COMMISSION OF THE EUROPEAN COMMUNITIES

AT

R
%

K

Brussels, 31.10.1995
COM(95) 457 final

REPORT FROM THE COMMISSION

'SOCIAL PROTECTION IN
~ EUROPE
71995


User
Rectangle


Table of contents

Table of contents

Foreword

Summary and conclusions

Chapter 1

Chapter 2

Chapter 3

Chapter 4

Chaptef 5
Chapter 6

Chapter 7

Systems of social protection in the Union

- Adapting to change: recent reforms

and key developments
Trends in social protection and its finant:ing

Unemployment compensation and incentives
to look for work :

Reforms in health care
Social protection and the self-employed ,

Social protection and caring responsibilities

Sources and methodology




Summary and conclusions

he development of extensive

systems of social protection to
support and assist people in need
has been a prominent feature of
European societies over the post-war
years. The systems which have been
established differ in detail in terms of
their organisation and methods of
funding, reflecting the cultural, his-

torical and institutional differences -

which exist between Member States.
Nevertheless, they share a common
characteristic of protecting all those
who require support, whether tempo-
rarily, because they fall ill or lose
their job or have a baby, or on a
longer term basis, because they retire
from paid employment, become per-
manently disabled or have children to
bring up, irrespective of their ability
to pay.

It is the universal nature and extent of
this support, and the scale of redistribu-
tion of income entailed, which distin-
guish systems of social protection in
Europe from those in most other parts
of the world or, indeed, from private
insurance schemes. While systems are
based on insurance principles in va-
rying degrees throughout the Union, so
that in many cases the amount received
in benefit is related to the contributions
which have been made, there is no
direct link between what each person
pays as their contribution to financing
the system and their vulnerability to
illness, disability, unemployment or

any of the other risks covered. At the
same time, in most Member States, a
minimum level of income and basic
support is guaranteed to everyone irre-
spective of whether they can afford to

pay anything or not.

As such, systems of social protection
contribute significantly to maintain-
ing social cohesion and strengthen-
ing solidarity within the Union. They
have arguably played a major role in
helping societies cope with the in-

creasing strains imposed on them by

the significant economic and social
changes which have occurred over
the past two decades in particular,
which have been accompanied by
high and rising unemployment, in-
creased uncertainty and instability of
employment and income, the influx
of large and growing numbers of
women onto the job market, an
ageing population as life expectancy
has risen and substantial changes in
the structure of households, with a
marked growth in the number of
people living alone and in lone-
parent families.

All of these developments, however,

have equally imposed strains on-

social protection systems themselves
as the demands on them have esca-
lated and, more especially, as the

numbers of people requiring long-

term support and assistance have in-
creased to levels never envisaged

when the systems were designed.
The costs of maintaining the systems
and of providing extensive support
have, therefore, risen significantly
throughout the Union. At the same
time, the income available to finance
these costs has become increasingly
constrained as long-term economic
growth across Europe has slowed
down markedly in relation to the
rates prevailing before the mid-1970s
when most of the systems were estab-
lished. The financial constraints have
been particularly evident in recent
years because of the recession of the
early 1990s and the prevailing con-
cern of policy to reduce budget
deficits and limit public expenditure
growth in order to contain inflation-
ary pressure, to avoid imposing ex-
cessive costs on businesses facing
increasing competition in markets in-
side and outside Europe.

Although the commitment to pro-
moting a high level of social protec-
tion throughout the Union, as
enshrined in the Maastricht Treaty
(Article 2), remains undiminished
and although attachment to the exist-
ing system of social support re-
mains deeply entrenched in popular
opinion, financing problems and
the growing demand for support,
coupled with the high and increasing
level of long-term dependency on
social assistance, have given rise to
fundamental questions being asked
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in many Member States about the

function, scope and means of funding

systems of social protection.

Equally, there is growing awareness
of the substantial economic, social
and demographic changes which
have taken place since the systems
were, for the most part, developed
and which are still occurring and of
the very different context in which
they have to operate. In particular,
economies in the Union are becom-
ing ever more closely integrated,
though at the same time more open to
competition from outside. Partly, as

a result, increasing economic flexi- -

bility and the promotion of individual
initiative have become major objec-
tives of policy, aims which systems
of social protection can either work
- against by adversely affecting incen-
~ tives or help to achieve by providing
support in the event of failure, so

‘ encouraging greater risk-taking. At
the same time, the costs imposed on
businesses by the need to finance so-
cial protection are a growing cause of
concern, and prevailing demographic
trends threaten to add significantly to
the need for income transfers and for
support throughout the Union in 10

to 15 years time as the baby boom

generation reaches retirement age.

Moreover, in the context of the in-
creasing emphasis of policy across

the Union on raising employment,

there is a growing focus on the poten-
tial links between prevailing systems
of social protection and the process
~ of job creation. The 1993 -Com-
mission White Paper on Growth,
competitiveness, employment called
for more detailed analysis of this
issue, while successive Community
Summits in Brussels, Corfu, Essen

and Cannes, have drawn attention to
the links between social protection
and the way it is funded and incen-
tives both to offer and accept work.

\ Against this background, there is not

only general recognition that, despite
their diversity, social protection sys-
tems across the Union are facing
common problems and a common
need to adapt to changing circum-
stances and priorities, but also a

_growing awareness of the potential

advantages of cooperation. This was
already evident in the adoption by the
Council in 1992 of two Recommen-
dations to work towards the conver-
gence of social protection policies
and objectives and to establish com-
mon criteria for defining minimum
levels of income and social assist-
ance. The present Report, which is

~aimed at describing and analysing the

systems operating in the different
Member States and the way they are
developing, is a product of those
Recommendations.

~

‘A new framework
for debate

here is now, however, widespread:

agreement on the desirability of
going beyond the exchange of infor-
mation on policies and their effects,
important as this is, to joint consider-

ation on the future development of sys- .

tems of social protection in the Union
and the appropriate responses to the

common challenges which they face.

In consequence, the Commission has
proposed that the Community institu-
tions and the Member States should
embark together on a process of co-
operative reflection on the future

measures which should be taken to
make social protection systems more
conducive to employment growth and
more efficient, to ensure that they
facilitate the free movement of labour

“between countries as well as the reali-
sation of the potential benefits of the
internal market and increasing econ-
omic integration and their equitable
distribution. ‘

Aims of the Report

PP his Report is intended to contrib-
ute to that process by analysing'

not only the way in which social pro-

tection systems are developing

_across the Union but equally the
problems which they face and the

forces to which they have to respond

and so increase mutual under-

standing of the options for develop- -

ment, in the light of their diverse

forms of organisation and institu-

tional characteristics.

The focus is on the links between so-
cial protection and employment. As

~such, it is intended as a complement
(published every two years) to the an-
nual Employment in Europe Report,
the latest issue of which was published
in July. This examined trends in em-
ployment and unemployment across
the Union, the changes which are oc-
curring in the nature of jobs and in the
pattern of work, the factors which in-
fluence the process of job creation and
the measures taken in Member States

' to increase the number of people em-
ployed.

In particular, it analyses — in Chap-
ter 4 — rates of unemployment benefit
in different parts of the Union as




&

compared with take-home pay whenin
work, which is likely to be a major
determinant of the incentive for people
receiving benefit to seek employment
and, therefore, of the scale of the un-
employment trap which exists. This
complements the analysis both in Em-

" ployment in Europe, 1995 and in

European strategy for employment:
recent progress and perspectives

(COM(95) 465), a recently published

Commission report following up the
Essen Council meeting, of the poten-
tial effect of social charges and payroll
taxes levied to finance social protec-
tion on labour costs and so on the
incentive of employers to take on more
staff. The two together, therefore, give
an indication of the effect of social
protection, in terms of both its funding
and the income support which it pro-
vides, on the two sides of the employ-
ment equation — on the willingness on
the part of employers to create jobs and
on the willingness of those out of work
to take them up.

In addition, it examines in detail two
aspects of social protection systems
which are becoming increasingly rele-
vant as a result of the structural
changes in employment which are oc-
curring throughout the Union, in part
in response to government policies.
Specifically, it considers, in Chapter 6,
the access of the self-employed to so-
cial insurance and support and their
treatment as compared with those in
waged employment, who are the tradi-
tional focus of systems of social pro-
tection. As such, it indicates how far
policies in this area are consistent with
labour market measures designed to
encourage people, especially those out
of work, to set up small businesses. It
also considers, in Chapter 7, social pro-
tection arrangements in respect of

those, mainly women, who have to

give up paid work for a time, or work

fewer hours, to look after children or
disabled or elderly people, usually
relatives, in need of care. Given the

.increasing number of women in work,

coupled with the growing numbers of
people living into old age and, there-
fore, likely to require care, this is be-
coming an important issue not only for
social policy but also for employment
policy across the Union. '

In addition to these employment-
related themes, the Report examines
(in Chapter 1) the principal charac-
teristics of social protection systems in
the Union and the way they differ
between Member States; the main
developments which have occurred in
recent years in both the provision of
support and its funding (Chapter 2);
the scale and pattern of expenditure, its
rate of growth in relation to people in
need of support and the changing im-
portance of different sources of finance
(Chapter 3); and the reforms which
have been introduced in recent years in
different parts of the Union to contain
the costs of health care and to improve
the efficiency of the service provided
whilst maintaining standards of treat-

ment and care (Chapter 5).

The main points to emerge from this
analysis are summarised below.

Similarities
and differences

As indicated above, social pro-
tection systems in the different
Member States may differ in the
details of their organisation and

methods of funding but are similarin

terms of their objectives and cover-
age. In particular, there is a common
attempt in all 15 Member States to
provide universal support and assist-
ance to all those in need whether
temporarily or for longer periods of
time. The major gap in coverage is in
the Southern countries, in Greece,
Spain, Italy and Portugal, where, un-
like elsewhere in the Union, there is
no guarantee of at least a minimum
level of all income support in all cir-
cumstances. Although efforts have
been made to provide some support
for the elderly and disabled, those not
eligible for certain standard benefits

~ (sickness and unemployment

benefits, especially), because they
are not, or have not been, in paid
employment, either at all or for a
sufficient period of time, can only fall
back on assistance from local or re-
gional authorities, which to a large
extent is discretionary and non-
standardised.

There are, however, large differences
in the scale of protection provided
and, in particular, in access to in-
come- (or contribution-) linked in-
surance benefits, especially between
those in work — and, more specifi-
cally, those in waged employment —
and others, as well as in the extent of
reliance on means-tested assistance
as opposed to automatic payments. In
these respects, Member States can be
divided into four groups:

¢ the three Scandinavian countries,
where social protection extends

to all citizens as of right and
everyone is entitled to the same
basic amount, with those in paid

. employment receiving addi-
tional, earnings-related benefits,
and where only unemployment




insurance is separate from the
' State-run integrated system and
‘voluntary rather than compul-

sory;

e the UK and Ireland, where

coverage is virtually universal -

(though the national health sys-

tem in Ireland is only fully ac-

cessible free of charge to those
on low incomes), where flat-rate
basic amounts are also the norm,

. ‘though on a lower scale, and
there is extensive use of means-
testing;

o Germany, Austria, France and
the Benelux countries, where the
insurance principle is more evi-
dent, where benefits are mostly
eamings iclaied and, together
with Kealth care, are linked to a
greater extent to employment
and to contributions and vary in
some degree between occupa-
tional groups (though in the

Netherlands, a number of univer--
sal schemes, for pensions espe--
cially, have been established) -

and where gaps in coverage are
filled by an extensive social as-
sistance scheme;

e Italy, Spain, Portugal and
Greece, where the attempt to es-
tablish universal systems is more
recent and systems are a mixture
of fragmented, occupational and
insurance-based income main-
tenance schemes, with relatively
generous pension formulas, but
with gaps in coverage, as noted
above, and national health ser-
vices, which are not yet fully
universally-accessible except in
Italy.

There are, moreover, differences
both between and within these four
groups as regards the regulations
governing eligibility to the various
benefits and the duration of their re-
ceipt. In particular, pensionable age
is around 65 in most countries, but is
57 for women and 62 for men in Italy,
60 for both in France and 67 for both
men and women in Denmark. Simi-
larly, insurance-based unemploy-
ment benefits are payable almost

indefinitely in Belgium, but for only
-a year in many countries, while ac-

cess to sickness and invalidity

benefits in the Netherlands and the -

UK has generally been easier than
elsewhere. These two aspects, eligi-
bility criteria and the duration of pay-
ment, more than the s~2lc o benefits
faid have come under increasing
scrutiny in recent years, in the search
for ways of limiting expenditure and
discouraging avoidable long-term
dependency, as noted below.

The scale of
expenditure

hese differences in the features
of prevailing systems between
Member States aie reflected in the
cost of maintaining them. In general,
expenditure on social protection

tends to be much higher in the North
~ of the Union than in the South, in part

reflecting the difference in prosperity
and, therefore, in the availability of
resources to fund them, in part, the
less developed nature of systems in
Southern countries, Greece and
Portugal, in particular. Although
there is a clear tendency for countries
to spend more on social protection
in relation to GDP as the latter

increases, some systems are evi-
dently more costly than others.

In the Scandinavian countries, in par-
ticular, where coverage is universal
and benefits relatively generous, total
expenditure on social protection
amounts to well over 30% of GDP

- (33% in Denmark in 1993, around

35% in Finland — though the figure
here is increased markedly by the
severe recession in GDP (in 1990, it
was 26%) — and probably about the
same in Sweden, though comparable
figures are not yet available). In the
Netherlands, spending is also high as
compared with other Member States io
relation to the level of rcal income per
h=23d (around 33% of GDP in 1993 as
against 31% in Germany and France
where income per head is higher). In
the UK and Ireland, on the other hand,
where relatively modest flat-rate
benefits are the norm and, in the former
especially, where a relatively high pro-
portion of payments are subject to
mean-testing, expenditure is compara-
tively low in relation to income per
head (27% of GDP in the UK in 1993,
21'/,% in Ireland). Similarly in Italy,
where there are more gaps inthe cover-
age of the system than in Northemn
Member States with comparable levels
of income per head, spending is also
relatively low (just under 26% of |
GDP in 1993), as it is in Greece and
Portugal, where systems are still being
developed (16'/,% of GDP in 1993 in
the former, 18% in the latter).

The pattern
- of financing -

he relative importance of differ-
ent sources of finance for social
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protection reflects the systems in
operation. In Germany, France and
Belgium, two-thirds or more of the
revenue levied to fund social protec-
tion comes. from contributions, with
employers being responsible for
around 60% of these. In Greece, the
proportions are similar, while in
Spain, Italy and Portugal, as well as
in the Netherlands and Luxembourg,
contributions remain the main source
of finance but taxes are more import-
ant. In the UK and Ireland, more
revenue comes from taxes than from
contributions, while in the Scandina-
vian countries, taxes predominate
and revenue from contributions is
small. 4

The pattern
of spending

ile the level of social protec-

tion expenditure varies, the
division between the main functions
is relatively similar, especially in the
North of the Union where systems
are more developed, though there are
a few significant differences, reflect-
ing variations partly in the people in
_need of support, partly in eligibility,
partly in the rate of benefit paid or
level of service provided. Old-age
pensions are the largest element of
spending throughout the Union
— apart from in Ireland where the

relative number of elderly people is

less than elsewhere — accounting for
some 43% of total spending in 1993,
followed by health care and sickness
benefits, which together absorbed
around 24% of the total, invalidity
benefits (9%) and unemployment
compensation (7%).

In Greece and Italy, however, around
60% of expenditure in 1993 went on
old-age pensions, in the former
largely reflecting the comparatively
low level of provision of other
benefits and services, in the latter, the
large number of people drawing a
pension. Thus in Italy, there are not
only a relatively high proportion of
the population who are elderly as
compared with other parts of the
Union, but also the official age of
retirement is fixed at a lower level
than elsewhere (though, as noted
below, reforms have recently been
introduced to alter this).

In the Netherlands, the relative
amount spent on invalidity benefits
in 1993 was over twice that in the rest
of the Union (over 21% of the total),

the result of the relative number of -

recipients being also twice as high as
in other Member States, except for
the UK. Here the number was simi-
larly high, though the average
amount received was considerably
lower (in 1994, 15-16% of those
aged 55 to 64 in these two countries
reported in the Community Labour
Force Survey that they were not
working because they were perma-
nently disabled as opposed to 7% in
the Union as a whole) In both cases,
the large number of recipients re-
flects in part the nature of the system
and the fact that invalidity benefit has
been used to provide income support
for many who are effectively long-
term unemployed or prematurely re-
tired. Policy efforts have been made
in the recent past in both countries to
tighten the rules governing eligibility
for benefit.

In Spain, expenditure on income sup-

‘port for the unemployed in 1993 was

over twice as high relative to GDP
than in other parts of the Union, ac-
counting for 20% of total spending
on social protection, but this was
mainly because the relative numbers
unemployed were also twice as high
as in the rest of the Union. On the
other hand, in Denmark, where un- '
employment was below the Union
average, relative expenditure was
only slightly below the level in Spain,
reflecting both a comparatively high
rate of benefit paid and a high level
of eligibility for benefit among those
out of work. As in the Netherlands
and the UK, the extent of income
support has come under increasing
scrutiny in recent years.

The effectiveness
-of social protection

ne major issue which this

Report has been unable to ad-
dress is the effectiveness of social
protection systems in providing sup-
port and assistance to those in need
and, related to this, their success in
ensuring that no-one’s income and_
access to services falls below a mini-
mum level. Although there is infor-
mation on the scale of support which
is in principle available as well as on
the rules and regulations governing
access to them and although esti-
mates can be made of the numbers
liable to be at risk, there are little or

-no satisfactory data on how many

people are in need of support in prac-
tice, how many of these actually re-
ceive assistance and how much they
receive in relation to their need.

Until such data become available, it
will remain impossible to assess

-11-



satisfactorily the adequacy or other-
wise of existing systems, especially
as experience demonstrates that ac-
tual receipt of income support can
differ markedly from the theoretical
entitlement. This is even more the
case as means-testing becomes more
important since in these circum-
stances what is received depends not
only on individual income and accu-
mulated savings but also on assist-
ance actually being claimed.

The only effective way of providing
these data is through detailed surveys
of households. A new Household
Panel Survey has been established
by Eurostat to do precisely this. Spe-
cifically it aims to collect detailed
information about household charac-
teristics, sources of income and liv-
ing conditions across the Community
from a sample of households. As yet,
however, results are not available

“ (though they should be by around the
end of 1995) and it remains to be seen
how effective an instrument it will be
in answering the kind of fundamental
question posed above.

The growth
of expenditure

Over the long-term, expenditure
on social protection has tended
to increase relative to GDP. In 1970,
expenditure amounted to 19% of
GDP over the Union as a whole (in
this case excluding Spain, Portugal
and Greece for which no figures are
available). By 1980, the proportion
had risen to 24% (24'/,% excluding
the same three countries) and by
1993, to just under 28%. It is this
seemingly upward long-term trend

which has been a cause of wide-
spread concern across the Union and
has been one of the reasons for the
recent emphasis on expenditure
restraint. These figures, however,

need to be interpreted with some

care, in par, because of the signifi-
cant influence of fluctuations in
GDP growth and the underlying
level of economic activity on the per-
centage, in part because of the vari-
ation in experience between Member
States.

The increase has by no means been

uniform across the Union. Unlike in

‘the 1970s, when most countries ex-

perienced significant growth of ex-
penditure relative to GDP, between
1980 and 1990, spending rose by
only one percentage point in relation
to GDP (from 24% to 25%). /In four
countries — Belgium, Germany,
Ireland and Luxembourg — expendi-
ture was lower relative to GDP in
1990 than in 1980. Only in the coun-
tries where systems were being de-
veloped — Greece, Spain, Italy and
Portugal — plus France, did the in-
crease amount to more than 2 per-
centage points in relation to GDP.
Moreover, in the second half of the
1980s when the European economies
were recovering from recession, ex-
penditure declined relative to GDP
in the Union as a whole, though it
continued to rise in the four Southern
Member States (as well as in
Denmark, where economic growth
slowed down).

