditional principles and techniques of the private life insurance sector.

Only in this way will these two goals, considered highly necessary in our
society, be attained without contradictions or serious economic problems.
And any partial reform of the public social security system must be carried
out bearing in mind the key idea that the aforementioned contradiction is at
the root of all the problems and, therefore, that the correct path for reform
consists in the identification of this contradiction and gradually reducing and
overcoming it.

The ideal model of social security from a libertarian perspective

The technical and ethical problems discussed in the previous section would be
avoided if the financial resources for payment of the pensions for retirement,
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widowhood, loss of parents and disability came from three different sources:
first, social assistance, at a minimum level, provided by individuals and sub-
sidiarily by the state only to those who had not been able, for whatever
reason, to make provisions for this minimum themselves. Second, and pre-
dominantly, there would be pensions coming from private pension schemes of
an individual or collective nature and, third, we should mention the indivi-
dual savings accumulated by each person in the course of his or her life.

Private pension schemes are private systems, mainly based on actuarial life
insurance techniques and contracts, which emerge at the level of individuals,
companies, groups of companies, professional associations, etc., by virtue of
which a financial fund is created over the working life of the workers. This
fund is able to afford payment of retirement pensions for life once said
workers have retired. The fund also permits payment of the benefits which
the scheme provides for in the case of death or disability (pensions for
widowhood, loss of parents and disability).

This system, which is so easy to describe, has emerged spontaneously21

and reached an important degree of development in the industrialized Wes-
tern countries. It permits the simultaneous solution of two serious problems:
first, it makes possible a significant increase in the country’s overall savings,
thus favouring the end of the crisis and economic development and, second,
it solves the other aforementioned technical and ethical problems of social
security, which are basically derived from the fact that one generation is
responsible for another through the ‘pay as you go’ financing system.

The favourable effect on savings is produced because the contributions
made to social security at present by the employers and workers, which are
immediately used for the retired people, who receive them as pensions, would
go into pension funds which would increase enormously the resources avail-
able to the domestic economy. This would stimulate investment, making
possible companies and economic projects which are not viable today due to
the lack of the necessary savings. The private pension scheme system would
make possible, in the medium term: (1) the financing of retirement pensions
without tensions or financial problems and without a negative effect on the
country’s overall savings which, to the contrary, the private system would
foment; (2) a reduction in labour costs, decreasing the unemployment level in
the country as, by the actuarial system of capitalization, making lower con-
tributions than those which are currently made to the social security, the
same level of pensions as that paid today could be guaranteed – this effect is
very easy to understand, as at present no market interest is obtained from
the social security contributions, while, by contrast, in a private pension
scheme system the financial return on the contributions which constitute
the funds is very important and significantly reduces the final total cost of
the benefits; (3) an increase in the real salary of the workers as a result of the
stimulation of the economy which would take place in the country and which
would be the result of the greater capital accumulation produced by the abun-
dance of financial funds for productive investment at lower interest rates.22
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But, moreover, the private pension scheme system would solve the pro-
blem which currently arises from one generation supporting another, getting
rid of the inevitable social tension and conflicts that arise from the present
social security system, which we have already discussed.

The creation of pension funds during the working life of the employees
would allow them, once they had retired, not to depend on the younger gen-
erations, but on the funds which they themselves had generated during their
active period. It is simply the application, at a public level, of the elementary
principle of cost auditing, by virtue of which costs must be recorded at the
time they are incurred, not later. That is to say, the cost of the retirement
pensions must be passed on to the products produced when people are
working (private pension scheme system) and not to the goods and services
which have been produced later by other people who have nothing to do with
those who have retired (social security system based on ‘pay as you go’
financing). When each generation looks after itself, intergenerational con-
flicts, which have no solution and which have been artificially created by
social security, are avoided.

