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Abstract This paper provides an empirical estimate of the macroeconomic
effects of the Portuguese pay-as-you-go social security system based on data
for the period 1970-2007 and on VAR estimates using GDP, the unit cost of
labor, the unemployment rate, the savings rate and social security spending.
The major findings are twofold. First, growing social security spending has had
detrimental effects on all of the private sector variables under consideration
suggesting the existence of sizable inefficiencies. Second, these inefficiencies
persist despite the successive reforms that took place over the last two decades.
These results highlight the need for structural reforms of the pay-as-you-go
system thereby addressing the sources of these inefficiencies, regardless of
whether or not the system is financially sustainable. Furthermore, any reforms
designed to address sustainability concerns cannot ignore these inefficiencies

We would like to thank Rui M. Pereira for his research assistance and an anonymous referee
and even more so the Journal Editor for very useful comments and suggestions. The second
author would like to acknowledge financial support from the Portuguese Science Foundation
(grant ref. PTDC/ECO/64595/2006).

A. M. Pereira

Department of Economics, College of William and Mary,

Williamsburg, VA 23187, USA

e-mail: ampere@wm.edu

J. M. Andraz
Faculdade de Economia, Universidade do Algarve, Faro, Portugal
e-mail: jandraz@ualg.pt

J. M. Andraz

CEFAGE (EU) - Center for Advanced Studies in Management and Economics,
Universidade de Evora, Evora, Portugal

*@ Springer


mailto:ampere@wm.edu
mailto:jandraz@ualg.pt

or risk making them even worse and thereby hindering the quest for sustain-
ability itself.
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