Over the three years 1990 to 1993,
spending on social protection went
up in all Member States as a propor-
tion of GDP as their economies went
into recession, in 7 countries
— Denmark, Spain, France,

Luxembourg, Portugal, the UK and
Finland — by around 3 percentage
points or more. This rise, however,
was largely due to the marked slow-
down in GDP growth — or, in some
cases, a fall in GDP.— and the steep
rise in unemployment which accom-
panied this. Although in real terms
(adjusted by the increase in consumer
prices), expenditure increased by
4'/,% a year in the Union as a whole,
significantly more than over the
preceding five years (under 3',%),
excluding unemployment compen-
sation (which went up by almost 50%
over the period), it rose by under 4%
a year, only mérginally more than
over the preceding five years. Since
part of the growth in pensions, sick-
ness and invalidity benefits was al-
most certainly recession-related
(resulting from increased early retire-
ment, for example), there is little sign
of any underlying acceleration in the
growth of social protection spending
over this period (expenditure on each
the three items mentioned, in fact,
grew by less between 1990 and 1993
than between 1985 and 1990).

Nevertheless, in the context of very
little growth in GDP and a policy
emphasis both on fiscal restraint and
on limiting public expenditure in
order to avoid excessive increases in
taxes and social charges on business
and the costs of employment, a
growth of almost 4% a year — even
after adjusting for unemployment -

in a major component of public

spending was a matter of widespread
policy concern. Against this back-
ground, the common focus on
measures to limit expenditure on so-
cial protection which has been fea-
ture of the recent past is perhaps
understandable.
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The impending
demographic
time-bomb

he emphasis on cost contain-
ment is also understandable in
terms of the increasing demands on
systems of social protection which
~ are almost certain to arise from the
ageing of the population: In 1995, the

population aged 65 or over (the pres- -

ent or planned official age of retire-
ment in most Member States)
amounted to some 23% of the popu-
lation of working age (15 to 64) in the
Union as a whole. In ten years time
in 2005, it will have risen to 26% on
the latest projections (assuming no
significant acceleration in net inward
migration flows of those below re-
tirement age). Whiie uus will -
doubtedly increase expenditure on
pensions, unless there is an increase

in the actual age of retirement, in

contrast to present trends, the amount -
involved is relatively small. If the -
average pension was to remain un- .

changed in relation to GDP per head,
for example, it would result in expen-
diture in the Union rising from 12%
of GDP to just under 13'/,% — much
the same rate of increase as between
1980 and 1993.

The major expansion in potential ex-
penditure does not come until after
2005 when the post-war baby boom

generation begin to retire in large
* numbers. In 2015, the population
aged 65 and over is likely to represent
30% of that of working-age and in
2025, 35'/,%. Whereas in 1995 there
are 4-5 people of working age to
support each person of retirement
age, in 30 years time, there will be
less than three. In some countries,

Italy in particular, it will only be
around 2'%,. If average pensions
remained unchanged relative to
average income, then this growth in
numbers alone will add almost 5'/,%
of GDP to the cost of social protec-
tion over the next 30 years in the
Union as a whole. At the same time,
the large expansion in the numbers of

elderly people is likely to impose in-

creasing demands on the health care
and social service systems.

Nevertheless, despite the apparent
scale of the pressures in prospect, it
is important to keep them in perspec-
tive. In the first place, expenditure on
social protection increased by 8% of
GDP between 1970 and 1993 in the
Union — half as much again as the
rise in spending on pensions on the
above assumption. Secondly, the
ease 01 acmeving wic uansier to those
above retirement age and the strain
imposed on the future generation of
working-age will depend critically

“on the underlying growth of the
- European economies between now
‘and then and what happens to jobs. In

recent years, the effective depend-
ency ratio has risen substantially not
because of the ageing of the popula-
tion but because of earlier retirement
and increasing unemployment, both
the result of reduced job availability.
In consequence, many fewer people
in employment have had to support
increased numbers not in work, both
above and below retirement age.

If job availability through GDP
growth could be expanded over the
next 30 years to reduce unemploy-
ment back to the levels of the early
1970s and to accommodate a conti-
nuing increase in the participation
of women in the work force, as well

as perhaps a reversal of the trend
towards early retirement, this would
more than offset the effect on the
dependency ratio of the ageing of the
population and make it easier to
effect the income transfer required. If
on the other hand, underlying GDP
growth does not improve and job
availability remains low, then any
significant transfer will present
serious problems, irrespéctive of
how pensions schemes are funded in
the meantime.

Changes in sources
of finance

In the light of the reduction in the
numbers in employment em-
ployed which occurred over this
period, the widespread shift from
contributions to taxes as a source of
finance is also understandable. Over
the Union as a whole, the share of
revenue raised from taxes rose from
27',% to 29'/,% between 1990 and
1993, with only Belgium and the

" Netherlands showing the reverse

tendency. Moreover, this was ac-
companied by a parallel shift away
from employers’ contributions to
these being levied on the person
being protected, with only Portugal
experiencing a shift in the opposite
direction. Nevertheless, these
changes have been comparatively
small and over the 1980s and early
1990s, the broad structure of financ-
ing of social protection remained
largely the same.

Although no data as yet exist for the
period after 1993, it appears from the
measures introduced in Member
States since 1993, and noted below,
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that these shifts in the pattern of
financing have become more pro-

nounced. At the same time, the shifts

to a large extent have been a tempor-
~ ary response to increased unemploy-
ment and, as noted below, have taken
the form of a reduction in employers’
contributions if firms take on the
long-term unemployed, the young

and other ‘*hard-to-place’ people:

from the unemployment register,
though rates have also been reduced
in respect of the low-paid in a number
of countries to stimulate job creation
for the less skilled and younger mem-
bers of the work force (as in Belgium,
France, Ireland and the UK).

There is as yet, however, little sign of
any fundamental change in the
method of financing and in most
countries contritutions remain the
major source of funding, largely be-
cause of the wish to retain the insur-

ance-based nature of the system.

Indeed, in Scandinavian countries,
there have been some moves to in-
crease contributions relative to taxa-
tion, partly to widen sources of
finance, partly to link benefit pay-
‘ments more closely to employment
and so discourage working in the in-
formal or grey economy. On the other
hand, in countries where finance
comes mainly from contributions,
attempts have been made to widen

the sources of funding by identifying

those elements of the social protec-
tion system which are not employ-
ment-related, such as health care and
family allowances, and financing
these from taxes, as well as earmark-
ing certain taxes for funding particu-
lar expenditure (such as the general
social contribution, CSG, levied in
France on personal income which is
used to fund basic pensions).

In addition, in some countries, the
search for alternative sources of fin-
ancing has been combined with at-
tempts to shift the burden of taxation
from the employment of labour to the
use of natural resources, with the aim
of stimulating job creation while
encouraging energy, and resource
saving.

Recent reforms

affecting spending

Imost all policy action taken in
respect of social protection in
recent years has been aimed at con-
taining costs and where possible re-

of:

o tightening the regulations on
eligibility to benefit — espe-
cially insurance-based, income-
related payments;

¢ increased targeting of support on
-those most in need, through
more extensive use of means-
testing and by taxing benefits;

e increased emphasis on active
measures to get people into work
so that they can support them-
selves as opposed to passive
measures of income transfer;

e increased privatisation in a var-
iety of forms, including not only

contracting-out services but per- -

haps more importantly shifting
the responsibility of providing
protection to individuals them-
selves or to those employing
them.

ducing them. This has taken the form

- Such measures have been motivated

not just by cost considerations but
also by a concern to reduce depend-
ency on social protection both for the
welfare of the individuals concerned
and to maintain public support for
social protection systems — or more
specifically their funding — by dem-
onstrating a willingness to minimise
possible abuse.

Responses to
demographic and
economic pressures

“the heightened policy concern
- A with the growth of social protec-
tion expenditure in the recession
years of the early 1990s has helped to
focus attention on the longer term
trend and on the underlying forces
tending to push this up. In particular,
it has helped highlight the conse-
quences for pensions of the conti-
nued ageing of the population in the
Union and of the post-war baby

“boom generation reaching retirement

age from around 2005 onwards. This,
in turn, has led to widespread reform
of pension systems in Member States
and a shift away from a policy of
encouraging early retirement, which
was widespread in the 1980s, to one
of trying to limit or reduce the pros-
pective amount of income trans-
ferred to pensioners.

In five Member States — Germany,
Greece, Italy, the UK and Finland
(for public sector employees) —
measures have been introduced since
1992 to increase the official age of
retirement in the coming years and in
a sixth, France, much the same effect
has been achieved by raising the
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number of years of contributions re-
quired for a full pension (from 37/,
to 40). In most cases, the increase is
planned to occur gradually over the
next two decades and will have little
effect on those retiring in the next few
years (in Germany, for example, it
will be raised from 63 for men and 60
for women to 65 between 2001 and
2012, in the UK, from 60 to 65 for
women between 2010 and 2020). In
all cases, a major aim has been to
bring the retirement age for women
into line with that of men for equity
reasons, though this has been

achieved by increasing the former

rather than reducing the latter as was
envisaged a few years ago.

Whether this will result in a reduction
in the numbers of people in retire-
ment is questionable. Despite the
change in the emphasis of policy, the
trend towards early retirement accel-
erated rather than diminished in
the early 1990s, largely because of

the economic recession which was -

accompanied by large-scale redun-
dancies and a lack of alternative em-
ployment opportunities for those
losing their jobs. Nevertheless, the
changes will tend to reduce the num-
bers in receipt of State pensions and

so shift the burden of support from

the State to the individual.

Atthe same time, measures have also
been introduced in a number of coun-
tries to reduce the amount of pension
received, either by lowering the
maximum proportion of earnings re-
ceivable (as in Finland for public sec-
tor employees) or by taking more
account of other income in the calcu-
lation of tax (as in Denmark and the
Netherlands) or by altering the basis
for calculating entitlement (by

increasing the number of years over

which earnings on which the pension

is based are assessed, as in France
and Portugal).

‘This latter kind of change has poten-

tially important implications for the
position of women relative to men.
Because they are more likely to have
to interrupt their working careers
to bring up children or look after in-
valid relatives, any increase in the
number of years of contribution re-
quired for a full pension or in those
used to calculate entitlement will
tend adversely to affect women more
than men.

The growth of pension liabilities has
also caused attention to be focused
more generally on the schemes them-

- on the state of the economy — on the

level of real income, the rate of
growth and the numbers unemployed
who also require support — at the
time. At the same time, it should be
noted that, in practice, the distinction
between ‘pay-as-you-go’ and funded
pension schemes is by no means
clear-cut. In most Member States,
there has been a conscious policy of
building up reserves to cover future
pension liabilities, which has led to
revenue collected to finance social
protection being invariably higher
than current expenditure, in some
cases significantly so.

Increased targeting

selves and, specifically, on whether '

schemes should change towards
being fully-funded (ie where future
liabilities determine the amount of
contributions) from being ‘pay-as-
you-go’ (ie where contributions are
determined by present pension pay-
ments) as now in most countries. A
shift towards more reliance on pri-
vate insurance schemes and giving
more responsibility to individuals to
decide on the level of pension and
contributions, as in the UK, espe-
cially, is seen to be one means of
achieving this, while at the same time
relieving the direct financial cost to
on the State.- '

In most countries, however, there has -

been little attempt to- move away

" from the ‘pay-as-you-go’ principle,

perhaps because it is highly uncertain
whether such a change would make
it any easier to meet pension commit-
ments when the time comes for pay-
ment, since this ultimately depends

s the cost of social protection

has risen, so increased efforts
have been made to direct expenditure
more towards those most in need of
support. This has been achieved
through a variety of means, through
tightening eligibility criteria (as with
unemployment and invalidity
benefits in particular), setting income
limits to the receipt of benefits (as in
Germany, the Netherlands, Ttaly and
Spain, where family allowances have
been linked to income), imposing or
increasing taxes (as in the Scandina-
vian countries) or subjecting pay-
ments to means-testing. The latter
has been most prevalent in the UK
and Ireland, though in many Member
States, the exten{ of means-testing
has increased in recent years, espe-
cially of unemployment compensa-

tion, partly reflecting the growth in

numbers of long-term unemployed
whose entitlement to insurance-

related benefit has expired.
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In the UK, however, more than else-
where, the extension of means-
‘testing has been a deliberate policy
move to contain costs. While this is
arguably a way of concentrating the
resources available more effectively,
it can also give rise to problems. Most
importantly perhaps, identifying
those most in need is difficult and, in
practice, the onus has to be placed on
them to claim support, which signifi-
cant proportions for one reason or
another do not do (up to 20% of those
qualifying for Income Support, for
example) and are so left inadequately
protected. At the same time, concen-
trating support on a relatively small
group who are classified as worst off
by some criterion is liable to mean
that those only slightly better off on
the same criterion receive less assist-
ance tha they need. Moreover,
means-testing is administratively
costly, can discourage saving, if ac-
cumulated wealth is taken into ac-
count, -as it tends to be, and reduce
incentives to work if extensive sup-
port is withdrawn as soon as a reci-

pient finds a job or if the test is
applied to household income and

someone else’s earnings from em-
ployment (a wife, for example) result
in a reduction or loss of entitlement.

Although efforts have been made to
reduce these problems — by in-
creased publicity and by the intro-
duction and extension of in-work
benefits (Family Credit) to increase
income when in work — they remain
important. The Job Seeker’s Allow-
ance planned for 1996 will increase
reliance on means-testing even more
by restricting the receipt of flat-rate
insurance benefits to the first six
months of unemployment.

From passive to
active measures

further aspect of the planned

ob Seeker’s Allowance in the
UK is to impose more pressure on the
recipient to look for work, while at
the same time providing more help
and advice though the Employment
Services. The increased emphasis on
getting people into work has been a
common feature of policy in recent
years in most Member States, moti-
vated in part by the persistence of
large numbers of long-term unem-
ployed even through the years of high

job creation in the late-1980s. This

has taken the form, not only of
improvements in the employment
services to provide more effective
help on job search, but also of in-
creased subsidies to employers or
lower social charges levied on them
(which have an equivalent effect).
For the most part, these have been
targeted on the long-term unem-
ployed, young people or other ‘hard-
to-place groups’.

How far such measures result in a net
increase in the number of people in

employment rather than a displace-

ment of existing workers by newly-
recruited subsidised ones, however,
remains unclear, as does the net ef-
fect of special schemes for providing
work for the unemployed (‘work-
fare’), which are liable to result in a
loss of trade for established busi-
nesses or the redirection of activity
towards work of lower value (unless
overall expenditure in the economy
is raised). Nevertheless, increasing
the rate of turnover of the unem-
ployed, even without reducing the
numbers, can be a desirable objective

in itself, though it is unlikely to lead
to a reduced need for expenditure on
social protection and could, indeed,
result in an overall increase if the
amount spent on subsidies is taken
into account. _ '

In the Scandinavian countries, inno-
vative policies have recently been de-
veloped for reducing unemployment
by sharing available work more
evenly. Under these schemes, em-
ployers are encouraged to allow
employees time-off for training,
parental leave or simply to pursue
their own activities, and to take on
people from the unemployment reg-

.ister to replace them, so effectively

increasing the number of jobs per

" employee by each of these working

less.

Limited trends
towards
privatisation

Increased pressure on social protec-
tion systems has also led to some
shift from public to private sector
provision and, more extensively, to
active discussion about the possi-
bilities, and desirability of moving
further, in this direction, and, as a
corollary, about the scope of State-
provided support and services and
the functions which should be in-
cluded. One suggestion, in particular,
is that the State should concentrate on
providing basic support and services
and leave individuals to take care of
their further needs, whether in terms

“of pensions, health care or income

support at times of incapacity for
work. Although this would not
necessarily reduce the overall
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amount of resources going into social
protection, widely defined — indeed,
it could well lead to an increase, es-

pecially as regards health care — it

would have the effect of relieving
government of some of the financial
burden and take decisions on the
level of provision out of the public
sphere. At the same time, the US
example demonstrates that it would
not necessarily avoid the need for
difficult political choices to be made
and may make it harder for adequate
support to be provided for those who
need it.

Debate in this area, however, has pro-
ceeded further than action, partly be-
cause of the difficulties involved in
making fundamental changes with-
out reducing the level of support for
those in need, partly because of the
entrenched popular belief in-the de-
sirability of an extensive welfare sys-
tem. In many Member States, the
development of private pension
schemes has been encouraged in re-
cent years, though largely to supple-
ment public provision rather than to
replace it. In the UK, on the other
hand, it has been an explicit policy
aim to devolve responsibility for sup-
plementary pensions to the private
sector, to encourage individuals to
have personal pension schemes and
to increase the importance of such
pensions by limiting the role of the
basic pension. This has given rise to
difficulties of regulation (especially
of unscrupulous employers control-
ling the funds) and to problems of
high contribution levels partly be-

cause of the need to cover future

(rather than present) liabilities.

An analogous solution to the problem
of restraining costs has been applied

to sickness benefits in both the UK
and the Netherlands. In both coun-
tries, responsibility for paying
benefit has been shifted to the em-
ployer — for the first six weeks in the
Netherlands, for the first six months
in the UK (compensated by a uniform
reduction in employers’ contribu-
tions) — who has also been made
responsible for checking the validity
of claims. The aim in each case is to
give employers a cost incentive for
reducing the incidence of sick leave
and to shift the costs of monitoring
from the State. Nevertheless, there is
a danger that without more detailed
and stronger regulation by govemn-
ment, the change will discriminate
against workers with records of poor
health whom firms will be reluctant
to take on or to retain, as well as
against those employed in small
firms which may fail to pay.

Extensions
in support

ile the main thrust of policy

throughout the Union has
been directed at cost containment,
there are, ncvertheless examples of
increased levels of support in a
number of countries, especially in
Southern Member States where sys-
tems have continued to develop and
improve. In Germany, moreover, the
scope of the system has been ex-

tended to include compulsory social

insurance cover for long-term care
(Plegeversicherung), while in the
Scandinavian countries as well as in
Belgium, new entitlements to leave
for employees have been introduced,
to enable more time for training as
well as for child care. Given the

increased pace of technological
advance, this should be beneficial
both for workers who need to update
their skills and for firms who need to
be able to take advantage of new
methods of working.

Reforms in
health care

here has been a marked trend

towards privatisation in the pro-
vision of health care. This has taken
two related forms: the growth of pri-
vate treatment per se and an increase
in the extent of co-payment for pres-
criptions and consultation (ie of
patients paying an increasing propor-
tion of the costs). While expenditure
on health care has risen significantly
in relation to GDP since 1980 in most
Member States — though by no
means all (in Ireland and Sweden,
it has declined and in Denmark
and Germany, it has remained un-
changed) — much of this has been
due to an increase in private sector
provision, which increased its share
of total spending markedly in most
parts of the Union, the only excep-
tions being Belgium and the
Netherlands. The relative rise was
particularly pronounced during the
early 1990s when restraints on public

‘expenditure were intensified.

The trend towards more private sec-
tor involvement has been accompa-
nied by increased efforts to raise the
effectiveness of expenditure and the
efficiency of the provision of treat-
ment and care without jeopardising
standards. In the absence of a market
to signal the costs of provision to both
suppliers and purchasers,
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incentives for the former to seek to
minimise such costs while supplying
“to the latter what they need and for
purchasers to take these into account
when deciding what to buy, a com-
mon tendency has been to introduce
cost signals where possible and to
strengthen contractual arrangements
where not. In many countries, the aim
has been to develop contracts which
specify more precisely the level and
standard of service required of hospi-
tals and doctors and the amount that
will be paid for this and which, at the
same time, incorporate incentives for
those responsible fur expenditure
(the regional or local authorities in
national health systems and the insur-
ance funds in insurance-based sys-
tems) tg allocate this efficiently and
in line with consumer needs.

- A major obstacle to improving effi-
ciency in all systems is the pre-
valence of monopoly elements
among both providers of finance and
suppliers of service coupled with in-
built inertia to change (as well as
collusion between those involved).
Partly because of incomplete infor-
mation and the need for local supply,
problems exist, for example, in giv-
ing patients effective freedom to
choose between doctors or between

- insurance funds, and spending auth-
orities to choose between hospitals
when each one may specialise in
treating a particular illness or ailment
or where these are geographically
dispersed. Nevertheless, the intro-
duction of more choice and more ele-
ments of competition, coupled with

imposing increased incentives, and

deterrents, on purchasers and sup-
pliers alike to spend their budgets
efficiently (by, for example, setting
. fixed limits on expenditure or

requiring them to raise additional fin-

- ance from their own resources) seem

to have helped contain costs, though
many of the reforms are still in their
infancy and remain to have their full
effect.