Finally, private pension schemes give rise to a rich variety of solutions and
alternatives in the area of the design of different formulae to determine the
retirement pensions, age, systems, etc. Private pension schemes constitute
a mechanism which allows the need for flexibility, felt by every company
and individual, to be satisfied and makes it compatible with a much more
flexible and human treatment of the retirement problem from the worker’s
point of view.

How would the market entirely solve the problem currently posed by
social security? In principle, it is absurd to theorize a priori as to how the
market would solve the problem of satisfying the demand for any new good
or service in general.23 However, we can benefit from the experience already
spontaneously developed in the life insurance institutions, together with the
development of the private pension schemes sector in many countries. We
can distinguish two broad groups of instruments for financing private pen-
sion schemes, depending on whether or not a life insurance company is used.
In the first system, the insurance policy or contract of the pension scheme
includes the regulations of the plan, which set out in full detail the benefits
and different aspects of the pension scheme. Second, a pension fund, which
may or may not be a legal entity, may also be used. It would be managed by
a professional manager and a financial institution would intervene for
making and depositing the corresponding investments. These non-insured
pension schemes are usually created in relation to groups of people suffi-
ciently large to make the actuarial technical stability greater and in which,
therefore, insurance is not so important.

The main advantages of the financing instruments offered by life insurance
companies are of a technical and administrative nature. From the technical
point of view, it should be remembered that life assurance companies have
been solving, at an optimum level for almost two centuries, an identical
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problem to that which is now posed with the private pension schemes, that is
to say, the guarantee of capital or pensions in the case of survival or death.
The institution of life insurance has played its role to great perfection in
economic and historical circumstances which have often been so adverse that
other financial institutions have been unable to support them without the
financial help of the government. This has been made possible thanks to a
whole set of actuarial, financial and contract principles which have been
developed and tested over many generations and that are still continually
evolving in a spontaneous way.24 From the administrative viewpoint, life
insurance companies are accustomed to using uniform and computerized
processes for a substantial number of policies which, together with the
actuarial and financial services which pertain to them, make important
economies of scale possible in the management of the pension schemes.
Lastly, life insurance companies offer a very wide variety of private pension
scheme contracts, which meet the different needs that exist on the market
(deferred income contracts, deposit administration contracts, etc.).

Notwithstanding the foregoing, it is possible to conceive of many specific
cases in which a fund separated from the corporation and not assured is
considered most suitable. Above all, this would be the case of the large cor-
poration in which the respective funds alone would be comparable to the
strongest life assurance companies. However, it must be stressed that, although
the fund is not contracted with a life assurance company, it is necessary to
act as if it were, that is to say, using actuarial and financially conservative
criteria, as well as the criterion of solvency, which pertain to this kind of
institution.

Strategy for social security reform

It is necessary to begin with some consideration of the problems posed by
the libertarian political strategy to achieve appropriate reforms, not only in
the social security field, but also in any other field which forms part of the
libertarian programme.

Some basic strategic principles

The most important danger of any libertarian strategy is to fall into day-to-
day political pragmatism, forgetting the final objectives it is supposed to
meet, because of the supposed political impossibility of achieving them in
the short term. This strategy is very dangerous and, in the past, has had very
prejudicial effects on libertarian ideology. Pragmatism has systematically
meant that, in order to obtain or maintain political power, a consensus has
been reached and political decisions have been adopted which have often
been inconsistent with what should have been the ultimate goals from the
libertarian viewpoint. Moreover, discussion focused exclusively on what was
politically viable in the short term, relegating and completely forgetting the
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final objectives, has prevented the necessary detailed study and process of
dissemination of such objectives, all of which has caused a continual loss of
the contents of our ideology, which, in many cases, has become completely
blurred and diluted by other programmes and ideologies.

The correct strategy for libertarian reform must be based, therefore, on a
principle with a dual nature. This strategy consists, first, of constantly
studying and educating the public about the final objectives which it is
designed to meet in the medium and long term and, second, in carrying out
a short-term policy which gets closer to these objectives and which is always
coherent with them. Only this strategy will allow what may seem difficult to
achieve today to become politically possible in the future.25

Returning now to our subject, social security, in the two following sections
we are going to propose a process for the reform thereof which has been
designed taking the strategy described into account.

Stages in the reform of the social security

Table 9.1 shows the four basic stages in social security reform. They will
evolve naturally from right to left, that is to say, from less to more ‘pro-
gressive’ from the libertarian perspective. The first stage is characterized by
the existence of a classic state social security system of the Bismarck kind.

Table 9.1 Stages in the Reform or the Social Security (SS)

4th Stage 3rd Stage 2nd Stage 1st Stage

1 Social assistance:
(on the basis of
demonstrated
needs and charged
to State Budget)

1 Minimum state
pension
(State Budget)

Levels:
1 Minimum state
pension
(State Budget)

Classic state
Social Security

2 Private life
insurance and
pension funds
(individual and
collective and all
of them voluntary)

2 Private pension
schemes
(Obligatory up to
50%–60% of
salary, voluntary
above this level)

2 Contributive SS
pension
(60%–70% of salary)

Single level
(90%–100%
of salary)

3 Individual savings 3 Individual
savings

4 Private pension schemes
(collective and voluntary)
5 Individual savings

Table 9.2 Relative position of different countries

SWITZERLAND UNITED KINGDOM FRANCE SPAIN ITALY
 ����������������������������������������������������������������
Most progressive
systems

(from the point of view of
individual freedom)

Least progressive
systems
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The second stage is characterized basically by the reduction of the benefits
guaranteed by the state social security system and, as a consequence, by the
appearance of a certain scope for the development of private pension schemes.
Also, it may be considered that, in this second stage, there appears a dis-
sociation from the point of view of the financing of the social security system,
so that one begins to talk about a minimum pension for all citizens which is
financed through the State Budget and upon which the pension guaranteed
by the state social security system is superimposed. The evolution from the
first to the second stage appears to have been introduced very tentatively by
some European socialist governments currently in power (Spain, Italy, etc.).

In the third stage, although the system of compulsory inclusion in the
public system of social provision is maintained, it is divided into two grades.
The first grade is constituted, as in the second stage, by a minimum pension
guaranteed by the state and financed through the State Budget. However, the
second grade, although it is compulsory, may be managed through private
pension schemes, with the public social security system playing only a sub-
sidiary role (the case in England up to now) or none at all (the case in
Switzerland).

The fourth stage corresponds to the final objective towards which we
should be oriented and is based, as we have already explained, on reducing
to the utmost the role of the state, i.e. the establishment of a system of wel-
fare which grants minimum benefits only in the case of demonstrated need.26

The rest of the provisions would be made privately through individual and
collective private pension schemes.

In view of the above scheme, it is evident that the reform of social security
from the libertarian viewpoint must have the following characteristics:

1 It must always mean an advance towards the left of the chart we are
discussing. That is to say, it must always be directed towards the fourth
stage.

2 In no case must political decisions which mean going completely or par-
tially in an opposite direction be taken (criterion of coherence with the
final objective).

3 In the short term, the model for social security reform must be clearly
more daring than the one planned by many governments at present. That
is to say, we must establish a short term strategy for the reform of social
security which permits a jump directly from stage one to stage three. We
will now establish the basic features of such a reform.

Basic lines of a short-term libertarian political project for the reform of
social security

The proposed reform consists of passing from the first stage to the third
stage, leaving for later, once the reform has been consolidated, the study of a
necessary second chapter (the change from the third to the fourth stage).27
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The reform of social security should be made in accordance with the fol-
lowing broad lines:

1 Private pension schemes should be permitted and supported, favouring
their development and incorporating all the young employees who are
beginning their professional life. In this way, the current group of retired
and working persons becomes a group to be extinguished, thus placing a
limit on the aggravation of the present problems.