One key issue which largely remains
unresolved throughout the Union,
and, in some cases, unaddressed,
concerns the scope of health care sys-

tems and the basis on which re-
sources are allocated between

alternative kinds of care and treat-
ment if the provision of service is
limited below what it otherwise
would be (whether by means of fixed

budgets or of ceilings on contribu-

tions). This is becoming particularly
acute as advances in technology and
know-how expand what it is possible
to provide as well as typically raising
the cost of treatment. It is likely,
moreover, to become even more so
as the number of very elderly people
who impose disproportionately high

demands on services increase

sharply over the coming decades.

One commonly suggested solution
to this is to limit the provision of
public health care to basic needs and
to those who-cannot afford private
treatment and to leave the private
sector to meet other needs and to
cover other sections of the popula-
tion. Nevertheless, such an approach,
on US experience, is likely to result
in an expansion in the overall re-
sources absorbed by health care as
well as a diversion of resources
(medical expertise and equipment)
towards treatment and care which

" people are most willing to pay for,

which is not necessarily those which
are most desirable from a social
perspective.

Unemployment
benefits and
incentives to

- seek work

Ithough expenditure on unem-

ployment compensation in
most .countries accounts for a rela-
tively low proportion of what is spent
on social protection (over 10% only
in Denmark, Spain and Ireland) and
amounted to only 2% of GDP in the
Union as a whole in 1993, it has been
a major focus.of policy in many
Member States. (These figures, how-
ever, understate the true scale of
transfers associated with unemploy-

- ment, since they leave out of account

transfers to the dependants of the un-
employed as well as those to people
who are classed as sick or disabled
rather than unemployed and those
who take early retirement because of
lack of jobs.) This is not only because
of the significant increase which has
occurred as unemployment has risen,

_ butalsobecause of aconcernto avoid

high benefit levels deterring those
out of work from actively looking for
a job, especially the less skilled and
less productive among them, who are
capable of commanding only rela-
tively low rates of pay. Such a con-
cemn is motivated hot only by the
desirability of reducing dependency
on the system and reducing costs but
also by a need to reassure those in
work who provide the finance for
income support that excessive
amounts are not being transferred
unnecessarily.

These concerns, however, need to be
balanced against the aim of providing
sufficient income that those out ‘of
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work can maintain an acceptable
standard of living for themselves and

their families and, moreover, that they

have sufficient time to look for a job in
line with their skills and aptitudes,
which is important for the efficient
functioning of the labour market.

In practice, there is a good deal of

difficulty in comparing the level of

- income received when .unemployed -

with take-home pay when in work, in
part because restrictions on -entitle-
ment to benefit of varying severity
across the Union make it hard to assess
what will be paid in reality to any given

person out of work. The rates of com-
pensation prevailing in mid-1993 in

Member States, together with the rules
governing eligibility, suggest that a
single person on the average wage of a
production worker qualifying for in-
surance-based benefits would have re-
ceived disposable income if they
became unemployed of less than half
that when in work in Greece, Ireland

and the UK — less than in the US — .

and around 60% or less in Germany -
" Netherlands; only in Ireland and the

and Italy. In Denmark, Spain and the
Netherlands, however, the figure
was above 70% and in France,
Luxembourg and Portugal, 80% or
higher. After two years of unemploy-
ment, in four of the latter six countries

— the exceptions being Luxembourg

and Portugal — the figures would still
have been above 70%, though in all
other Member States, it would have
been 55% or less.

If the person concerned was married
with two children, then disposable
income when becoming unemployed
would have been 70% or more of that
- when in work in all Member States,
except Belgium, Italy (66% in both)
and Greece (55%).

However, most of the unemployed
earn less than the average wage, in
many cases, because they are rela-
tively unskilled, women (who on
average eam only around 75% of the
male average wage) or young people
under 25 without a sufficient em-
ployment record to qualify them for
benefits. In most Member States,
replacement rates (disposable in-
come when unemployed relative to
that in work) increase when earnings
fall, though not over the entire eam-
ings range in Germany, Spain,
Luxembourg, the Netherlands and
Portugal, and the extent varies con-
siderably (the rise being greatest in
countries where benefits are flat-rate
rather than related to earnings, such
as Denmark, Ireland and the UK). At

"~ 65% of average earnings, the re-

placement rate for a single person
qualifying for benefit was over 80%
in five Member States — Belgium,

Denmark, France, Luxembourg and

Portugal — but below 90% in all but

- Denmark — and 75% or above in

another three — Spain, Italy and the

UK was it below 60%. For a couple
with two children, however, it was
around 80% or above throughout
the Union.

Even for someone on earnings as low
as half the average, the replacement
rate for a single person was below
100% in all countries apart from

Portugal and below 80% in five, while -

a young person not qualifying for in-
surance benefits who could command
only this level of pay when in work
received nothing in Greece and
Portugal and under 60% in another six,
with the rate being above 70% in only
Denmark, Luxembourg and the
Netherlands. (The analysis excludes

the three new Member States; a recent

OECD study suggests that replace-

ment rates in Sweden were typically

slightly lower than in Denmark at earn-

ings below the average, but slightly
higher than in Finland over most of the

earnings range, except at very low and

very high levels.)

How high the level of disposable in-

come when out of work needs to be

in relation to that when in work to

constitute a significant disincentive

to look for a job is open to question.

At low levels of income, even the

possibility of increasing income by

20% could well prove attractive.

Moreover, some survey evidence and -
observation seem to suggest that,

even for similar levels of income, a

substantial number of people tend to

prefer to be in work rather than be

unemployed, largely because career

and income prospects depend on

being employed and, in general, par-

ticipation in society is closely linked

to working. Other research points to

the risk in countries with high re-

placement rates and long duration of
benefit that people might rationally
decide to remain unemployed. In
practice, the increased pressure on
those in receipt of benefit to take up
employment, which has been im-
posed in many Member States in re-
cent years, is likely to make it
difficult to go on receiving income
support for any length of time with-
out seriously seeking a job.

At the same time, attention should
be paid to the risk of increasing
poverty if benefit levels are re-
duced significantly. If the level of
benefits is regarded as preventing
wages from falling by enough to
stimulate the creation of jobs for the
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less skilled, then perhaps the focus of
policy attention might switch to in-
troducing or extending in-work
benefits, aimed at keeping labour
costs down whilst ensuring that in-
come from work is sufficiently
higher than income when unem-
ployed to attract people into employ-
- ment. The difficulty here, however,
© 15 that such benefits, because they are
" targeted on a relatively small group
at the bottom end of the pay scale and
are, therefore, withdrawn or reduced
significantly as earnings increase,
tend to result in very high marginal
effective tax rates for these (in the
UK, the rate for those in receipt of
Family Credit can often exceed 90%
— see Employment in Europe, 1995,
Part 3, Section 1). The danger is,
therefore, replacing one disincentive,
that of discouraging job search when
unemployed, with another, that of
discouraging work effort when in
employment.

Social protection
position of the
self-employed

In most Member States, measures
are in place to encourage people,
especially the unemployed, to start
up their own business. The social
protection provided for the self-
employed, however, who numbered
22 million in the Union as a whole in
1994, 15% of those in employment,
is, in a number of cases, significantly
less extensive or generous than that
for employees, despite the indica-
tions that substantial numbers of the
self-employed have very low eam-
ings and/or are in sectors of activity,

. where income fluctuates consider-
ably. ‘

Although efforts have been made in
many Member States in recent years
to improve the position, a number of
gaps remain. In most countries, the
self-employed will tend to receive a
lower pension than an employee with
comparable earnings, either because
they have been incorporated into
State earnings-related schemes only
relatively recently or because they
have to contribute to supplementary
pension schemes on a voluntary
basis. Some may choose not to con-
tribute on this basis and others may
feel unable to do so because of the
high level of contributions involved

- and uncertainty about future income

levels. Similarly, in the case of
maternity benefits, in many countries
— Belgium, Greece, Italy, France
and the UK, for example — the total
amount received is typically less, in
some cases significantly, and in
Ireland, no benefit is payable at all.

Perhaps the most serious gaps, how-
ever, relate to periods of incapacity and
unemployment. In four countries —
France, Ireland, Italy and the Nether-
lands — the self-employed are
excluded from social insurance
schemes in respect of the receipt of
sickness benefits, as are a large propor-
tion in Greece, while unemployment
benefits for the self-employed exist
only in the three Scandinavian coun-
tries and Luxembourg. In other coun-
tries, a major obstacle is seen to be the
difficulty of distinguishing genuine
unemployment in the sense of business
failure from cases where trading
has ceased voluntarily. Moreover,
though social assistance is available to
those whose businesses fail in all

Member States, apart from Greece,
Portugal, Spain and Italy (though in the
latter two countries regional or local
support may be available on a discre-
tionary basis), support is not generally
obtainable for temporary periods of
low earnings in Denmark, France,
Austria and the UK and is likely to
have to be repaid in the Netherlands.

Social protection
and caring
responsibilities

s the population ages and as

more women take up paid em-
ployment, the issue of the effect on
the social protection rights of those
who need to look after young child-
ren, disabled adults or elderly in-
valids of having to interrupt their
working careers is becoming more
important. Indeed the problems
many face in this respect are increas-
ingly recognised across the Union,
and in many Member States,
measures have been introduced in
recent years to improve the position.
Nevertheless, most of the focus has
so far been on caring for children and
in many cases difficulties remain for
those caring for the disabled and in-
valid. At the same time, even for
child care, the amount of benefit
payable and the extent of provision
for time-off with job reinstatement at
the end of the period vary markedly
across the Union.

Schemes for providing benefits for
those caring for adults exist only in
four Member States — the UK,
which has the longest-standing
scheme, Ireland, Finland and
Germany, where. social protection
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arrangements for long-term nursing
care were introduced in April 1995.
More limited provision is available in
six other countries, though in Spain,
Luxembourg, the Netherlands,
Austria and Portugal, no provision
for benefits exists at all.

There are, moreover, other aspects to
the problem. Carers, either of child-
ren or adults, returning to work may
have an insufficient employment rec-
ord to qualify for insurance-based
benefits, especially for unemploy-
ment benefit. In addition, if carers
work part-time, then in five countries
— Germany, Spain, Ireland, Austria
and the UK — they have to earn more
than a minimum amount and/or be
employed for more than a minimum
number of hours a week to be eligible
for social insurance (the corollary of
not having to pay contributions and
giving rise to lower labour costs as a
result). If they work part-time and/or
eamn relatively low wages because
they have interrupted their working
careers, they will tend to receive a
lower level of earnings-related pen-
sion and in some cases may be
ineligible for occupational pension
schemes.

In a number of Member States, how-
ever, arrangements exist to moderate
the effect on the final pension, either
in the form of calculating this on the
basis of earnings over a limited num-
ber of best years rather than over the
entire time spent in employment (as
in Spain, Portugal, Italy or Finland),
dropping years of caring explicitly
from the calculation (as in the UK or
Ireland), crediting contributions dur-
ing periods of caring (as in Luxem-
bourg, Germany, Austria or
Belgium) or allowing voluntary

payment of contributions (as in Italy
or Greece). In many cases, however,
such arrangements provide only par-
tial compensation.

Divorce adds a further complication
for those, especially women, who
have been engaged in caring, particu-
larly where they can no longer rely
on derived rights to social protection
and where pension entitlements are
not divided equally at the time of the
divorce.

Future issues

he ageing of the population and
the implications of this for in-
come transfers, health care and social
services coupled with the continuing
need to respond to changing econ-
omic and social conditions are not the

“only challenges for systems of social

protection which lie ahead.

The development of systems across
the Union in future years is alL..cst
certain to be affected by the increas-
ing integration of the European econ-
omies. As this takes place and
remaining constraints on t~e free
movement of labour, capital, goods
and services are removed, it is an
open question how far the systems
which now operate can retain their
present diversity.

So far the main focus has been on the

changes required to facilitate the free
movement of labour, which at a mini-
mum requires that those moving from
one country to another have their social
protection rights, including their pen-
sion entitlement, safeguarded and can,
therefore, effectively transfer the rights

built up in one country to the other.
Difficulties arise, however, in translat-
ing this requirement into practice
where the level of provision and/or the
method of funding (ie between con-
tribution-based and tax-based sys-
tems) vary significantly between
Member States. Indeed recent trends
towards the increased importance of
supplementary schemes coupled with
the more extensive use of means-
testing to target benefits on those most
in need tend in themselves to impede
mobility.

Moreover, if methods of financing,
and specifically the extent of reliance
on employers’ contributions, remain
significantly different, transnational
companies, which are becoming
more prevalent, will face continuing
difficulties in both setting wage le-
vels in different countries, because of
the substantial difference in overall
labour costs associated with a given
net wage, and moving staff from one
country to another. Such differences
are liable to affect location policy
disproportionately in relation to
other, more fundamental, factors.

More generally, there is a seriqus
question over how far levels of pro-
vision of social protection, and,
therefore, the scale of financing asso-
ciated with them, can vary between
Member States within a single econ-
omic space without this affecting the
underlying conditions of competi-
tion. Other things being equal, the
level of charges imposed on business
(almost irrespective of how revenue
is raised) and, therefore, the costs of
production are likely to be higher in
countries where social support is
both extensive and generous putting
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them at a potential competitive disad-
vantage

Such considerations suggest that
policies designed to increase the in-
tegration of European economies
have implications for systems of so-
cial protection, just as the operation
of these systems is liable to affect the
outcome of those policies. In conse-
quence, it would seem to be import-
ant to adopt an integrated approach
when taking policy decisions on
either front. The same considerations
suggest that there is a need for more
joint consideration of social protec-
tion issues between Member States,
including not only the common chal-
lenges imposed by demographic,
economic and social changes but
equally importantly the organisation
of systems and methods of funding in
an integrated Union. The new Frame-
. work for debate on the Future of
Social Protection provides an
opportunity for this (see Box).
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The future of social protectio_n — a framework for a Européan deba'te'

A new initiative on the future of social protecuon was pubhshed by the European Cormmssron in October 1995
(COM (95) 466). Its main features are set out below, . Ty

Whrlc Member States remain ﬁ:sponsrble for achrcvmg the common objectives set by the Eliropean Union in this area,

_ they will continue to adapt their systems in line with the underlying objective of social cohesion and solidarity in order
to maintain or attain a high level of social protection, Since it is responsible for freedom of movement of people and
the freedom to provide services and to compete, the Union has an interest in social protection issues in these areas. It = =
is, therefore, important to ensure that social objectives are taken into account in other policy fields. Care must be taken
to prevent options made in other areas from predetermining major social protection choices. An integrated approach
should be followed and the Commission accordingly proposes that the Community institutions and the Member States

: shouid embark together on a process of common reflection on the future measures which should be taken to make socral E
protection systems more employmem-fnendly and more efﬁc1ent ~

This common reflection should bea collectivc process in which the Commission, as well as the Member States, have
arole and to which the social partners and all the other parties concemned will be called upon to contribute. The European
Parliament, the Economic and Social Committee and the Committee of the chrons must also be fu'ly assocrated in the
process. The aim is to take stock of this debate before the end of 1996 and to propose appropnatc follow-up

The Commission will initiate this process of reﬂection,' prescnting analyscs_and‘direcnons for debatc, wrth Membcr :
States and the other parties concerned also contributing material. The Commission’s main counterpart for dialogue will
- be the consultation group of Social Security Directors-General, though other consultation groups will also be involved
. in the employment and internal market areas. The European social d.lalogue bodres will be asked to take an active part
in the rcﬂe,cnon . : : o : e e

Several issues in particular appear to call for further analysis and a common r_éﬂection:

the challenges arisihg from the narrowing gap between the size of the labour force an_dthe number of..pcnsioners;
¢ the ways of making social protection more employment-friendly;
o the financing of social protection;

o the changes in systems of health care and the establishment of more systematic exchanges of experience between
Member States;

¢ the coordination of social security schemes for people moving between Member States and the relationship between
coordination and convergence of social protection systems;

¢ the principles under which the institutions managing both statutory and supplementary schemes and insurance
companies can operate alongside each other in the internal market;

¢ the future of social protection in the longer term.
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_ Chapter 1 -,:Systeh)s of sbcial protection ,i:n.th‘ev Unioh ,

Chapter 1

in the Union

A common profile

ogether with liberal democracy

and the market economy, exten-
sive systems of social protection rep-
resent a fundamental component and a
distinguishing feature of the European
model of society. Ever since the last
decades of the 19th century, welfare
institutions have played a prominent
role in the modemisation of European
countries, smoothing the strains aris-

' ing from the economic cycle, demo-

graphic trends, changing social
behaviour and the transition from ag-
rarian to industrial modes of produc-
tion — the prime reason for the
development of social protection sys-
tems.

Viewed from within Europe, the so-
cial protection systems of Member
States of the Union appear to be very
different: indeed so different that it
may seem impossible to identify
common traits and pointless to speak
of the European welfare model. Each
nation has followed a distinct path in
the development of its social policy
which has greatly influenced the pre-
cise characteristics of the present sys-
tem. To a large extent, this Report is
concerned to highlight and measure
this diversity, though it will also em-
phasise certain important similarities
and converging trends. Indeed, from

a broader comparative perspective, it
is not difficult to discern the common
nature of European social protection
systems which distinguish them from
other parts of the world, especially
the US and Japan. In most respects,
social protection systems in Europe
are more different from systems in
these latter two countries than they
are from each other. It is noteworthy,
moreover, that Central and Eastern
European countries are now develo-

Systems of social protection

ping systems of social protection
which closely follow the Western
European model.

The most visible of these charac-
teristics is certainly the scale of ex-
penditure on social protection:

‘governments in Europe tend to spend

more on this than other developed
parts of the world. At the beginning
of the 1990s, public expenditure on
social protection averaged 22% of

»1‘ ~ Social protection expenditure in relation to GDP,

11990
' 35 7;¢DP . 598
‘ 30 30 -
25 ; & 25
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L
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2

Attitudes on the social role of government. basic
lncome, 1992

Percentages agreeing with the following:
The govemment should provide a basic income for all

West D EastD ! NL UK Cze  Hun . Pol . US. Canada N. Zeal

Source: See box : .

Attitudee on the sbelal r"ovl‘euOf gbvernnlent. care
for the slck the elderly and the unemployed 1990
. DThesick

EThe eld_eny_. .
M The unemployed

g:
On the whole, do you think that it should or should not be the
govemment's responsibility to:
a- provide health care for the sick
b- provide a decent standard of living for the elderly
L | C- provide a decent standard of living for the unemployed

West D East D ltaly UK us Australia

Source: Ses box

GDP in the Union. By contrast, it was
around 19% in Canada and New
Zealand, 15% in the US, 13% in
Australia and under 12% in Japan
(Graph 1).

Many factors account for the larger
scale of social expenditure in the
Union. The coverage of social pro-
tection tends to be more extensive in
terms of the risks included (particu-
larly as regards short-term cash
benefits, social services and labour:
market programmes). Access to the
benefits and services provided is also
greater, especially in comparison
with the US (where, for example, the
public health service only covers the
aged and the least well off) or with
Australia (where public pensions are
confined to those whose income falls
below a certain level). In addition, in
Europe rates of benefit are typically
more generous (especially in the case
of pensions).

- Because of its wider scope and the

higher level of benefits, social pro-
tection makes a greater difference to
people’s lives in Europe than else-
where in the world. Transfer pay-
ments account, for instance, for a
larger share of household income and
in comparison with the US, they also
appear more effective in reducing
poverty.

The central position occupied by so-
cial protection in the European Union
is also demonstrated by public atti-
tudes. Almost all the people in
Europe consider social security a
major achievement of modern so-
ciety. The contrast between Euro-
pean and non-European attitudes
towards the role of the State in safe-
guarding the welfare of its citizens is
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- Systen::isfbf socialprotection in the Union

indicated in a survey conducted in
1992 (see Box). This revealed that
most respondents in the Netherlands,
Italy, the UK and Germany (the only
Union Member States) believed that
governments should provide a basic
income for all, whereas less than half
thought so in Canada and the US
(Graph 2). Moreover, respondents
from the former Czechoslovakia,
Poland and Hungary, also manifested
a marked preference for the public
_provision of a basic income. Simi-
larly, only a minority of Americans
and a bare majority of Australians
surveyed considered that the State
has a responsibility for providing in-
come support to the unemployed,
whereas in Germany, the UK and
Italy more than 75% of respondents
thought that it should (Graph 3).

An extensive welfare system is, of
course, costly. It is also liable to give
rise to rigidities of various kinds,
which could erode competitiveness
relative to other trading areas and
adversely affect economic growth. In
the long run, the financial, social and
economic implications of a costly
and rigid social protection system
might even undermine a high level of
popular support and deeply entren-
ched political legitimacy. The chal-
lenges confronting the European
welfare states have been widely dis-
cussed in recent years. They have
been the subject of a number of Com-
mission documents (such as the
White Papers on Employment and
Social Policy). This Report provides
additional material for the policy de-
bate.