2 At first, a minimum level of pension must be established (which could be
fixed at around 50 per cent of the minimum wage), to be paid through the
State Budget. The second level may, for now, continue to be obligatory,
up to a determined level (not higher than 50 per cent of the final salary).
However, the management of this second level must be carried out through
private pension schemes, and only companies which do not voluntarily
contract out their own fund will contribute to and continue to form part
of the state social security system. As is logical, the private pension
schemes can guarantee pensions above the minimum compulsory amount
of this second level.

3 Part of the contributions currently made to social security must be allowed
to be paid into private pension schemes. In accordance with the experience
of other countries (United Kingdom and Chile), the companies who opt
for the private management of the second level will have their contribu-
tions to social security lessened, but will continue to pay reduced public
contributions in order to help finance the pensions which are currently
being paid until they are extinguished.

4 Social security and the state must continue to pay the pensions of the
pensioners who have already retired. These pensions must be financed
through taxes and the remaining contributions which continue to be paid
to social security.

5 It would be necessary to allow the people who are currently working
complete freedom to decide whether to continue in the old social security
system or to transfer to a new system based on private pension schemes.
To do this, it would be necessary to recognize a voucher equivalent to the
actuarial value of what had been paid to the state social security system,
in relation to employees who, in the middle of their professional career,
decide to be incorporated into the new private pension scheme system.

6 The present group of retired persons would be constituted by a group to
be extinguished, which would disappear over one generation. This implies
that the financial cost of the transition to the new system would gradually
decrease over future years, freeing an increasing amount of social security
contributions which could be used to increase the endowment of the pri-
vate pension schemes, to decrease the overall cost to the companies and
workers of maintaining the two systems (the new private pension scheme
system and the old system in relation to the already retired pensioners,
which will be extinguished), or to any combination of these two objectives.
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7 In the proposed project, it is planned that the companies which do not
opt to manage the problem of their employees’ pensions through a private
pension scheme continue participating and contributing to social security.
However, it seems advisable to encourage the creation of private pension
schemes (through their tax treatment28 etc.) to such an extent that the
state social security system really becomes a system to be extinguished
over coming years, as it will be used by fewer and fewer companies and
individuals (the case of Great Britain).

8 Lastly, it will be necessary to decide whether the transfer to the new
system of private pension schemes will be the result of a decision at com-
pany level (as occurred in Great Britain, where the companies which
decided to establish a private pension scheme had to cover all their
employees, regardless of whether or not they are near retirement age) or
at an individual level (as in Chile – or now in England – which is much
more progressive in this respect). Both systems have their advantages and
disadvantages and require a detailed analysis from the technical and
political points of view which is clearly outside the scope of this work.29

Other strategic aspects

It evidently will not be possible to make a profound reform of social security,
as we have proposed and as the economy and society demand, until a series
of social and political forces are mobilized in pursuit of it. It is a process
which it is necessary to design correctly.30 The essential points of the specific
strategy for a profound reform of social security must be, therefore, the
following:

1 A simple and clear scheme of where to go and why. It is necessary, as we
have already stated, to have a clear scheme as to what the ideal system of
public and private provision should be. This scheme must be based on as
many actuarial, statistical and economic studies as necessary, but, in the
final analysis, it must crystallize into an elementary series of principles
which we have already discussed, but from among which the following
should be emphasized:
• the problems of social security originate from the fact that it is aimed

at achieving simultaneously the contradictory objectives of individual
equity and social welfare;

• the present social security system is not the most suitable system for
achieving the desired objectives of social equity; these objectives must
be pursued through a developed system of social welfare and private
charity;

• the best way of attaining the objectives of individual equity is through
the private institutions which exist in the market and which are based
on life insurance techniques, mutual benefits and individual and col-
lective private pension funds;
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• the subsidiary system of social welfare must be financed through the
State Budget;

• the system of individual provision must be financed by the partici-
pants in it (regardless of whether the corresponding contributions are
legally paid by the companies or the workers);

• the reform should be undertaken as soon as possible: every step in
the direction of any of these principles is positive;

• concession on any of these principles in return for other short-term
advantages in political or collective negotiation must be avoided.

2 The minds of the people who are currently retired must be set at rest. This
is a sine qua non condition for the success of any profound reform.
Reassuring the people who are currently retired is indispensable, as it is a
group of sufficient importance to be able to abort any democratic reform
of the state social security system.31

3 The public must be educated. There must be a campaign which explains to
the public how the social security system really works. People do not
know that the contributions they pay in are spent every year on the pen-
sions of those who are already retired and that, therefore, receipt of pen-
sions in the future will depend, if social security is not reformed, solely
and exclusively on the political circumstances of the moment and the
supportive behaviour of younger generations.
Also, the working population must be made to see, numerically, the ben-
efits which they could derive from the annual cost of social security if the
corresponding contributions were paid into a private system based on
capitalization.32 Finally, it is necessary to explain how it is possible, over
a period of adaptation, to transfer the necessary part of the present social
security benefits to the private sector, while the acquired rights of the
current pensioners are maintained.
Only if the general public know the truth of the situation and what is at
stake, and the advantages or disadvantages of the alternative systems are
explained, will it be willing to make the sacrifice implied by continuing to
support those who are already retired while, at the same time, additional
contributions are being transferred to the private system.

4 A coalition of interests must be gradually constructed.33 It must be suffi-
ciently broad and powerful to exert pressure for social security reform.
The most significant groups which could form part of this coalition are
the following: the business world, as it would be the first to benefit from
the reform, as a result of the great increase in savings and, therefore, in
the supply of financial resources, which would lead to the appearance of a
system of private pension schemes and would make the financing of
business projects easier and cheaper.
It must be stressed that the main interest of the business world is this, not
the apparent reduction of costs which would arise from a reduction in the
contributions. Moreover, the reduction in contributions seems almost
impossible to achieve in the short term as, in any case, they would have to
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be raised to make possible the simultaneous financing of the current
benefits and the constitution of the corresponding private pension funds.
The only thing provided for, therefore, is a transfer of the current level of
contributions, or of a part thereof, from public to private systems. In this
respect, it is essential to assist in the identification of the true interests of
businessmen and women in the social security field, as the understanding
and present position of many of them on this matter is not encouraging.
Within the business world, life insurance companies, financial institutions,
etc., stand out as the main parties interested in the development of pri-
vate pension schemes. It is not simply that the expansion of new markets
is good for them, but that they are the institutions which, in view of their
nature, should be able to respond to the new challenges.
Finally, the group which has the clearest interests in favour of the reform
is made up of the great mass of workers who are young or still a long way
away from retirement age. These are the people who, without doubt, will
have to bear, often unfairly, the increasingly oppressive burden of finan-
cing social security if it is not reformed.

5 Lastly, it is necessary to weaken the opposition. There is no better way of
weakening those who oppose the reform of the present social security
system than taking steps along the correct path towards the privatization
of its sphere of influence, explaining to the public the inexorable negative
consequences of the current system and the advantages of the proposed
one. Any reform of social security which takes the right direction, how-
ever modest it may be, reveals the great advantages that private pension
schemes already have in countries where they have reached an appreciable
degree of development and creates social interests in favour of maintain-
ing and expanding them which are very difficult to resist. Moreover, the
education of the public may lead to the initiation of social demands
which take away the basis of the current system and weaken resistance.
In any case, it is necessary not to interrupt action even in the periods
when parties of the left control the legislature. This is the case because
even socialist governments are forced to adopt unpopular reform mea-
sures which, although timid, are oriented in the right direction. Moreover,
it is precisely in the periods of opposition when it is necessary to establish
strategies of resistance and to clarify concepts and objectives which may
be carried out at a later date.34

The problem of medical assistance

It has normally been said that the main reasons which make it advisable that
compulsory health insurance should exist are to maintain a high level of
public health, to avoid the spread of infectious diseases and to minimize the
possibility of a citizen becoming a public burden because of a precarious
state of health. Although the analysis of these arguments is outside the scope
of this work, it is important to recognize that the fact that compulsory health
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insurance should exist does not in any way imply that this should be provided
by the state under a monopoly. On the contrary, there are powerful reasons
against a state monopoly in the health insurance sphere and overwhelming
arguments against the existence of universal medical assistance free of charge.