Throughout the European Union
significant reforms of systems of so-
~cial protection are at present under

- consideration, and in a number of

cases being introduced, in response

" to the need to curtail costs, to adapt

to rapidly changing social and econ-
omic conditions and to replace the
old rigidities with more flexibility.
While it is as yet unclear how far
Europe will maintain its social dis-
tinctiveness in this process, the im-
plementation of change will not be
made in a normative vacuum. If the
values of European citizens ex-
pressed in surveys, as well as in pol-
itical elections, are to be taken
seriously, it seems safe to predict that
social protection will continue to oc-
cupy a central place in our societies:
European governments are likely in
the future as in the past to endeavour
to ensure that nobody is left deprived

when unemployed, poor, ill, or dis--

abled.

Dimensions
of diversity

he diversity of systems of social

protection across the Union has
many aspects. One which is often
identified for classification purposes
is the basis of entitlement to social
support and, in particular, whether
this is through contributing to a social
insurance scheme, usually one based
on being in work with benefits linked
to contributions, or through being a
citizen and in need of assistance. The
first approach predominates in the
countries of Continental Europe,
while the second approach is more
important in the UK, Ireland and,
most especially, in the Scandinavian
countries.

The International
Social Survey
Programme

The ISSP was launched in

- 1984 by a number of research -
institutes with the aim of -
collecting standardised and -
comparable data on popular
attitudes in different coun-
tries on a broad range of
issues. A new survey is con-
ducted every year. The 1990
survey was on the role of gov-
ermnment and the 1992 survey
on social inequality. All data
are stored in Cologne, at the
Zentral . Umfrage Archiv
(ZUMA).:

Although the contrast between the
‘Bismarckian’ (ie the first type) and
‘Beveridge’ traditions corresponds
to an important historical divide in
the formation of European Welfare
States, it is too imprecise a distinction
to provide an accurate description of
their configuration in the mid-1990s.
All European social protection sys-
tems today display some elements of
each basic system.

Rather than starting from historical
developments and ideal or typical
models, the following attempts to
summarise the main similarities and
differences between the social pro-
tection systems of the 15 Member
States by reference to four distinct
aspects:

o risk coverage and eligibility;

e the structure of benefits;
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 financing regulations;
e organisational arrangements.

These aspects are the most relevant
from both an analytical and a practi-
cal viewpoint. Since they are not
necessarily the same as regard each
of the three main broad functions of
social protection — to maintain in-
comes, to provide health care and to
supply social services — the latter
are examined separately below.

Income support

11 15 Member States provide

specific income maintenance
benefits to cover the classic risks of
old age and retirement, the death of a
provider, disability, sickness, mater-
nity, dependent children and unem-
ployment. Most countries also have
some specific form of benefit for oc-
- cupational injury or disease, though
in the Netherlands and Greece, these
are covered by general sickness and
disability insurance.

These risks, however, are often
defined differently in the various
countries. There are, for example,
differences in the age of retirement,
. and different definitions of disability.

Beside the classic risks, in some

countries other contingencies are.

also covered. Perhaps the most novel
is long-term care, for which social
insurance was recently introduced
in Germany (as described in Chapter
2). Others include the cost of child-
ren’s education (eg the education
allowances paid in France, Germany
and Luxembourg), the cost of caring

for disabled or sick relatives (eg the
invalid care allowance in the UK, the
‘accompanying’ allowance in Italy
or the various allowances paid to
families with disabled children in
Belgium, Greece, Spain, France,
Ireland, Luxembourg and Portugal)

~ or sole parenthood (specifically sub-

sidised in Denmark, Finland,
Germany, Greece, France, Ireland,
Sweden and the UK).

The residual risk of having insuffi-
cient resources is also covered by
minimum income allowance
schemes in all Member States except
Greece, Portugal, Spain and Italy. In
the latter, those not eligible for the
standard benefits can only rely on
discretionary, non-standardised cash
support from local authorities
(though in Italy, minimum income
schemes operate in a number of
regions and in Spain, a system guar-
anteeing levels of income is being
progressively introduced at the
regional level and in Portugal, the
social security non-contributory
scheme aims to provide minimum
resources to those who do not qualify
for insurance-based old-age, inva-
lidity and family benefits).

Differences in eligibility — the ex-
tent of protection — are much more
pronounced than differences in the
risks covered. Here, there are notice-
able differences not only between
countries but also between risks in
some countries.

In the case of old-age pensions, four
countries (Denmark, Sweden,
Finland and the Netheilands) have
national schemes covering everyone
who is resident. The UK and Ireland
also have national insurance schemes

which cover only those who are
working or looking for work (ie who
are part of the labour force) and
whose eamnings exceed a minimum
level (around 70 ECU a week in the
UK and 40 ECU a week in Ireland).
In the UK, however, others not in the ,
labour force or earning below the
lower limit for paying social con-
tributions can make voluntary con-
tributions to obtain a national
insurance pension (though this is not
the case for other insurance benefits).

_In the remaining 9 countries, there is

no national, single scheme. Eligi-
bility is based on occupational status
and rules (eg regarding the age of
retirement) often vary between those
working in the public sector and
those in the private sector as well as.
between wage or salary earners and
the self-employed. Membership of
one of the several insurance schemes
is compulsory for the vast majority in
employment. There are no minimum
earnings requirements except for
Germany (compulsory coverage
starts at a minimum of 580 DM —
around 285 ECU — per month) and
Austria (250 ECU per month). There
are gaps in eligibility in a number of ~
cases, affecting some categories of
self-employed (as described in
Chapter 6), as well as some atypical
workers who are not covered, includ-
ing as a rule family workers.

Minimum benefits are available in all
countries, however, to all those
people who reach the age of retire-
ment without adequate insurance
coverage.

In addition to the basic pension (the
so-called first pillar), there are sup-
plementary pensions (the second
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pillar) in all 15 Member States.
Membership of supplementary pen-
sion schemes is compulsory in 8
countries for particular groups and
voluntary for others. In Sweden and
Finland, all workers {employzes and
self-employed), however, are
covered; in Denmark, the UK and the
Netherlands, only wage and salary
earners (and only in some industries
in the latter, where they are mostly
based on contractual agreements
between employers and employees);
in France, all wage and salary
earners plus some categories of self-
employed and in Greece, only certain
categories of employees and self-
employed. In all these countries,
supplementary pensions are adminis-
tered by statutory bodies, although
in the UK, people can contract out
and become members of a private
scheme instead of the State scheme.
In a number of cases, however, there
are voluntary schemes to supplement
compulsory schemes. In the remain-
ing 7 countries (Ireland, Belgium,
Luxembourg, Austria, Italy, Spain
and Portugal), supplementary pen-
sion insurance is largely a matter of
contractual agreement between em-
ployers and employees and is also
somewhat less developed (though
private individual schemes do exist
in a number of cases).

Entitlement to retirement pensions
generally carries with it a right to
survivor and disability benefits. In
the case of disability benefits, in
countries where the national scheme
does not cover all residents, non-
contributory payments are available
to those not eligible for insurance
benefits, though means-tests for this
are applied everywhere except in
Luxembourg, Greece and Italy.

In the case of sickness benefits, eligi-
bility is confined to wage and salary
earners in Austria, France, Greece,
Ireland, Italy and the Netherlands,
but also covers the self-employed in

Belgium, Denmark, Spain, .

Luxembourg, Portugal, Sweden, the;
UK and (partially) Germany. In
Finland, everyone who is resident
whether in employment or not (in-
cluding housewives and students) is
eligible for at least 2 minimum daily
allowance.

In the case of maternity benefits, all
women who are economically active
are eligible in all countries, except
Ireland and the Netherlands, where
the self-employed are excluded,
while in Luxembourg, Sweden and
Finland women who are not in em-
ployment are also covered. In a few
countries, fathers who are in work
can claim benefit for a new-bom
child instead of the mother (for de-
tails, see Chapters 6 and 7).

Only wage and salary earners are
typically eligible for cash benefits in
case of occupational injuries and dis-
eases, though the self-employed are
partially covered in Denmark,
Finland, France, Germany, Italy,
Luxembourg, Spain and Sweden,
while in a few countries, students are
also included in compulsory insur-
ance schemes. As already noted,
there are no specific schemes
to cover this in Greece and the
Netherlands.

In the case of unemployment
benefits, rules governing eligibility
vary not only across countries, but
also in respect of the type of benefit
scheme in force. In Denmark,
Finland and Sweden membership

of unemployment insurance funds
is voluntary and also open to the self-
employed. Finland and Sweden
provide specific assistance benefits
to those who are not members of
insurance funds. In all the other coun-
tries, unemploymeht insurance is
compulsory, but only for employees;
Luxembourg is the only country
which offers insurance benefits to the
self-employed. Some countries pro-
vide specific unemployment assist-
ance which is paid when eligibility to
insurance benefits has not matured or
has expired — France, Germany,
Spain, Portugal and Ireland, for
example. In the latter, eligibility to
unemployment assistance also ex-
tends to the self-employed. In all
countries except Portugal and
Greece, private sector employees in
industry are eligible for special
benefits in case of partial or tempor-
ary unemployment. This type of
benefit is especially relevant in Italy,
where agricultural workers are also
eligible. It should also be noted
that in some countries (Belgium,
Denmark, Germany, Ireland and
Luxembourg) young people in
search of their first job are also
eligible for benefit.

Finally, all families are entitled to
child allowances irrespective of their
income in Belgium, Denmark,
Finland, France, Ireland, Luxem-
bourg, the Netherlands, Portugal,
Sweden and the UK; whereas in the
other countries allowances depend
on income (though not in all cases in
Spain, such as in respect of disabled

. with children). In Belgium, allow-

ances are paid at a lower rate to the
self-employed, while in Greece and
Italy, with minor exceptions, they
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receive nothing at all (see Chapter 6
for details).

The structure
of benefits

The formulas used for the calculation
of income maintenance allowances
probably represent the most diverse
aspect of European social protection
systems. Like the rules governing
eligibility, formulas vary not only be-
tween countries, but also between risks
within each country, between types of
benefit in respect of each risk and
(especially in Continental Europe)
between occupational groups.

A fundamental divide can be drawn
between ‘Beveridge’, flat-rate for-
mulas and ‘Bismarckian’, earnings-
related formulas. In Northern
Member States, the former type ap-
plies to the benefits paid by the

various national insurance schemes. |,
Thus, a basic pension is payable toall
residents in Denmark, Sweden and -

Finland when they reach retirement
age, and to all those who have been
in employment (and paid contribu-
tions) in the UK and Ireland. In addi-
tion to the basic pension, workers in
these countries who are eligible (ie
have paid contributions) also receive
a supplementary pension which is
earnings-related. Means-tested pen-
sion supplements are available for
those in need. In general, short-term
cash benefits are also flat-rate. How-
ever, for certain occupational groups
they are earnings-related in some
cases. Sickness, maternity and occu-
pational injury benefits are earnings-
related for all those in employment in
Denmark, Finland and Sweden,
where members of unemployment

‘nsurance funds also receive
earnings-related benefits when un-
employed. In the UK, Statutory Sick
Pay became flat-rate in 1995, though
Statutory Matemity Pay is earnings-
related. In Ireland also, maternity
benefits are eamings-related for cer-
tain women.

In Continental Europe, all benefits ex--

cept family allowances are normally
eamnings-related. In the Netherlands,
however, old-age pensions are flat-rate
as are disability benefits for non-
employees. In many Member States,
pensions are raised to a minimum level
if the calculations based on earnings or
contributions result in amounts which
are too low (Belgium, Spain, France,
Italy; Luxembourg and Portugal, in
particular). In Belgium, Greece, Spain,
France and Portugal, minimum levels
also apply in respect of unemployment
benefits. There are, on the other hand,

. ceilings on earnings used as the basis

for the calculation of basic pensions
(first pillar) in Belgium, Greece, Spain,
France, Italy and Luxembourg.
Benefit formulas also often vary be-
tween occupational groups. In general,

formulas applying to public sector em-

ployees tend to be more favourable
than those in the private sector and are
usually least favourable for the self
employed (see Chapter 6).

- The actual statutory amounts of

benefits vary a great deal. The flat-rate
benefits in Scandinavian countries are
generally higher than those in the UK
and Ireland. The earnings-related rates
of Southern European countries (at
least in the case of pensions) are, in
turn, higher than in the other Continen-
tal countries (where supplementary
pensions are, however, more wide-
spread). It should be noted, however,

that the generosity of protection does
not only reflect the statutory rates, but
depends on other important aspects of
the benefit formulas such as the exist-
ence of ceilings and the availability of
supplements, indexation, tax rules, the
duration of benefits, the existence of
waiting periods and so on. The vari-
ation in all these aspects is, again, very
marked, especially as regards the self-
employed (detailed information can be
found in the annual MISSOC reports
—the Community information system
on social protection).

Financing

Social security contributions are the
main source of financing of income
maintenance benefits ‘in the Union.
The primary exception is Denmark
where benefits are predominantly
tax financed, though in 1994,
employees’ contributions were intro-
duced for sickness and unemploy-
ment benefits. In addition, in the UK,
Statutory Sick Pay and Statutory
Matermnity Pay are financed through
general taxation.

Contribution rates vary a great deal
between Member States and between
the different types of risk. In Ireland,
the UK, Finland, Sweden, Belgium,
Spain and Portugal no distinction is
made between risks and a global rate
is applied to earnings (separate rates
exist, however, for unemployment
insurance in Finland, Sweden and
Spain). In the remaining countries,
different rates apply to the various
risks. Contributions are normally
divided between employers and em-
ployees, in proportions which also
vary between risks and occupational
groups, and regulations usually exist
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for civil servants and the self-
employed (see the MISSOC report
for further details). In schemes relat-
ing to industrial injuries, contribu-
tions are often defined on the basis of
actuarial principles and fixed sector
by sector.

Revenue from general taxation pro-

vides part of the funding in all the

Member States, even though relying
heavily on social contributions. The
State is responsible for all non-
contributory benefits (such as
means-tested pensions) and in a num-
ber of cases also contributes to cer-
tain insurance funds on a statutory
basis. Family allowances are fully
financed by taxes in six countries —
Denmark, Germany, Ireland, the
Netherlands, Sweden and the UK. In
addition, the State assumes the role
of payer of last resort to cover deficits
of insurance funds if they arise. In all
Member States, long-term benefits
(predominantly old-age pensions)
are financed on a pay-as-you-go
basis (ie present contributions go to

meet present rather than future

liabilities), except to some extent in
respect of earnings-related and sup-
plementary pensions.

Organisation

Three distinct models of administra-
tion of social protection systems can
be distinguished in the Union. In the
Anglo-Saxon model, overall respon-
sibility for the provision of virtually
all cash benefits generally lies with a
single government department (the
Department of Social Security in the
UK — though the Northern Ireland
Office has responsibility for admin-
istering social security in that part of

the UK — and the Department of
Social Welfare in Ireland); there is
little involvement (and only of an
advisory nature) of either the social
partners or benefit recipients in man-
agement or policy. In the Scandina-
vian model, there is also a unitary
system (instead of there being separ-
ate schemes), but administration is

~more decentralised (especially in

Denmark) and the social partners
participate in the management of
national insurance (in the National
Insurance Board in Sweden and
the Social Insurance Institution in
Finland). In all threc. Member States,

unemployment insurance is run sep-

arately by the trade unions.

In the Continental model of adminis-
tration, the system is fragmented in
a number of semi-autonomous
schemes for different occupational
groups. The administrative structure
is extremely varied and each country
to a large extent has a unique con-
figuration, reflecting its historical de-
velopment as well as socio-economic
and institutional characteristics.

The contrasts between these three
models should not, however, be over-
stated. In all countries, social security
institutions are relatively tightly con-
trolled by government, even in the
seemingly more pluralistic Con-
tinental systems. However, organisa-
tional cha>cteristics are not totally
devoid of significance. In the South-
ern European countries, for example,
the various pro.sssional schemes
have proved very jealous of their
autonomy (however small this is)
and have recently resisted attempts
by central government to unify them
with the larger schemes for purposes
of financial rationalisation. .

Health care

11 Member States have mature

health care systems providing
benefits in kind and services for the
cure and prevention of illnesses and
rehabilitation. Virtually everyone in
the Union is covered and — as indi-
cated by the 1992 Eurobarometer on
social protection — most of them
seem relatively happy with the
quality of services they receive.

To illustrate the way in which health
care is organised in different parts of
the Union, a distinction is often made
between ‘national health services' and

“‘health insurance systems’. The for-
© mer typically provide care through a

single universal scheme accessible to
the whole population and financed
through taxation; the latter provide
care through a number of social insur-
ance funds catering to different occu-
pational groups and financed mainly
by contributions. The prototype of all
European national health services was
established in the UK between 1946
and 1948. Eight other Member States
— Ireland, Denmark, Sweden,
Finland, Italy, Spain, Portugal and
Greece — have followed suit, estab-
lishing national systems. The other six
countries — Germany, France,
Belgium, Luxembourg, the
Netherlands and Austria — have by
contrast maintained and- developed
their health insurance systems.

A better understanding of the dif-
ferences between these two models of
health care provision, as well as of the
most significant differences within
them, requires closer inspection of
eligibility rules, sources of financing
and overall organisation, each of
which is examined in turn below.
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Eligibility

In the national health services in the
UK Denmark, Sweden, Finland and
Italy all residenis are compulsoiily
covered and are equally entitled to all
benefits and services. The Irish service
also covers all residents, but only the
holders of means-tested medical cards
(around 35% of the population) are
entitled to the full range of benefits free
of charge. In the three other countries
with national health services, eligi-
bility rules are in a process of transi-
tion. In Portugal, all residents are
entitled to public health care, but the
national health service as such only
covers around 75% of the population.
The others (mostly civil servants) re-
main members of traditional occupa-
tional insurance schemes, with
different rules regarding treatment
conditions. A similar situation exists in
Spain, where universal coverage was
enacted in 1986 as an objective to be
achieved in progressive steps. In 1989,
beneficiaries of public assistance pro-
grammes were brought into the health
service, which covers at present
around 93% of the population. There
remains, however, a special system,
with separate rules, for public servants
who may opt for private coverage.
Moreover, people in the highest in-
come groups are exempt from compul-
sory insurance. Finally, in Greece,
eligibility is still primarily based on
occupational and family status, with
significant variations in conditions of
treatment and the national health ser-
vice (formally established in 1983)
only covers those who are not mem-
bers of an insurance fund.

In Germany, Austria, France,
Belgium, Luxembourg and the
Netherlands, eligibility to public

health care primarily depends on em-
ployment status. Typically, those in
employment and the recipients of
cash benefits are covered by one of
the several health funds. Their family
dependants have, in turn, a derived
right to the same coverage. Those
who slip through the social insurance
net are covered by social assistance
(which subject is to means testing).
In these systems as well as in national
health service ones, virtually every-
one is, therefore, covered either on
the basis of individual or derived
rights or means-tested need. Only in
Germany and in the Netherlands is
coverage of State systems signifi-
cantly lower than 100%, largely be-
cause those earning above a certain
amount (around 37,500 ECU a year
in the old Lander, 30,500 ECU a year
in the new and 27,500 ECU in the
Netherlands) have no obligation to
insure with State schemes. In the
Netherlands, however, there is a
universal scheme for the reimburse-
ment of ‘exceptional medical costs’.

" What distinguishes national health ser-

vices (typically the British, Scandina-
vian and Italian ones) from health

‘insurance systems with respect to

coverage is more internal variations in
eligibility than the overall scope. In-
deed, in the health insurance systems
the different funds sometimes operate
under different rules, giving rise to
various differences in the range and
types of service available, the margin
of consumer choice, the payment or
reimbursement procedures, and so on.
A marked example of this is the poorer
provision for the self-employed in the
case of ‘small risks’ in Belgium and
France (see Chapter 6). Moreover, in
the insurance systems, those who are
eligible through social assistance may

face restrictions on the range of
benefits or the choice of providers
open to them (as in France in the case
of the assistance publique).

#

Financing |

The British and Scandinavian na-
tional health services are alost en-
tirely financed from taxation (though
in the UK, a proportion of social con-
tributions goes to help finance the
service). In Ireland the major source
of finance is also general taxation,
though a health contribution of
1.25% is levied on all earnings.

In Southern Europe, a shift from con-
tributions to tax financing was set as
an objective under the reforms which
established national services, but this
has not yet been completed. In Italy
and Greece, earmarked health con-
tributions are still levied on earnings.
In Spain and Portugal, part of the
overall contribution revenue is used
to finance the national service —
most notably the traditional occupa-
tional funds which still exist. In all
four Southern Member States, the
share of expenditure which is fin-
anced from taxes has risen continu-
ously over the past decade.

Health contributions (with differing
rates) are a primary source of finance
of the various funds operating in
Germany, Austria, France, Belgium,
Luxembourg and the Netherlands,
though in a number of these countries
general taxation has also been used to
cover the increasing gap between con-
tributory receipts from contributions
and expenditure.
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Besides general taxation and ear-
marked contributions a third source of
financing has been gaining importance
over the past decade, namely
user charges. In all countries, patients
are liable to pay part of the cost of
prescriptions. In Belgium, France,
Luxembourg, Portugal and Sweden
patients share part of the cost of medi-
- cal consultations and a small fee is
charged for hospital stays in Belgium,
Germany, France, Luxembourg and
Finland. Broad exemptions from
charges apply in most countries for
special illnesses and/or economically
disadvantaged groups.

Organisation

National health services and health in-
surance systems tend to be organised
differently. Since the former are single,
all-inclusive schemes, their organisa-
tions are typically more unitary and

homogeneous. In the UK, Ireland, -

Denmark, Sweden, Finland and Italy,
general policies are determined by the
Ministry of Health, while responsi-
bility for the -implementation of
policies and the actual provision of
care lies with lower tiers of govern-
ment (regions, municipalities or local
health districts or units), which have
varying degrees of autonomy. Again,
Spain, Portugal and Greece are in a
process of transition. Parallel to the
new, unitary and decentralised na-
tional health service administration,
the old funds continue to operate na-
tionwide (in a few regions in Spain) on
a sectoral basis and still occupy a very
prominent position in Greece.

Health insurance systems tend to be
organised both sectorally and territor-
ially. Health Ministries have overall

policy responsibility, though some re-
sponsibility lies with regional or local
governments. The various health funds
enjoy, however, a certain organisa-
tional autonomy (especially in
Germany and the Netherlands) in the
actual provision of care and sometimes
over financing, as in Germany, for
example. The funds are also organised
on a territorial basis and are govemned
by boards in which consumer interests
are directly represented. As in the case
of income maintenance schemes, each
country has its own individual organi-
sational structure, shaped to a signifi-

. cant extent by history. In Belgium and

the Netherlands, for example, the
health funds still retain their original
ideological and/or religious denomi-

nation — even though many members -

chose between them purely on com-
mercial grounds.

Other relevant organisational aspects
of health care systems concem the re-
lationship between financing institu-
tions and providers (most. notably
health professionals), the specific
method of operation of the various le-
vels of care (eg hospitals), the public/
private mix, overall budgetary proce-
dures, and so on. These aspects are
important from the point of view of
cost containment and are currently
under reform in many countries (see
Chapter 5 of this Report).

Social services

Besides income maintenance and
health care, social protection in-
cludes in all countries a wide variety
of other services aimed at taking care
of special needs. There are three
main target groups: children and
young people, adults in difficult

economic or psycho-physical condi-
~tions (disabled or drug addicts, for
example) and the elderly. Social ser-
vices to these people may be pro-
vided in relatively standardised
forms (day care centres for infants
and children or residential care for
the elderly, for example) or in a more
personalised way (such as home
care). These kinds of service have
grown in importance in recent years
and have proved themselves to be
potentially flexible means of combat-
ing various forms of social exclusion.

The responsibility for providing so-
cial services lies in most countries

_ with regional and/or local govern-

“ments. Only in Spain is this sector
managed centrally by a national or-
ganisation (INERSO), though the re-
gional authorities have acquired
some autonomy in this area as well.
In the Scandinavian Member States,
most services are provided directly
by public authorities. In Continental
countries there is a more varied mix
between public sector direct provi-
sion and subsidised private or volun-
tary (third sector) provision. General
taxation is the main source of financ-
ing throughout the Union, though in
some countries small fees are
charged for certain services.

One, four or
fifteen models?

at pattern emerges from a

close examination of social
protection systems in the Union? At
the cost of some simplification, it
can be said that the Member States
tend to cluster into four distinct
‘geo-social’ groups, sharing similar
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traditions and institutional charac-
teristics. ‘

The first group comprises the
Scandinavian countries: Denmark,
Finland and Sweden. Social protec-
tion is here a citizen’s right, coverage
is fully universal (even as regards
sickness and maternity cash benefits
in Sweden and Finland) and every-
body is entitled to the same ‘basic
amount’ when a ‘risk’ arises, though
the gainfully employed receive addi-
tional benefits through mandatory
occupational schemes. General taxa-
tion plays a predominant (though not
exclusive) role in financing. The
various functions of social protection
are closely integrated within a uni-
tary administrative framework and
state authorities (centrally or locally)
are directly responsible for service
provision. The only aspect which re-
mains somewhat separate from the
public core of social protection is
unemployment insurance, which is
voluntary and managed by the trade
unions (though it is heavily subsi-
dised by the State).

The second group comprises the UK
and Ireland. In the former also, the
coverage of social protection is univer-
sal and in the latter almost so (some
gaps exist for those at the margin or
outside the labour market and the Irish
national health service provides full
eligibility only on the basis of econ-
omic need). The basic amounts of
benefits are more modest than in Scan-
dinavia and there is a wider use of
means-testing. Health care is financed
through general taxation, but contribu-
tions play an important role in the
financing of cash benefits. As in
Scandinavia, there is an integrated ad-
ministrative framework centred on

public authorities. The social partners
are only marginally involved in policy
determination or management.

The third group includes Germany,
France, the Benelux countries and
Austria. Here the ‘Bismarckian’
tradition of coverage through em-
ployment or family status is still evi-
dent in both income maintenance
and health care systems. Only the
Netherlands has partially deviated
from this tradition by establishing
some universal schemes. The insur-
ance principle still underlies the
determination of benefits (mostly
earnings related) and the method of
financing (mostly based on contribu-
tions) — with distinct regulations
often applying to different occupa-
tional groups. Though extensive,
social insurance nevertheless still
leaves some gaps in protection,

which are filled by the (highly de-

veloped) social assistance scheme.
Professional funds play a prominent
administrative role, with high invol-
vement of the social partners.

The fourth group comprises Italy,
Spain, Portugal and Greece. In these
countries, the institutional design of
social protection systems shares a
similarly ‘mixed’ pattern. On the one
hand, there are highly fragme :ed
and ‘Bismarckian’ income mainten-
ance systems, with very generous
pension formulas, but no national
minimum income scheme, so that
gaps in coverage are greater than
elsewhere in the Union. On the other
hand, these countries have estab-
lished national health services with
universal and standardised coverage
(though this is not yet fully realised

in Spain, Portugal and Greece).

Occupational funds and the social

partners play a prominent role in in-
come maintenance, but no longer in
health care and for the latter, general
taxation is gradually replacing con-
tributions as the source of financing.

The four-way partition presented
here should not be interpreted rigidly.
As noted at the outset, with the eyes -
of an outside observer the similarities
across the four groups would prob-
ably appear greater than their dif-
ferences, while a detailed inspection
would suggest treating each system
as a unique configuration. Classifica-
tions, moreover, tend by their nature
to be static artefacts. As the following
chapters will show, social protection
systems in the Union have been grad-
ually changing in the past few years,
often in response to common chal-
lenges, and in the long run, adapta-
tions and change may well result in

- the social geography of Europe be

redesigned in a similar way.
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Chapter 2 Adapting to change: recent
reforms and key developments

hroughout the European Union,

systems of social protection
have been a focus of increasing
policy concern over recent years,
irrespective of their precise charac-
teristics. In all Member States, even
in countries in the South of Europe
where their present form is of much
more recent origin, the systems pain-
stakingly developed over the years to
provide an extensive level of support
and assistance have faced growing
pressure for change and even re-
trenchment. Although in most coun-
tries this pressure has stopped well
short of threatening the principle of
universal support for those in need on
which European social protection
systems have been constructed, the
great majority of changes introduced
in Member States over the past few
years have been aimed at reducing
expenditure. Moreover, active con-
sideration is being given in a number
of countries to wide-ranging reform
of the way in which systems operate
— their coverage, the level of
benefits paid and the sources of fin-
ance — with the common objective
of curbing costs, in many cases by
targeting what is spent more nar-
rowly on those most in need.

At the same time, there are examples
of systems being modified to respond
more effectively to the changing

‘nature of demands on them or being

extended to cope with new needs —
most notably in Germany with the
introduction of a special nursing
allowance for those engaged in full-
time caring.

This increasing emphasis on cost
containment stems from a range of
economic, social and demographic
factors, which affect most parts of the
Union and which share the common
characteristic of imposing increasing
demands on systems of social protec-
tion and/or tightening constraints on
the funds available for their financ-
ing. While individually each seems
to be manageable, in combination
they present a formidable challenge
to the systems now in place.

None of the factors are new. All have
been evident for some time and sys-
tems have already adapted to some
extent in response to them. Indeed, in
all parts of the Union, systems which
differ in detail in the way they func-
tion have, in general, proved very
effective in maintaining social cohe-
sion and preventing widespread pov-
erty in the face of the economic and
other upheavals of the past 20 years.

The two major factors which both
represent serious challenges to the
systems now in place are the ageing

of the Union’s population resuiting
from declining birth rates and in-
creased life expectancy and the per-
sistence of high unemployment
combined with the depressed rate of

long-term economic growth which it

reflects. The former implies rising
expenditure not only on retirement
pensions and an increasing share of
income going to people who no
longer contribute directly to its
generation but also on health and
other forms of care. The latter im-
plies, on the one hand, high levels of

" expenditure on income support for

those not able to find a job and on
active labour market measures for
improving their employability and
preventing their social exclusion, on
the other, reduced income for fund-
ing expenditure because of the smal-
ler numbers in work. This latter effect
has been reinforced by increased par-
ticipation in education by the young
coupled with early retirement among
older people. '

While high unemployment has repre-
sented a serious and growing problem
in most parts of the Union since the
mid-1970s, especially because of the
significant increase in its average dur-
ation which has occurred at the same
time, the ageing of the population has
so far had only a relatively modest
effect on the need for expenditure as
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compared with what lies ahead as
those who are part of the post-war baby
boom generation reach retirement age.
Although the full impact of this will not
be felt until 15-20 years time, the pen-
sion rights which those concerned
have accumulated is a source of in-
creasing alarm in many countries as the
time when they will be exercised
draws closer. How far such alamn is
warranted and how far it justifies the
cutbacks in prospective expenditure
which are now being made or pro-
posed are matters for debate. There is
no question, however, that the strain
imposed on the European economies
and societies by growing numbers of
people in retirement will be very much
more difficult to bear if long-term
economic growth remains depressed
and unemployment remains high.

A third factor threatening to push up
expenditure, which has been a no less

important focus of policy concem, is

the rising cost of health care which

stems not only from the greatly in-
creased numbers of people livingtoan .

old age and, therefore, imposing
greater demands on health systems,
but also from advances in techniques
and know-how which make it possible
to treat incurable illnesses as well as
from a marked tendency for the de-
mand for health care to increase as
income rises. Although by no means
all new treatments involve increased
costs — micro-surgery which greatly
reduces the time it takes to recover
from an operation being a major case
in point — a significant proportion do
and by increasing life expectancy add
to the costs of care.

Afourthfactor is the increasing partici-
pation of women in the labour market
which has been a consistent trend in the

more developed parts of the Union for
the past 20-30 years, but which dates
back only to the 1980s in the less
(socially as well as economically)
developed parts (in Greece, Spain and
Italy, the activity rate for women of 25
to 49 was still below 60% in 1994 and
in Ireland, below 55%). Although

there are recent signs of the upward

trend coming to an end in the Scandi-
navian Member States, where activity
rates of women have reached a level
only slightly below that of men (in

 Denmark, 84% of women aged 2549

were economically active in 1994), it
still almost certainly has some way to
go in other countries. There will, there-
fore, continue to be a growing need for
the provision of support facilities
which enable women to pursue work-

~ ing careers while bringing up children.

The same tendency, moreover, gives
rise to pressure for the development of
arrangements within social protection
systems which avoid penalising
women for interrupting working

- "careers to take care of children.

A fifth factor is the changing struc-
ture of the traditional family unit and
the growth in importance of ‘atypi-
cal’ households, such as lone parents,
divorcees or cohabiting couples,
which also involve a need for the
modification and extension of social
protection systems to provide spe-
cific support as well as for the devel-
opment of individual in place of
derived rights for the women con-
cerned.

A sixth factor is the increased open-
ness of Union economies which has
led to the intensification of competi-
tion and the growing necessity to
maintain competitiveness on world
markets. This, in turn, has restricted

the scope for independent action in
Member States and imposed greater
pressure to contain production costs
and to avoid policies which could
push these up, including, in particu-
lar, the growth of social protection
expenditure and the higher charges
which might fall on businesses as a
result.

A seventh factor is the significant
growth in the number of people de-
pendent on social protection which
has resulted from the developments
listed above, particularly from the
emergence of long-term unemploy-
ment as a major feature of the labour
market and the significant numbers
who stand little chance of finding a
job. Such a growth in dependency,
and the financial burden on the re-
duced numbers who have to finance
the associated expenditure, threatens
to undermine popular support for the
maintenance of systems of social
protection in their present form, es-
pecially in the context of slower
growth in real incomes. Partly as a
response to this, governments have
sought to shift the balance of policy
from passive measures of income
support to active measures of getting
people into work and reduce their
dependency on social benefits. In ad-
dition, they have intensified efforts to
detect fraud and prevent abuse of the
system in order to boost public con-
fidence in existing arrangements, as
well as to curb expenditure, and have
begun to look more closely at the
level of benefits paid in relation to the
disposable income of those in work
who are providing the finance.

These factors have by no means af-
fected Member States to the same
extent — the ageing process, for
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* example, is taking place at differing

rates across the Union, as shown

below, and unemployment has risen
to much higher levels in some places
than others — but all have had to
“respond in some degree to the chal-
lenges which they pose and all will
have to continue to do so in the years
ahead. Moreover, in Southem coun-
tries, governments have had to cope
with significant growth of expendi-
ture inherent in the development of
.systems comparable to those in the

North of the Union as well as the -

effects of these factors per se.

Common reactions on the expendi-
ture side have so far taken the form
of:

¢ tightening regulations and qual-
ifying conditions goveming en-
titlement to income support and
restricting eligibility for benefit
to the more ‘deserving’ cases
more than cutting rates of benefit
directly; ;

e increased targeting as part of
this, by greater use of means-
testing, by linking the amount of

benefit received to income and.

by taxing benefits;

e increased privatisation of a num-
ber of aspects of the system, in-
cluding not only the contracting
of the provision of services to
firms in the private sector but
also giving more responsibility
to individuals to provide for their
own protection against risks, es-
pecially so far as pensions and
health care are concemed,;

¢ increased emphasis on active
rather than passive measures, as

noted above, in order to prevent

long-term dependency on in-
come support.

On the financing side, the wide-
spread reaction has been to:

e reduce social charges falling on

businesses, particularly in the
form of non-wage labour costs,

in order to prevent these from

both eroding international com-
petitiveness and deterring em-
ployment directly and to
stimulate job creation;

o seck alternative forms of funding
social protection 'in. order to
spread the burden more widely
and prevent it being overly con-

centrated on businesses and

those in employment.

Outline

n what follows, the main specific
measures implemented in Mem-
ber States over the recent past are
examined and compared, on both the
expenditure and financing side,

together with the proposals for

change which are at present under
active consideration. In addition, the
more general issues to which these
changes give rise and their potential
consequences for those at risk as well
as for public sector finances are dis-
cussed in the light of the economic,
social and demographic develop-
ments taking place, which were listed
above.

More specifically, the analysis . fo-

cuses, first, on the response of

Member States to demographic

developments, especially those in
prospect, concentrating on changes
relating to retirement pensions which
are a major item of expenditure in all
countries. In addition, it considers the
underlying scale of the impending

- demographic problem with which

pensions systems have to contend
and attempts to put these into per-
spective by relating them to the diffi-
culties imposed by the high and
rising levels of unemployment ex-
perienced over the past 20 years.

- Secondly, it examines the move to-

wards more targeting and the greater
concentration of spending on those
most in need, including, in particular,
the increased deployment of means-

- testing and its potential drawbacks as

well as advantages.

Thirdly, it considers the shift towards

more active social policies in the con-
text of both high unemployment
generally and high long-term unem-
ployment more specifically and the
cost implications, as well as the in-
creasing focus on the potential disin-
centive effects of overly-generous
income maintenance schemes.

Fourthly, the major developments in
sources of finance are examined
together with the implications of any
radical restructuring of funding
towards more reliance on general
taxation and less on contributions,
whether by employers or by em-
ployees.

Finally, the various moves to pri-
vatise particular aspects of social
protection are considered.
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Responses to
demographic and
economic pressures

In most Member States, the em-
phasis of policy has switched dur-
ing the first half of the 1990s from

active encouragement of earlier re-

tirement — including, in some cases,
reducing pensionable age as well as
increasing income support for those
no longer working — to containing
the growth of expenditure on pen-
sions. This has been motivated by
two principal concerns which have
reinforced each other: the growing
numbers opting to retire early as re-
dundancies rose during the recession
and jobs became scarcer and the
prospective escalation in the propor-
tion of the population above retire-
ment age from around 2010 onwards
as the post-war baby boom gener-
ation reaches 65, as described below.
The changes introduced have taken
several different forms and in some
cases have had other aims'in view —
in particular, equalising the treatment
of men and women — but all have
had the effect of reducing prospec-
tively the amount transferred in pen-
sions.

, . Increases in
the age of retirement

In five Member States, the official
age of retirement has either been in-
creased or is in the process of so
being. In Germany, the retirement
age will be progressively increased
from 63 for men and 60 for women
to 65 for both between the years 2001
and 2012, while those opting for

early retirement will have their pen-
sion reduced by 3.6% for each year
before the official age that they leave
work. In Greece, the age of retire-
ment was also raised for women as
well as men to 65 as part of the re-
forms introduced in 1992 to make the
pension system more coherent. In
Portugal, the retirement age for

women is in the process of being

raised from 62 to 65 (by six months
.each year beginning in January 1994)
to match that for men, while in the
UK, it is planned to bring the retire-
ment age for women (now 60) pro-
gressively into line with that for men
over the period 2010 to 2020 (though
only for those aged under 44 in

1995). Similarly, in Finland, the re-

tirement age for public sector em-
ployees has been increased from 63
to 65 to match that of those working
in the private sector. In Italy, where
the retirement age is now 62 for men
and 57 for women, it is planned to
move progessively by 2008 to a flex-
ible situation where both men and
women can retire any time between
57 and 65.

In a sixth Member State, France,
while the age of retirement has been
kept at 60, the number of years of
contributions required for entitle-
ment to a full pension has been raised
from 37"/, to 40, which, in practice,
has much the same effect as the pc!-
icy followed in the five countries

- listed above, especially for those re-

maining in education or training into

_ their 20s. (Though this is, therefore,

likely to mean that such people have
to postpone retirement until a later
age than those starting work earlier,
at the same time, they will tend to
“have higher than average incomes,
giving them more choice about when

" to retire as well as more possibility

for remaining in work to a later age.)

Although these changes will tend to
reduce social protection expenditure in
future years, it does not necessarily
follow that the numbers in retirement
will diminish. Despite the general
change in policy away from encoura-
ging early retirement, the numbers
leaving the labour force before reach-
ing pensionable age have risen at a
higher rate since 1990 than before (see
below), largely because of the increase
in redundancies and the difficulties of
finding alternative employment ex-
perienced by those losing their jobs
during the recession years. The main
effect, therefore, might simply be to
shift the burden of support from the
state to the individual.

Other measures
affecting pensions

In- addition to these changes, which
effectively serve to diminish the
numbers in receipt of pensions, espe-
cially in future years when demo-
graphic trends begin to bite, there has
been a widespread tendency to re-
duce the scale of benefits paid, taking
the form, in particular, of changing
the basis on which pensions are based
and/or uprated.