The arguments in favour of a free medical service usually contain two
serious, fundamental errors. First, they are based on the assumption that the
need for medical assistance can be established objectively and that it can and
should be provided in all cases, regardless of economic considerations;
second, they consider that this medical cover is, from the financial viewpoint,
possible, as a complete medical service usually means the restoration of work
efficiency or production capacity of the beneficiary workers and, therefore, it
is believed that the system indubitably finances itself.

However, it should be emphasized that there is no objective yardstick to
gauge the care and effort required in each specific case.35 As medical science
progresses, it becomes increasingly clear that there are no limits on the figure
which it could be advantageous to spend in order to carry out as much as is
objectively possible in the health field.

Moreover, it should be pointed out that, in the everyday individual
valuation, it is not true that everything which can be done to ensure health
and life has absolute priority over other needs. On the basis of different
considerations, we constantly accept risks and decide whether a determined
provision is profitable or not, weighing up whether it is better to cover the
risk or attend to other needs. Not even the richest man usually heeds all the
demands which medical science makes in favour of health, as other tasks
absorb his time, energy and resources.

Someone must decide, therefore, in each specific case, whether the addi-
tional effort of the supplementary employment of resources in favour of
health is worthwhile. The essential question is, therefore, whether the affec-
ted person is who should decide whether or not s/he is capacitated, by
making an additional sacrifice, to receive greater attention, or whether this
decision should be adopted by the state and its bureaucrats.36

The ideal solution in the medical assistance field is, from a libertarian
viewpoint, very similar to the solution put forward with regard to the eco-
nomic benefits of social security. The ideal objective would be that each
person should, on his own account, establish the medical assistance system
which he considered most suitable, comparing the economic costs of each
possibility of cover and taking a decision in each case in accordance with his
personal circumstances and valuations. The role of the state should, as
always, be reduced to maintaining a level of public medical assistance for
people who, due to a lack of resources, cannot ensure that they have the basic,
minimum level of medical assistance which would be determined a priori.37

Experience in other countries indicates that the market is capable of pro-
viding, through health insurance companies, health maintenance organiza-
tions (HMOs) and private hospitals, private medicine which works freely and
which reaches very high levels of medical assistance.
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Along with the ideal scheme for medical assistance described, a practical
reform project, politically possible to achieve in the short term, may be
considered. In this project, the state could even continue to be the promoter,
coordinator and controller of the health system in some of its different
aspects and facets, but it would allow the management of medical assistance
to be basically in private hands. The state monopoly of medical assistance is
not the best guarantee of efficiency, flexibility and speed. The price to be paid
in the long term will be certainly very high in terms of the efficiency, costs
and quality of the benefits. It is, on the contrary, necessary to propitiate the
emergence of non-monopolistic private organizations, the competition
between which guarantees their efficiency, and where the efficiency of each
system can be compared with that of the others.

Monopolistic medical assistance systems always constitute a threat to
freedom, in view of the exclusive power to supply the benefits and make
decisions regarding the health of individuals which such systems indubitably
have, and always imply serious impositions on individuals by the persons
who control them. It is evident that, in a democratic system, the capability of
individuals to choose cannot be cast aside by submitting them to the iron
tutelage of the state with regard to their health, without attacking the foun-
dations of the democratic system itself. Moreover, it is a known fact that the
state monopoly system in the health field is not more efficient in achieving
the rapid advance of medicine, technical developments and research, which,
in most cases, only achieve their successes as a result of private entrepre-
neurial initiatives.

In short, libertarian policy must be against the socialization of medicine
and in favour of the management of what are considered to be the basic
levels of medical assistance through private institutions which compete with
each other in the market.
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