In France, from 1994, the basis for
determining the amount of pension
receivable has been changed from the
earnings received over the 10 years
of employment when these were

- highest to the best 25 years, while

both reference earnings and the pen-
sions paid are now revalued or up-
rated on the basis of price increases
rather than wage rises (see box on
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pension reforms). Similarly, in
Portugal, from the same year, the
basis of calculation has been changed

~ from earnings in the best five of the

last 10 years to those in the best 10 of
the past 15, and the minimum con-
tributions’ requirement to qualify for
any pension was increased from 120
months to 15 years.

At the same time, however, in
Portugal, this effective reduction in
the amount payable has been offset
by indexing the earnings serving as
- the basis for calculation in line with

price rises rather than not at all, while -

pensions at the lower end of the scale
have been increased significantly, as
they were in Greece in 1992. Such
changes demonstrate that not all the
reforms undertaken have been moti-
vated by the aim of reducing expen-
diture — in some cases, especially in
+ Member States where systems are
still being developed, they have
served to meet genuine needs and to
improve the extent of social protec-
tion.

In Finland, on the other hand, a re-
duction in expenditure has been
achieved more straightforwardly by
lowering the maximum pension re-

ceivable by public sector employees

from 65% of previous earnings to
60%.

-

A similar effect has resulted in
Denmark and the Netherlands by tak-
ing more account of additional in-
come received by pensioners or their
partners in the determination of the
amount payable in the form either of
basic pension or supplementary
allowances as well as, in Denmark,
by making pensions and minimum

income guarantees taxable (though-

with compensatory increases in
the sum received) and, in the
Netherlands, by restricting entitle-
ment to higher rate basic pensions.

In a number of cases, moreover, such
as in Italy and Sweden (for sup-
plementary pensions), changes have
been introduced with the aim of en-

suring that sufficient funds are avail- -

able to meet future pension liabilities
by basing the amount of pension re-
ceived more closely on contributions
paid rather than on past income. At-
tempts to shift responsibility for pro-
viding pensions more on to the
individual and away from the State
and to encourage the growth of pri-
vate. insurance schemes for sup-
plementary pensions — which has
occurred in the UK, in particular —
are partly motivated by the same ob-
jective though itis not necessarily the
main reason behind them. Such
moves represent a shift away from
the prevailing ‘pay-as-you-go’ sys-
tem under which present generations
in work finance those in retirement to
one where the contributions paid by,
or on behalf of, those now in employ-
ment are earmarked for the pensions
they will receive when they retire.

In practice, however, whatever the
formal arrangements adopted, it is
debatable how far the effective posi-

- tion is altered and prospective future

funding problems alleviated. There is
no guarantee that the future stream of
(national) income out of which pay-
ment has effectively to be made will
be expanded to the extent required
simply by increasing the amount of
forced saving. Unless this leads to
more savings overall which is trans-
lated into higher growth of invest-
ment or to an increased rate of return

— both of which will depend on the
counterpart changes in the company
sector profits as savings rise in the
personal sector (ie there is no direct
link between a rise in personal sav-
ings and an increase in investment or
increased efficiency with which
loanable funds are deployed) — the
rate of economic growth and the level
of future GDP out of which transfers
have to be made will remain the
same. Indeed, if it leads to lower
economic growth — which, for
example, might be the case if an in-
creased proportion of investment
funds are channelled abroad — then
although pension funds might be in
balance and capable of meeting lia-
bilities, those in employment might
nevertheless be in a worse position
than if they were responsible directly
for financing pensions.

The uncertainty of the effect of mov-
ing overto a fully-funded system per-
haps explains why the impending
expansion of the relative numbers of
retirement pensioners has notledtoa
more widespread move across the
Union to restructure pensions
schemes more radically than has so
far occurred. At the same time, there
is evidence of a general trend across
the Union, especially in respect of
supplementary pension schemes, to
shift towards systems where it is the
amount of contributions paid which
is the key determinant of the value of
pension received rather than earnings
when in work, however computed.

Finally, when the changes which
have occurred have been predomi-
nantly been aimed at reducing expen-
diture and increasing the ﬁt;ancial
viability of pension schemes, men-
tion should be made of the recént

-37 -



ecades owingtoa Tow retirement
tes, a first pension reform was introc
992/1993 rmsmg theageofretm" nta

..ent system;.- - The most important modification,
_however, concerns the basis of calculatlon of beneﬁts

. which will be no longer be related to earnings but to
- < contributions. The total amount of contributions paid
~during working life will be divided by a ‘conversion
. coefficient’ ranging from 4.719% (at 57) t0 6.13% (at
~ 65). This coefficient will be reviewed every ten years

cant change given the marked dlspanueé in the pres-

- protectxon, in tlhe form of a state financed. guaranteed__‘ e
~ pension, will continue to be provided to those unable
' to mature contnbutory benefits. In ‘addition, supple-
- ments will also be paxd to those who only mature a low.
- contributory pension. Voluntary occupational pen-

sions (the ‘third pillar’) will continue to exist. The new. .

e system will be introduced gradually and the new rules
o wxll apply in full only to those bom in 1954 or after .
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Chapter 2 - Adapting to change: recent reforms and key developments

reduction in the rate of contribution
for retirement pensions in Germany
(from 19.2% to 18.6% of earnings)
which would seem to demonstrate
that problems of funding pensions
are not universally becoming more
severe (though in part this might re-
flect the effects of recent substantial
immigration on the German work
force and, therefore, on those making
contributions). Recent studies sug-
gest, however, that even in Germany,
funding problems lie ahead.

The effect of changes
on men and women

One aspect of the changes in the basis
of determining pension entitlement
concerns the impact on women in
relation to men. Because women are

much more likely to be involved in
' taking care of children or invalid
relatives than men, they are, there-
fore, more likely to need to interrupt
periods of employment. This tends to
make it more difficult for women to
meet the qualifying conditions for
receipt of a full pension, a fact recog-
nised in the regulations in a number
of Member States, where either the
number of years of contributions is
lower for women than for men (as in
Belgium or the UK — five years less
in both cases) or some allowance is
made for years of caring in the calcu-
lation of the contributions’ record
(though not necessarily a full allow-
ance — see Chapter 7 below for de-
tails). In the UK, this allowance is
planned to be extended to the state
" supplementary pension scheme to
compensate in some degree for the
increase in the retirement age, while
in Ireland a similar allowance (in this
case, enabling those concerned to

exempt up to 20 years of caring from
their contributions record) was intro-
duced from April 1994 in respect of
people caring for disabled or invalid
dependants and children below
school age.

At the same time, eligibility for survi-
vors’ pensions, which tend to affect
women more than men, have recently
been extended in Austria and Portugal.

The potential discriminatory effect of
pension regulations, however, also
applies to the earnings used in the
computation of pensions. Because of
women having to take more time off
work than men, extending the period
of reference over which the earnings
basis is calculated, as in France or
Portugal, is liable to penalise women
more than men since the cumulated

earnings in question are likely to be
lowered to a greater extent.

The result of the changes introduced
or planned in Member States has in
general been to make pension sys-
tems more similar, ie towards con-

_vergence rather than divergence.

Thus at the beginning of 1995, in 7
Member States, the age of retirement
for men was 65, in another, Belgium,
it was between 60 and 65 and in
Germany, it is in the process of being
raised to 65, leaving only France
(lower at 60), Denmark (higher at 67)
and, prospectively, Italy (where it
will be between 57 and 65) with a
different age. At the same time, the
retirement age for women was also
65 in four Member States (and be-
tween 60 and 65 in Belgium) and will
be increased to 65 in the future in
Germany, Greece, Portugal and the

4 Retirement ages and number of years of
contributions required for full pension by sex in

Member States, January 1995
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5  Population 65+ in relation to population 15-64 in
the Union, 1970-2025 (mean projection)
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UK, leaving-only the three countries
noted above with a different age
(Graph 4).

On the other hand, there continues to
be more diversity in the number of
years of contributions required for a
full pension, which varies from only
35 in Spain and Greece to 48 in
Ireland, though the recent increase in
France was a move towards conver-
gence with most other countries. In
Denmark and the Netherlands, unlike
elsewhere, the qualification for a
pension is based on residence rather
than contributions (in the former
case, because pensions are funded by
general taxation rather than by con-
tributions, as noted below).

The impending
demographic
time-bomb

The increases in the age of retirement
discussed above are for the most part
timed to coincide with the baby-
boom generation reaching pension-
able age, on the general expectation
that this event will increase substan-
tially the numbers drawing pensions
and, therefore, the cost burden im-
posed on economies. In 1995, around
15% of the population in the Union
is aged 65 or over and these amount
to some 23% of the population of
working age (ie those between 15 and
64), who through their employment
and the income they generate have
effectively to support them in their
retirement. In ten years time, in 2005,
those of 65 and over will, according
to the latest projections, amount to
26% of working-age population, in
20 years time in 2015, to 30% and in
30 years time in 2025 to 35'%,%. In
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~ While _n is undoubtedly the. case that the numbers of
. people aged 65 and over have, over recent years, risen
__ inrelation to those of working age — the dependency
_ ratio as usually measured — and stand to increase
 dramatically from the year 2010 on, the increase so far
~ has been dwarfed by other factors which, in practice,
_have proved more important determinants of the effec-

tive degree of dependency as more appropriately

_measured. Moreover, since 1980, the growth of the

_ numbers in retirement has been the consequence more
. of people withdrawing from the labour force prema-
~turely than of demographic factors, which in turn has

_ been a reflection of increasing unemployment and the

 scarcity of jobs (see Employment in Europe 1995,
_ Part 1). In addition, two factors have been much more -
_ important in determining the rise in the effective de-
_ pendency ratio — more appropriately measured by the

number in retirement relative to the number in employ-

 ment — than demographic trends. The first is the

decline in the rate of participation of those aged 15 to

_ 64.in the labour force, especially of younger people
~_ under 25 (which has fallen over the Union as a whole

from 54.3% in 1980 to 45.7% in 1994 — see Graph 7)

~ and of older people aged between 50 and 64 (which

7

_ hasdeclined in the Union from:51.3%in 1980t047.1%
_ in 1994 as job shortages became more acute — see
- Graph 8). In practice, lower rates of participation in

younger and older age groups have over the past 15

Active population 15-24 in relation to total
population 15-24 in Member States, 1980 and

. oo%mon 1524
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60 60
40 40
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E12::B DK DGR .E i F WL
D excludes new Lander

' Changes in population, activity and employment

years been compensated by strongly rising participa-
tion of women, a trend which is as potentially import-
ant as the demographic one in determining the future
size of the Union’s labour force.

The second factor underlying the rise in the effective
dependency ratio is the fall in employment of those
who are part of the labour force and the growing
numbers of the economically active — and if working-
age — who are unemployed (Graph 9).

Despite the scale of the impending expansion in the
relative numbers of those of 65 and over, the future
path of employment, and unemployment, is likely to
be equally, if not more, important in determining the
extent of dependency and of financing problems. In-

deed, areturn to the levels of unemployment prevailing

across the Union before the oil price crisis in the
mid-1970s (2-3% of the labour force) allied to a con-
tinuing upward trend in the participation of women in
the work force would more than offset the rise in the
numbers of people aged 65 and over and make it easier
to finance pensions in 20 or 30 years than now. If on
the contrary, economic growth and the rate of job

_creation remains depressed and unemployment stays

high, then the difficulties of achieving the necessary
transfer from those below 65 to those above will be
acute and the pressure radically to reform pension

- systems could prove irresistible.

Active popolation 50-64 in relation to total
population 50-64 in Member States, 1980 and
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nents

other words, whereas now there are
4-5 people of working age for every
person of 65 and over, in 30 years
time, there will be less than 3 (see
Graph 5). In some Member States,
Italy, in particular, the dependency
ratio will be even higher (people of
65 and over are projected to increase
to almost 40% of those of working-
age in Italy over the next 30 years —
Graph 6).

Such prospective developments,
however, are only part of the picture.
Other potential changes have also to
be taken in to account before it is
possible to assess the overall effects
on expenditure and, more especially,
the availability of finance, particu-
larly the number of people who will
actually be in work of those of work-
ing age who in practice will be the
ones supporting those in retirement

9 Emﬁloyment in relation to actlve po)
Member States, 1980 and 1994
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(as well as those who are unem-
ployed) (see box on changes in popu-
lation, activity and employment).
The scale of future funding prob-
lems, in other words, depends as
much on the path of employment,
and unemployment, as on demo-
graphic trends.

Targeting

G rowing concern about the scale
of expenditure on social pro-
tection, both actual and prospective,
in a context where, for the most part,
there is an equal concern to maintain
the fundamental principles of univer-
sal coverage and common access to
the services and support provided,
has led to an increasing focus of
policy on improving the efficiency of

systems and their effectiveness. As a
result, measures have been intro-
duced in a number of Member States,
and proposals have been made in
others, to target expenditure more
closely on those in most need of-as-
sistance. This has taken a number of
forms, varying both between Mem-
ber States, according to the specific

problems they face, their traditions

and institutional arrangements, and
between different parts of the system.

Although often used as a synonym
(or euphemism) for means-testing,
the notion is much wider, encompas-
sing efforts both to ensure that ade-
quate levels of support are provided
for specific groups (like the mentally
ill, severely disabled or lone parents)
and to tailor assistance to meet spe-
cial needs (such as housing), as well
as the linking of rates of assistance to
income (which is not the same as
means-testing per se, as explained
below), the taxation of benefits and
the imposition of eligibility criteria.
The more restrictive definition of
those eligible for income support, in
particular, has been acommon means
in recent years of both increasing the
effectiveness of expenditure and pre- -
venting abuse as well as reducing the
amount spent, unemployment and
invalidity benefits being principal -
targets throughout the Union.

Means-testing

Means-testing, in the sense of those
requiring support needing to make
specific claims and having to demon-
strate that their lack of income and
savings qualifies them for assistance
(as opposed to the withdrawal, or
reduction, of benefits from those
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whose income exceeds a certain level
— ie ‘affluence testing’ rather than
means-testing), has, however, been
- perhaps the most discussed method
of targeting. Its application, on the
other hand, has been by no means
widespread across the Union and has
largely been confined to the UK and,
to a lesser extent, Ireland, where the
earnings-related element of unem-
ployment benefit has recently been
abolished.

Since 1980, in particular — though it
was more prevalent than in other coun-
tries even before then — the proportion
of social protection expenditure sub-
jectto means-testing has increased sig-
nificantly in the UK as entitlement to
national insurance benefits have been
more narrowly restricted and the
amount payable reduced in real terms
_and as assistance specifically aimed at
lower income groups, such as Housing
Benefit, Family Credit or Income Sup-
port, has been given more emphasis.
As a result, the numbers dependent on

means-tested support, including many

of those in receipt of insurance benefits
-whose income still leaves them below

the minimum level as defined, has

risen markedly. At the same time, a
loans scheme (and some grants) has
been introduced to provide those re-
ceiving assistance with the means of
meeting one-off needs (such as the
purchase of new fumiture or house-
hold appliances).

The most recent example of the exten-
sion of means-testing in the UK is the
proposed introduction from October
1996 of a Job Secker’s Allowance to
" replace the present system of unem-
ployment benefits and income support
for the unemployed. This will be
payable as a flat-rate sum without a

means-test to those satisfying con-
tribution requirements for the first six
months of unemployment (instead of
the present 12 months), but thereafter

will be means-tested (though those
with dependants will be able to claim -

an additional allowance if there in-
come falls below a minimum level in
the first six months as well afterwards).
It will also be accompanied by in-
creased pressure on the unemployed to
find work, though with increased help
and advice from the employment
services (see box).

While means-testing has some at-
traction as a way of concentrating
support on those most in need and

economising on what is spent and

while it potentially enables individ-
ual circumstances to be tak;n into
account in the payments made and
the kinds of -assistance provided, it

- has a number of drawbacks, espe-

cially if it becomes a principal com-
ponent of the social protection
system. These drawbacks also apply
in some degree to targeting per se,

- whatever forms it takes as discussed

in more detail below. In the first
place, the imposition of means-
testing, and indeed targeting gener-

~ally, implies that it is possible to

identify those most in need of agsist-
ance. In practice, because of the dif-
ficulties involved, the onus has to be
put on the individual or household
concerned to claim assistance. For
many reasons — ignorance, lack of
education, the social stigma attached,

indolence and so on — a significant

proportion of those entitled to sup-
port tend not to claim (in the UK,
estimates suggest that some 34% of
those entitled to Family Credit and

20% of those qualifying for Income |

Support fail to.claim, though many of

these appear to be only just eligible). -

Secondly, because it is applied to
accumulated wealth and not just
income, means-testing can actas a'sig-
nificant disincentive to saving (in the
UK, those with accumulated savings
of more than around 10,000 ECU are
not eligible for Income Support at all
until these are ran down).

Thirdly, it can also act as a major dis-
incentive to work, not only because
wide-ranging support (including hous-
ing benefits if a mortgage rather than
rent is being paid) is withdrawn when
an individual finds work and starts to
earn a wage — unless they are eligible
for Family Credit — but because
means-testing is applied to households
ratheér than individuals. Thus a woman
in employment, even working part-
time so long as she works more than
16 hours a week (increased to 24 under
the proposed Job Seeker’s Allowance)
can find that the hours worked -
(regardless of income earned) prevents
her husband receiving Income Support
if he loses his job or, more especially,
if he is unemployed for any length of
time and benefits are means-tested. By
the same token, there is an equal disin-
centive for someone not to look for
work under such 2 system if their
spouse is receiving Income Support.

Although some effort has been made
in the UK to find ways of reducing the
incidence of such disincentive effects
— part of the reason for the introduc-
tion of Family Credit for those in low- -
paid jobs with dependent children was
to raise disposable income when in
work above that received when unem-
ployed — these remain important. -
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Other forms
of targeting

In other Member States, there has not
been the same shift from social insur-
ance to means-tested assistance. In
most of these countries, the principle

of social insurance to provide adequate
levels of income when a person is un-
able to work is more firmly entren-
ched. Nevertheless, there has been
some move away from everyone being
entitled to receive an equal amount of

benefit in all cases and income.thre-

sholds governing the receipt of

benefits have increased in importance.

- In particular, in Germany, the Nether-

lands, Italy and Spain, the amount of
family allowance receivable has in
most cases been made dependent on
income in recent years as well as
numbers of children (those eaming
more receive less) and similar moves
are being considered in Belgium
and Portugal. In addition, in the
Netherlands and Italy income limits
have been introduced with respect to
survivors’ benefits, while in the latter
country limits have also been imposed
asregards the receipt of minimum pen-
sions.

A third variant of this general trend is
observable in Southern European
countries. As well as the imposition
of income thresholds, in Greece and

‘Ttaly, in particular, efforts have been

made in recent years to reduce the
opportunity for cumulating benefits
(such as pensions) which can result
in certain groups receiving much
more in the way of income support

~ than intended and in their effective

‘over-protection’. This has been mo-
tivated by a desire not only to avoid
excessive expenditure and to target
what is spent more on those in need
but also to diminish the perception
that the social protection system is

being widely abused and so maintain

support for its maintenance and fur-
ther development. At the same time,
measures have been taken in South-
ern Member States to improve social
assistance schemes, which need in-
herently to be means-tested, which
remain under-developed and have
moved closer to establishing systems
which guarantee than everyone
receives at least a minimum level of
income, which are a feature of other
parts of the Union.




In the Scandinavian Member States,
there has so far been less of a move
towards a more selective approach.
Though the problems created by
universalism are being widely de-
bated, in Denmark, Finland and
Sweden, reductions or containment
of expenditure have largely been
achieved through general cuts in
benefits, in particular, by reducing
the rate in relation to earnings. At the
same time, since most benefits are
taxable in these countries, propor-
tionately more of what is paid out
tends to be clawed back from higher
income groups than from those more
in need.

The attachment to universalism is il-
lustrated by the debate in Sweden in
early 1995 on the proposal to link
child allowances to income as part of
budgetary cutbacks. This was re-
jected for fear that it might erode
broad public support for the all-
embracing system of social protec-
tion which operates. Instead
allowances were reduced for every-
one — for the first time since their
introduction in 1948.

Cash benefits have not been the only
area where attempts have been made
to target expenditure more selec-
tively. In most Member States, as
discussed below, free access to
health and medical care has tended to
be restricted more narrowly in recent
years on those on low incomes or
most in need, such as the elderly.

The problems
of targeting

As indicated above, there has been a
pronounced tendency across the Union

towards targeting social expenditure
on those most in need of support. This
is set to continue in the future, perhaps
at an accelerating rate given the chal-

~ lenges facing Member States and the
constraints within which govemnments -

have to operate. There are, however,
potential ‘problems which could arise
as the strategy is extended. First, as
noted above in respect of means-test-
ing, for targeting to be effective, those
most in need of assistance have to be
identified. The difficulty here, quite
apart from the administrative costs in-
volved, is not only lack of information

—we have only a very hazy idea of the .

numbers living below any given level

of income in Member States or of the
conditions in which they live — but

equally importantly a lack of an agreed
definition of need except in very
general terms. Because individual cir-
cumstances are likely to vary consid-

erably, even among those on similar. -

levels of income, it is unlikely that
targeting support on households with
income below a certain level will en-
sure that adequate assistance is pro-
vided to everyone in need of help.

Secondly, the more support is targeted

on a narrowly defined group, the more

important are disincentive effects and

dependency likely to be. If those re-
ceiving support lose a significant part
of it if their income or circumstances
change only slightly, there will inevit-
ably be a major incentive to avoid such
a change. In other words, if those
deemed to be living in poverty, how-
ever defined, have their income lifted
to an acceptable level but support is
withdrawn once that level is reached or
tapers off considerably, then it may be
extremely difficult for them to improve
their circumstances substantially by, in
particular, finding a job — or in the

case of in-work benefits finding a bet-
ter job — and becoming independent
of State support. They are, in essence,
caught in an unemployment or poverty
trap which it is hard to escape from (see
Employment in Europe 1995, Part 3,
Section 1 for details of the high effec-
tive marginal rates of deduction from
income in some countries, the UK and
Luxembourg especially, for those at
the bottom end of the earnings scale
which result from attempts to bring
their income up to acceptable levels).

» Thirdly, the inevitable counterpart of
‘targeting benefits more narrowly on

those in need is that those in less

" need, or in no rieed at all, receive less
- or even nothing. The principle of

universality is, therefore, eroded
which could have repercussions on
the degree of public support for so-
cial protection systems and wider im-
plications as regards those which are
strongly based on an insurance prin-
ciple and funded predominantly by
contributions. In particular, as in the
case of the Swedish proposal in re-
spect of child allowances noted
above, relating benefits inversely to
income could undermine the support
of the high income groups who get
less or nothing. (On the other hand, it
is equally arguable that paying
benefits to wealthy members of so-
ciety who do not need them could
threaten the support of those lower
down the income scale.) Where -
benefits are funded by contributions

and linked closely to the payment of

these, the problems are likely to be
much more acute since targeting ine-

vitably means breaking the link

between the two and eroding the

insurance-basis of the system. In~
countries with insurance-based sys-

tems, therefore, targeting has tended
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to be concentrated on those benefits
which are funded by general taxa-
tion, such as child, or family, allow-
ances or the provision of health care,
rather than by contributions.

Work and welfare

nall Member States, as unemploy-
ment has risen and remained at a
high level, attention has focused in-

creasingly on both the regulations’

governing entitlement to income
support and the scale of benefits paid,
with the aim not only of reducing
expenditure but of preventing abuse
and trying to ensure that those draw-
ing benefits have sufficient incentive
to look for work. There has, there-
fore, been a general tendency throug-
hout the Union to tighten conditions
for eligibility for receipt of benefits
and to avoid rates of support being so
high in relation to the wage whichthe
unemployed could eamn in work that
they discourage them from finding a

job (see Chapter 4 below for an ana- )

lysis of the scale of unemployment
compensation in relation to dispos-
able income when in work across the
Union).

While Germany and Sweden have
been two of the few countries to cut
benefits directly in the recent past (in
Germany by 1% of previous earnings
for those with dependent children and
by 3% for those without in January
1994, in Sweden, by 10% of previous
earnings and by a further 5% from
January 1996). In Belgium, however,
the period young people have to wait
before receiving benefits has been in-
creased and the duration of certain
benefits curtailed and in Ireland, the

,» earnings-related supplement has been

abolished (though accompanied by a
10% rise in basic benefit). In a number
of countries, moreover, the definition
of what is deemed to constitute a ‘suit-
able’ offer of employment has been
narrowed to make it more difficult for
those drawing benefits to turn down
jobs without valid reason.

In the UK, more radically than else-
where, under the new Job Seeker’s
Allowance, planned to be introduced
in 1996, unemployment compensa-
tion, even paid at a flat, and relatively
low, rate, will only be available with-
out being means-tested for six
months, as noted above, while there
will be increased pressure on those
being assisted to explore every
possible job opportunity with poten-
tia] loss of benefit if they turn down
what is regarded as a suitable offer.

The new scheme is being introduced

against a policy background in which -

the development of low-paid jobs has
been encouraged to a much greater
extent than elsewhere in the Union,
partly through the abolition of re-
strictions on the payment of low
wages, partly through setting unem-
ployment compensation at a low
level and partly through a system of
paying in-work benefits to those
whose earnings fall below a particu-
lar level. This system, known as
Family Credit, is designed to ensure
that those in employment are likely
to be better off than if they were
unemployed and thus represents an
incentive to work even in a poorly
paid job. At present, it applies only to
workers with dependent children
(though there is also a parallel
scheme for disabled workers), but

active consideration is being given to
extending it more generally.

A potential problem of Family Credit
and other similar in-work benefit
schemes in operation or being con-
sidered in other parts of the Union is
the high implicit marginal tax (or de-
duction) rates which they inherently
involve for those on low pay. As
noted above, since to keep down

‘costs they tend to be targeted on a

comparatively small group at the bot-
tom end of the earnings scale, they
are usually withdrawn at a relatively
high rate (in the UK, at 70% of any
increase in pay, which with taxes and
contributions tends to mean marginal
deduction rates of 90% or more for
many recipients) as income from
work rises. The net gain from earning
more is, therefore, likely to be small
if not negligible which means that it
is difficult for those concerned to

" achieve a significant increase in real

income and escape from the poverty
trap so created and, in turn, implies
that there is little incentive to look for
a better, and more productive, job.

The move from passive

to active measures

The UK system in essence is aimed at
providing active encouragement to

. those unemployed to find a job as soon

as possible. In other parts of the Union
as well, in addition to the focus on
systems of compensation as such,
there has been a growing emphasis,
encouraged by the Commission (in its
two recent White Papers) and by the
Council (most recently at the Essen
Summit), on shifting the balance of
both employment and social policy -
from passive measures of income sup-
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. port to active measures to get people -

into work and reduce dependency on
social protection systems. This has

been motivated by the increasing num-

bers drawing benefits for prolonged
periods and the costs involved both to
the State and the people concemed.
Though these are most commonly the
long-term unemployed whose num-
bers have grown markedly to reach
almost 8'/, million in 1994, almost half
of the total unemployed in the Union,
they also include those registered as
sick or disabled, whose numbers also

seem to be affected by the state of the

job market (increasing significantly
during the recent recession). In all
Member States, a primary aim of pol-
icy has become one of reintegrating
these people into employment and of
preventing those losing their jobs or
becoming disabled in the future suffer-
ing the same experience, not only in
order to reduce expenditure over the
long-term but equally importantly for
the self-fulfilment, self-esteem and
general well-being of the people
concerned.

Indeed, it is quite likely that expanding
active measures increases rather than
reduces overall social expenditure at
least in the short-term. Those assisted
in this way, through training, rehabili-
tation programmes, counselling and so
on, still need income support while
receiving such help. On the other hand,
active measures need not involve sub-
stantial cost, especially if they take the
form of eliciting private sector cooper-
ation, whether by persuasion or legis-
lation (by, for example, compelling all
firms above a certain size to employ a
minimum number of disabled people),
or by trying to alter the way in which
the labour market functions (by, for
example, making it easier for firms to

take on or dismiss workers, abolishing

restrictions on the operation of private
sector employment agencies or by
removing obstacles to low rates of pay
so as to make it profitable for com-
panies to employ relatively low
productive workers). :

The more interesting question is

~whether in practice expanding active

labour market measures of whatever

form is likely to reduce what is spent

on social protection in the long-term.
The answer is by no means clear-cut.
Ultimately, it will depend’on whether
the measures taken increase the

capacity of the Union economies to.
maintain and expand jobs, which in

turn depends on their effect on growth
potential, including in particular on
competitiveness, on the efficient func-
tioning of the labour marked and on the
employment-intensity of output. If
they have little effect in these regards,
then their main impact will tend to be
on the distribution of unemployment
and on job rotation. In other words, if
there is no overall expansion in the
numbser of jobs in the economy, then
to the extent that people are helped into
work by active measures it will inevit-
ably be at the expense of someéone else.

‘Spreading the incidence of unemploy-

ment, however, might well be regarded

as a desirable end itself, especially in-

sofar as it is accompanied by a reduc-
tion in long-term unemployment and
social exclusion.

The active measures
introduced in
Member States

The balance of public expenditure as
between active and passive measures
has not changed greatly over recent

years in the Union (in most Member
States, the former increased relative
to the latter over the period 1985 to
1990 as unemployment — and the
need for income support of the unem-
ployed — fell markedly buit declined
again in the early 1990s as unem-
ployment rose and increased the need
for support once more — see
Employment in Europe 1995, PartII,
Section 4). Nevertheless, expendi-
ture on active policies has generally
risen in relation to GDP, while in
addition measures not directly in-
volving public spending as such have
expanded in importance.

In patticular, as well as more being
~ spent on public employment services

to provide help and advice for people
to find jobs (in 8 of the 14 Member
States for which data are available
expenditure on such services rose
relative to GDP even when adjusted
to allow for the rise in unemploy-
ment), services were reorganised and
their efficiency improved in a num-
ber of countries. Private placement
agencies were legalisedin Sweden in
1993 and in Germany and Austria in
1994, as were non-profit making
agencies and those specialising in

.temporary placements in Spain. In

addition, in Italy the obligation to
notify all job vacancies to the public
employment services was abolished
in 1995. In both Belgium and Ger-
many, moreover, local employment
agencies were established with the
specific purpose of placing the unem-
ployed in temporary jobs.

In many countries, policy has in-
creasingly been targeted on the long-
term unemployed. In France, special
placement initiatives were taken in
1992 under ‘Programme 900,000’; in
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Belgium, a plan to monitor all long-
term unemployed of 45 and below
was introduced in 1993. In the UK,
‘Restart’ interviews were introduced
to provide systematic assistance and
advice to those who had been unable
to find a job for a long period; more-
over, from April 1996, employers
taking on those previously unem-
ployed for two years or more will
receive a refund of employers’ social
contributions for the first 12 months.

In Denmark, the ‘Employment Op-

portunities’ plan was developed with
the aim of offering a job to all the
unemployed who were still without
work after a year.

In the latter country, as well as in
Germany, France, Finland and
Sweden, wage subsidies have been

expanded significantly in the 1990s

to stimulate increased job creation
for the long-term unemployed and
others who are hard to place, in par-
ticular. In all of these Member States,
expenditure was around twice as high
in relation to GDP in 1993 than in
1990 and has continued to increase
since (see Employment in Europe,
1995, Part II, Section 4). In addition,
in Spain, a series of measures -di-
rected at the same abjective have
been introduced since 1992, partly in
the form of reductions in employers’
contributions. In France, for
. example, an extensive range of sub-
sidies are now in place to provide

incentives for firms to hire low

skilled workers. Here as elsewhere,
however, there is a questionmark
about their effectiveness as means of
expanding the numbers in employ-
ment overall insofar as firms may
merely replace existing, higher cost
workers by new recruits for whom
they receive a subsidy. Studies have,

therefore, tended to show that such
substitution effects can be signifi-
cant. v

Similar potential problems arise over

‘workfare” programmes of various
kinds which involve persuading the
unemployed to take up work, how-
ever funded: Such schemes are at
first sight attractive in the sense that
the unemployed do something rather
than nothing for the income support

they receive while at the same time

adding to economic output. More-

over the additional costs involved to

government over and above the

‘benefits paid can be relatively small,

especially if the unemployed receive
no additional financial inducement

for taking up such work. Neverthe- -

less, the displacement effects can be
substantial, whether work is per-
formed in the public sector which
would otherwise have been under-
taken by public sector employees or
contracted out .to private firms or in
the private sector under subsidy. In

addition, it raises questions about the
- value of such work if it is not econ-
omic to carry it out without subsidy

(whether explicit or implicit).

Equally, however, are clearly areas
of the economy where potentially so-
cially valuab’e activities are not
undertaken because of market imper-
fections (see the Commission report
on Local development and employ-
ment initiatives, SEC 564/95, pub-
lished in- 1995). These could
potentially be carried out by the un-
employed at the same time as provid-
ing them with work experience and
training at relatively little financial

cost or damage to wider economic

interests if concentrated in areas
where only the public sector is likely

to be involved (and where, therefore,
there is no possibility of firms losing
business or jobs in the private sector
being displaced). This applies espe-
cially to collective services, and en-
vironmental activities, in particular,
and in a number of Member States,
projects of this kind have been intro-
duced in recent years. For example,
in Spain, a large number of the young
unemployed have worked on restor-
ing historical buildings and in France
in national parks; in Berlin, the un-
employed receiving benefit are
allowed to work 32 hours a week on
the renovation of schools, while in an
experiment in a town in the UK, the
unemployed have been building eco-
logically-sound houses, which, for
lack of funds, would not otherwise
have been built.

A question about such projects con-
cerns not so much their value to the
community but their effectiveness in
integrating the unemployed back into
work on a permanent basis rather

-than providing temporary tasks for

them to do. So far there is little evi-
dence on this and further studies are
called for.

At the same time, there is some evi-
dence that these kinds of active
measure for providing employment
can give rise to problems over financ-
ing. In particular, since responsibility
for providing the unemployed with
work or finding jobs in the private
sector- for them often resides with
regional or local authorities, while
the policy itself is usually designed
and launched by central government,
the costs involved, which are prone
to being under-estimated, and who
bears these, are liable to be causes of
some conflict. In Germany, for
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example, the Federal Government
devised an extensive plan for refor-
ming social assistance aimed at
combining income support with
personalised assistance to find each
person a job. The scheme, however,
had to be abandoned because of the
opposition of municipalities faced
with the supplementary costs gener-
ated by the project. A similar conflict
arose in Denmark in 1994 over the
Employment Opportunities plan.

Subsidies to encourage job creation
do not. necessarily have to take the
form of expenditure. The same effect
on the costs of employment can
equally be achieved through reduc-
ing charges on firms, in particular by

relieving employers in part or in total

of the need to pay social contribu-
tions. (Indeed in a number of coun-
tries, despite their equivalence, this

measure seems to be more acceptable -

than subsidies, which in part reflects
a greater reluctance to increase pub-
. lic expenditure than to reduce tax and
other government receipts.) As de-
scribed in more detail below, such
reductions have been made in a num-
ber of Member States in recent years,
though for the most part they have
been targeted on particular groups,
especially the young and long-term
unemployed.

A somewhat different approach to pro-
viding jobs for the unemployed is
through explicitly trying to share avail-
able work more evenly. This has been
developed in the Scandinavian coun-
tries in particular, where it is linked to
training and other forms of leave for
existing employees. In Sweden, the
‘trainee temporary replacement sche-

me’ was introduced in 1991 to encour- |

age employers, through reductions in

the training levy, both to allow Workers
time-off to improve their skills and to
take on someone temporarily to re-
place them. In Denmark, a similar
scheme, though extending to sabbati-
cal and parental leave as well as train-
ing, was introduced in 1994 with the
aim of stimulating a rotation of jobs
between those in work and those
unemployed (see box). In Finland,
moreover, there are plans to introduce

_a job rotation system for the same rea-

sons.

Active measures have not only been
confined to those registered as unem-
ployed. They have been extended
also to the sick and disabled who
have tended to increase in number as
well. In the Netherlands and the UK
— where the relative numbers of dis-
abled and working days lost to sick-
ness are both higher than elsewhere
in the Union — as well as in Spain,
responsibility for providing income

support for those reporting sick has -

been shifted, at least for the initial
period of illness from the State to the
employer, with the aim of encoura-
ging more effective policing of entit-
lement, as discussed further below.
In Sweden, moreover, occupational
injury and sickness benefits have re-
cently been reduced significantly, in
part to encourage beneficiaries to
participate in active rehabilitation
programmes.

Financing

As pressure has increased on
social expenditure, so too has
attention focused on both the scale of
finance required to fund social pro-
tection systems and the methods of
raising it. In particular, attempts have
been made in many parts of the

"Union to relieve the burden on em-

ployers who, through their contribu-
tion to insurance-based systems -
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especially, have traditionally pro-
vided a significant proportion of the

income required. This has been mo-

tivated by a concern to avoid unduly

adding to labour costs in a contextof

both high unemployment and in-

creasing exposure of producers to

external competition. In almost all
Member States, therefore, the share
of finance for social protection pro-
vided by employers’ contributions
‘has tended to decline in recent years
(see Chapter 3 below). Though no
data are as yet available, the indica-

tions from the measures introduced
" by Member States suggest that tiiis
decline has, moreover, accelerated
since 1993 as increased efforts have
been made to reduce the costs of em-
ployment. R

The concern to keep down em-
ployers’ contributions and to com-

pensate for any reductions made in

these has led to an intensified search

for alternative forms of financing
and, associated with this, a reassess-
ment of the balance between insur- |

ance contributions and taxation. The
insurance-based nature of social pro-
tection systems in most Member
States, however, represents a formi-
dable obstacle to any substantial,
wide-ranging restructuring of fin-
ance. The link between contributions
and benefits, in other words, is an
integral element of the system which
cannot easily be loosened, let alone
broken, without altering fundamen-
tally the way it functions.

This inherent problem has led gov-
emments in a number of Member

States to seek to differentiate -
between those elements of social

protection expenditure which are an
integral part of the social insurance

system, where the payment of con-
tributions gives entitlement to
benefits, such as unemployment and

~ earnings-related pensions, and others

where the transfers or services pro-
vided are not so closely linked to
contributions, more uniform and
more universally available, such as
health care and family allowances.
Making such a distinction, therefore,
opens up the possibility of shifting
from contributions to taxes, in what-
ever form, as a means-of financing
the latter.-This approach has been
followed, for example in Germany,
where, there have been recent at-
tempts to differentiate between un-
employment benefits linked to
employment records and the con-

tributions paid and other aspects of -
- labour market policy which are more

generally open to those who are in
need of assistance. Similarly in
Luxembourg, the funding of family

.benefits was shifted from employers

to general taxation in 1994, while in

" Greece. and Spain increasing con-

sideration is being given to the same

kind of restructuring of finance.

As a corollary, there is also a tend-
ency to earmark the taxes which are
raised or introduced to compensate
for reductions in contributions
specifically for social protection. In
France, a new ‘solidarity’ tax, the
‘Generalised Social Security
Contribution’ (CSG), levied on all

- personal income, was introduced in

1991 and increased in 1993, the
revenue raised going towards financ-
ing basic (ie non-contributory)
pensions. A similar contribution (the
‘Personal Social Contribution’) has
been levied on all taxable income in
Belgium since 1994 and part of en-
ergy and value-added taxes as well as

excise duties and property taxes have
been earmarked for social protection,

- while in Luxembourg, a special levy

on fuel has been introduced to help
fund employment promotion.

These latter two changes are part of
a tendency in many parts of the
Union to shift the burden of taxation
from employment (the demand for
which needs to be encouraged) to
natural resources (the excessive use
of which needs to be discouraged).
This is in line with the Commission
proposal to combine a COy/energy
tax with a reduction in employers’
contributions to stimulate job cre-
ation while at the same time encour-

. aging energy saving and lower

emissions to help safeguard the envi-
ronment. Other examples of Member
States following this principle are
Denmark, where taxes on labour
have been reduced and taxes on en-
ergy increased, the UK, where em-
ployers’ contributions have recently
been reduced and VAT imposed on
fuel as well as a new landfill tax
announced, and the Netherlands,
where a tax on energy use is being
considered.

On the other hand, in Scandinavian
countries, an opposite trend is appar-
ent. Here social expenditure has al-
ways been predominantly financed
by general taxation and insurance-
type contributions have played a very
minor role in most respects. Increas-
ing consideration, however, is being
given to the extension of contribu-
tions, partly to diversify sources of
finance, but mainly to establish a
closer link between funding and en-

.titlement to benefit, which poten-

tially provides a means of restricting
access to the benefit concerned or of
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varying the amount paid out or
~ the level of service provided in line
with what has been contributed. In

Denmark, in particular, where in the *

past social protection, at least so far
as statutory aspects are concemed,
. has been financed entirely from tax-

ation, since 1994, all workers have

had to make a contribution (of 5% of
their gross salary, though 8% as from
1998) to labour market funds out of
which unemployment and early re-
tirement benefits as well as support
for the new forms of leave discussed
~above are paid. From 1997, more-
over, employers will also have to
- contribute.

At the same time, in Germany, fol-
lowing reductions in the contribu-
tions rates for pensions between 1991
and 1994, contributions for em-
ployers as well as employees were
raised in 1994 (by equal amounts) on
the introduction of the new long-term
care insurance scheme (discussed
below). To compensate employers

for the additional cost, however, this:

was accompanied by the cancellation
of a public holiday.

Given the difficulties of across-the-
board reductions in contributions of

any size (though in a number coun-_

tries, employers’ contributions have
been cut in the recent past — in Spain
and Portugal, for example in the for-
mer, together with a cut in em-
ployees’ contributions) two trends
are apparent. One is to shift the
burden of contributing from em-
“ployers to employees, which seems
to have occurred in Northern Mem-
ber States (particularly in Belgium,
France, the Netherlands and, more
recently, the UK) though less so in
the South of the Union (where,

" except in Italy, the share of total fin-
. ance provided by employees fell be-

tween 1980 and 1993 — see Chapter
3 below). The other is to make selec-
tive rather than general reductions in

employers’ contributions. This has

especially been the case in respect of
low-paid workers. A particular aim
in many countries has been to en-
courage the employment of those
with relatively low skill levels or of
young- people who are capable of
commanding only comparatively

low rates of pay and account for a

disproportionate share of the unem-

‘ployed. For these especially, high

social charges can represent a signi-
ficant deterrent to firms which other-
wise might take them on. \

In Belgium and Ireland, for example,
employers’ contributions were re-
duced in 1994 in respect of employees
on low pay, and in Ireland a further
reduction (from 9% instead of 12% for
those earnings less than around 15,000
ECU a year) was made in 1995. In the
UK, a further reduction was made in
employers’ contributions in 1995. In
addition, in France employers in 1993
were granted a five-year exemption

" from contributing to family allow-

ances as regards employees paid less
than 1.3 times the statutory minimum
wage (SMIC).

The young, the long-term unem-
ployed and the disabled have been
particular target groups. In Italy as in
Portugal, a special reduction in con-
tributions has been introduced for
employers recruiting anyone belong-
ing to these groups (with wider con-
cessions applying in the South),
while in Belgium, employers are
entitled to a reduction of contribu-
tions for a three year period (of 100%

in the first year and 50% in the third)
if they take on someone who has been
employed for a year or more or who
is under 26 and has been out of work
for at least six months. Similarly, in
Spain, firms which take on young
people, someone unemployed of 45
or over or a disabled person on a
temporary contract (of 1-3 years)

- have their contributions reduced by

75% and for small firms reductions
apply for anyone taken on who was
previously unemployed.

A further tendency apparent across
the Union is to supplement tradi-
tional sources of finance by user
charges, which in some sense can be
considered a form of taxation. These

- are discussed below.

Privatisation
— towards a new
‘welfare mix?

- widespread reaction to the evi-
dent pressures from economic

and impending demographic devel-
opments has been to search for
radically new approaches to the
organisation, operation and funding
of social protection systems in Eu-
rope. A particular focus has been on
the possibilities of increasing private
sector involvement in a number of
ways as well as of shifting responsi-
bility for certain risks from the State
to the individual, or sometimes the

‘employer. In the extreme, it has been

suggested in some quarters that the
concept of universal coverage and of
equal access of all citizens to social
protection according to need is
outdated and/or too costly for mod-
em economies to support and that
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State systems should be confined to
providing basic assistance and sup-
port to those without the means of
providing for themselves.

Although the more general issue of
defining the desirable scope of social
protection, especially in areas such as
health care or pensions, has been a
major topic of debate, there has been
little support for this kind of extreme
solution to the funding problems of
existing systems. Indeed, as noted in
Chapter 1, there is deep-seated popu-
lar attachment in all Member States
to a broadly-based social protection
system, and successive European
Summits have reiterated the central
importance of maintaining present
systems in the Union not only for
reasons of social cohesion but also to
strengthen the basis for economic
growth and improving competitive-
ness.

- Nevertheless, the role of the private
sector and the desirable scope of indi-
vidual responsibility are both issues of
importance which are likely to become
more so in future years as real incomes
continue to grow and demographic
trends unravel. Already tendencies to-
wards privatisation in various senses,
of contracting out activities to the pri-
vate sector, of encouraging private
provision of services or support, of
shifting responsibility for protection to
individuals or part of the costs of pro-
vision onto them, are evident in most
Member States. While the aim of re-
ducing costs to the government is a
major motivation underlying such
moves, it is also argued that greater
private sector involvement is a means
of introducing more competition in the
delivery of services and, therefore, of
increasing efficiency. Equally, giving

»

more responsibility to individuals to
provide for their own protection
widens their freedom of choice over
how much and what kind of insurance
to have and so arguably is a way of
increasing the effectiveness of expen-
diture, in the sense of the pattern of
what is spent conforming more closely
to consumer — and social — pref-
erences. :

A point worth emphasising given the
prevailing preoccupation with cost
containment is that privatisation in
these senses does not necessarily re-
duce what is spent overall on protec-
tion though it may help to keep down
public' expenditure and, therefore,
taxes and contributions. In a number of
areas leaving consumers freer to
choose what they spend may well re-
sult in higher expenditure, especially
as real incomes increase. This is most
notably the case as regards health care
as witnessed by the scale of spending
and the range of services provided in
the US — where it is also open to
question how far economic efficiency
is boosted by greater freedom of con-
sumer choice — but it may also be true
of saving for retirement as people look
forward to a longer period of old age
as life expectancy increases.

The trend towards privatisation is
wide-ranging but is most apparent in
respect of retirement pensions, health
care and social services and sickness
and invalidity benefits. Recent devel-
opments in each of these areas are
examined in turn below.

Retirement pensions

In a number of Member States, gov-
emments have introduced incentives

to encourage the development of pri-
vate insurance schemes for the provi-
sion of pensions over the past few
years. With the major exception of
the UK, however, such schemes are
not intended to replace public sector
provision directly but to enable
people — occupational groups in -
particular — to supplement their
state pensions if they so wish. In this
way, as well as giving people more
choice over how much they wish to
contribute, it is hoped to relieve
pressure for an expansion of State
supplementary schemes. Occupa-
tional schemes of this kind have
existed for some time in both
Belgium and Germany, while in Italy
legislation took effect in 1994 to fa-
cilitate the development of company
pensions.

In the UK, on the other hand, a major
aim of policy in this area for the past
decade and more has been to hive off
responsibility for a large part of pen-
sion provision to private insurance
companies and employees have the
right to contract out of the State sup-
plementary system so long as they
belong to an approved privately man-
aged scheme. In the past, such
schemes were predominantly or-
ganised by employers and were spe-

cific to particular occupational

groups or companies. Over the past
few years, however, attempts have
been made, through financial incen-
tives and publicity, to encourage the
development of personal pensions as
a substitute for, rather than as an ad-
dition to, State supplementary pen-
sions.

This approach, however, has recently
been called into question for two rea-
sons. First, the Maxwell scandal,
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where pension fund money was used
by an employer for his own purposes

and lost as the company failed, has

demonstrated the need for closer
supervision and much tighter con-
trols on private pension funds. Sec-
ondly, members have had to pay
higher levels of contributions to
cover the higher costs associated
with running individual pension
schemes as compared with large oc-
cupational schemes. Given such
costs and the costs of supervising
private schemes effectively, added to
the greater inflexibility associated
with a multitude of different occupa-
tional schemes which in some cases
increase the costs of moving between
jobs, it is open to question how far
privatisation on the scale obtaining in
the UK represents a more efficient
and lower cost solution to the provi-
sion of adequate pensions.

Health care and

social services

A combination of public and private
provision is most prevalent in respect
of health care. In all Member States,

the private sector is involved to some

extent in the supply of treatment and
services and in most countries its im-
portance has increased since 1980
(the only exceptions between 1980
and 1993 were Belgium, the Nether-
lands and Finland — see Chapter 3

below). At the same time, an increas-

ing proportion of the cost of treat-
ment and of prescriptions has been
passed onto patients. Moreover, in
two countries, in particular, the
Netherlands and the UK, significant
reforms have taken place in the way
the system is organised, both with
the intention of introducing more

competition and so increasing effi-
ciency (see Chapter 5 below).

In Sweden, privatisation has in recent
years been extended to social service
activities, in particular, to the provi-
sion of various personal services,
such as child care, where there was
previously a public sector monopoly,

though this is essentially bringing the

situation into line with that existing
in other parts of the Union. To en-
courage this development, State
grants have been introduced for those
providing such services.

A different example of privatisation,
in a broad sense, in this general area
is the establishment of the Child Sup-
port Agency in the UK in 1993, set
up to identify and trace absent par-
ents — fathers, in particular — with
the aim of increasing the amount that
they pay to support their children
(through the application of a fixed,
and controversially rigid, formula to
their present income) and, accord-
ingly, to reduce the amount the State
has to pay.

Sickness and
invalidity benefits

Concermn about the scale and growth
of sickness ‘and invalidity benefits
has, in recent years, led governments
in two countries, in particular — the
Netherlands and the UK — to look
for ways of reforming the system of
payments in order to curb expendi-
ture, partly through tightening eligi-
bility criteria and partly through
reducing the level of income support
or abolishing benefits completely. In
both’ countries, policy has been
aimed at shifting responsibility for

payment and, therefore, for checking
the validity of claims onto employers
(see box on the relative numbers of
people who regard themselves as per-
manently disabled in these two coun-

 tries).

In the Netherlands, legislation was
introduced in 1993 to make the level
and duration of benefits dependent
on age, to widen the definition of
what is deemed to be suitable em-
ployment for the claimant and to
introduce regular medical examin-

- ations. In 1994, further legislation

was enacted to make employers en-
tirely responsible for income support
for the first six weeks of sickness and
to encourage them to check that the
person concerned is really too ill to
work and to set up counselling ar-
rangements. At the same time, com-
panies are required to develop
policies on reducing the prevalence
of sick leave. ‘ '

Simgilar measures have been intro-
duced inthe UK. As from April 1995,
short-term sickness and longer-term
invalidity benefits were amalga-
mated into a single Incapacity
Benefit, with the level of payment
increasing with duration and with
regular independent and more strin-
gent medical checks being required.
In addition, from April 1994, em-
ployers have become responsible for
covering the first 28 weeks of sick-
ness. The extra cost, however, has
been offset by a reduction in their
social ‘insurance tontributions (pro-
portionately greater for lower ‘than
higher wage-earners), which onaver-
age more than compensates for the
expected additional expenditure they -
are likely to incur.
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 Chapter 2 - Adapting to change: recent reforms and key developments .

Numbers of disabled in the Union

~ Comparable and reliable data on the number of people drawing invalidity
or disability benefits in the Union are not available. Some indication of the
numbers involved can be gained from the Community Labour Force Survey
~ which includes a question on why respondents were not actively seeking
- work and suggcsts bemg pe:manent.ly dlsabled asa possxble reason.

The relative numbers of people classified as permanently disabled in the; .
_ Netherlands and the UK on this basis in relation to other parts of the Union
_is striking. In both countries, some 7% of people in the 45 to 54 age group

and 15-16% of those in the 55 to 64 age group considered themselves to

be permanently disabled in 1994 (Graph 10). These proportions, which

almost certainly reflect the kind of income support which they are receiving

.. rather than the actual number of people who are disabled, are twice as high

as the averages for the Union as a whole — though it should be noted that ’

the data are incomplete for some countries, France, in particular, for which

there are no data at all. Around half of all the disabled people in the Union

were, therefore, living in these two countries. Moreover, in both cases, the
proportions have tended to increase over time, though there was some fall
in the Netherlands for the younger of the two age groups between 1993 and
1994, perhaps in response to the tightening of eligibility conditions.

10 People aged 45-54 and 55-64 economically inactive
because of bemg permanent.ly disabled, 1987 and

1994
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As in the Netherlands, such a change
is deliberately designed to give em-
ployers a marked incentive to reduce
the incidence of sick leave. Never-
theless, while more systematic moni-
toring of leave might be called for,
there is a danger that a result of the
change will be to discourage em-
ployers from hiring people who are
regarded as likely to be prone to
spells of absence for illness or to
retain those who have already shown
themselves to be.

The experience in Germany, where
employers have been responsible for
some time for the payment of sick-
ness benefit, seems to indicate that
this is not so much of a potential
problem. The experience also sug-
gests, however, that it is important to
have rules governing hiring and fir-
ing which specifically prevent
employers having access to an appli-
cant’s detailed medical record or
being able to fire someone purely
because of their state of health and
which are strictly enforced. In prac-
tice, the people likely to suffer most
from the change in arrangements are
those employed by small companies
where controls, are deliberately rela-
tively lax. At the same time, the Ger-
man experience also seems to
suggest that there is unlikely to be
much if any saving in overall expen-
diture on sickness benefits as a result
of the change, even though public
spending will be lower.

As governments in these two countries
and others in the Union have focused
on reducing social expenditure, in
Germany, the scope of the system has
been extended to include a new func-
tion, insurance against long-term care
(Pflegeversicherung), financed, as




noted above, by a general increase in
contributions. The novelty of this
move is not the provision of support for
care itself — in a number of other
Member States, care is provided as part
of health or social services or as part of
their social assistance arrangements —
but its incorporation in the social insur-
ance system as such.

Concluding
remarks

ne conclusion to be drawn
from the above is that, just as
* Member States are characterised by
significant differences in their social
protection systems, as emphasised in
Chapter 1, so too have there been a
number of disparate developments
"over recent years. Nevertheless,
there are clear signs of some conver-
gence in the measures taken and in
the focus of policy effort, which
should not be too surprising given the
" common nature of the problems and
challenges faced.

Most particularly, in all Member
States, governments have been in-
creasingly concerned with contain-
ing costs, especially of old-age
pensions and unemployment com-
pensation, two areas where the actual
and impending pressure for expendi-
ture growth is acute. The action taken
in this respect has also been similar,
taking the form of targeting entitle-
ment to benefit more narrowly — in
respect of pensions, by raising the
age of retirement — as much as di-
rectly reducing the rates of benefit
paid.

Cost containment has also been a
major objective in the provision of
health care where in a number of coun-
tries, in addition to the Netherlands and
the UK where reforms have been most
substantial, such as Italy, Germany and

Spain, attempts have either been made .

or are being considered to introduce
more competition into the system with
a view to raising efficiency. '

In addition, there is a common trend
away from a passive policy of in-
come support towards active
measures to get people into a position
where they can support themselves
rather than having to rely on the
State. The precise measures taken,
however, vary somewhat across the
Union, especially in respect of -the
role played by government, at the
regional and local as well as central

level. In some Member States, the

public authorities are much more ac-
tively engaged in the job creation
process than in others, where they
have concentrated more on an enab-
ling role, removing restrictions and
obstacles to employment growth.
What is meant by active policy,
therefore, differs in some degree
across the Union and has come to
cover a broad range of widely differ-
ing measures and approaches. In
most Member States, however, im-
proving the functioning of the em-
ployment services and the help and
advice given to job seekers has been
a central part of policy.

In financing, there has been a wide-
spread shift away from contributions,
especially those levied on employers
towards increased reliance on taxa-
tion on the grounds that the former is
liable to add to labour costs and so
deter job creation and damage cost

competitiveness. As part of this, a
general search for alternative forms
of funding is evident, as well as the
development of taxes earmarked for
the financing of specific benefits or
services. On the other hand, in
Denmark the opposite is occurring
with the introduction and expansion
of contributions, though from an-
other perspective this can be seen as
move towards convergence with the
rest of the Union where there is a
more mixed pattern of financing.

Common trends are also apparent
with regard to privatisation, if this is
defined in very general terms to
encomgass any changes which lead
to more private sector involvement in
the provision of social protection or
individuals having more responsi-
bility and choice over the amount and
form of protection provided. At the
same time, there is little sign of any
general move to narrow the scope of
social protection coverage or away
from universal entitlement to-income
support and access to services.

Indeed, in the Southern countries of
the Union as well as in Ireland, sub-
stantial progress has been made
towards the establishment of systems
comparable in their coverage and the
level of support provided to those in
other Member States. Equally, in a
number of countries, protection has
been improved or extended to meet
new needs, not only in Germany,
with the introduction of its long-term
care insurance, but also in Denmark
and Sweden, where entitlement of
workers to periods of leave for train-
ing or parental care has been intro-
duced of extended and combined
with the provision of temporary jobs
for the unemployed.
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 Chapter 3~ Trends in soclal protection and ts financing

Chapter 3 Trends in social protection
and its financing

In 1993, expenditure on social pro-
tection — defined to include old-
age pensions, health care, sickness
and invalidity benefits, unemploy-
ment compensation and spending on
public employment services, family
allowances and maternity benefits
and housing benefits as well as ad-
ministrative costs — averaged
around 29% of Community GDP.
This was equivalent to just over
4,500 ECU per person living in the
Member States.

Variations in the scale of spending
across the Union, however, are sub-
stantial. Whereas in Denmark and the
Netherlands, expenditure amounted
to over 33% of GDP (and to around
35% in Finland, where the figure has
been increased markedly by the
slump in GDP, and around 30% in
Sweden, though for the latter not di-
rectly comparable figures as yet
exist), in Ireland, it was only around
21'%, in Portugal 18% and in
Greece just over 16% (Graph 11).

In terms of average expenditure per
head of population, differences are
even wider. While Luxembourg in
1993 spent an average of over 6,600
ECU (expressed in purchasing power
standards to make the figure more
comparable, in terms of the com-
mand over real resources, with that

for other countries in the Union) on
social protection for every person
resident in the country, Greece spent
only 1,600 ECU per person (stand-
ardised in the same way), a difference
of over 4 times. Although the extent
of variation was less for other Mem-
ber States, it was still the case that
there was a considerable difference
between the level of expenditure in
the more developed, more pros-
perous countries in the North of the

Union and those in the South together
with Ireland. Both the Netherlands
and Denmark, therefore, spent al-
most twice as much per head on so-
cial protection in purchasing power
terms in 1993 than Spain, over twice
as much as Ireland and almost three
times as much as Portugal.

Although these differences largely re-
flect differences in levels of real in-
come — and purchasing power — per

11 Social protectibn expenditure per head and in

relation to GDP, 1993
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head, it is, nevertheless, the case that
there is a perceptible tendency, even if
by no means uniform, for social expen-
diture to be higher in relation to GDP
the higher the level of real income
(Graph 12). In other words, as econ-
omies develop and become richer, they
tend to devote an increasing proportion
of resources to social protection in its
various aspects. The extent to which
this happens, however, itself varies be-
tween countries. The Netherlands and
Italy with much the same levels of
GDP per head when expressed in
purchasing power standard terms
have very different levéls of spending
onsocial protection inrelation to GDP.
Whereas in the former it amounted
to 33',% in 1993, in the latter it was
under 26%. Indeed, in all Northern
Member States where GDP per head
was higher than in the Netherlands
(or Denmark), social protection

expenditure was lower, in some cases
significantly so. The choice of how
much to spend on social protection
even between countries with similar
levels of real income, therefore, differs
markedly between Member States.

Real income, on the other hand, is by
no means the only determinant of ex-
penditure levels. Countries also vary in
terms of the need for social protection
because of different population struc-
tures (the proportion of elderly
people), different levels of unemploy-
ment, different disparities in under-
lying income distribution and so on.

Outline of analysis

hese differences, and the
changes which have occurred in

16 _
DP. per head, 1

them over time are among the issues
examined in this chapter, which is
concerned not only to review the
comparative levels of social protec-
tion expenditure across the .Union
and how these have changed over
time in relation to economic growth,
but also to try to identify the proxi-
mate reasons for the differences
which exist and the variations in rates
of change. In particular, a major aim
is to consider how far demographic
trends, and more specifically change-
s in the numbers potentially in need
of protection, or support, can account
for the changes in social expenditure
which have occurred over the past
decade or so.

Such an analysis, however, is by no
means straightforward. What can be
achieved is very much limited by
data problems. Thus while there is
now a relatively well developed set
of data on social protection expendi-
ture in the Union designed to be as
comparable as possible (though not
as yet including two of the three new
Member States), which forms the
basis for the analysis here (see Notes
and sources at the back of the report), *
there is considerably less information
about the number of people in receipt
of social protection, whether of in- *
come support or of the various ser-
vices provided. In general, the lack of
data on beneficiaries means' that
population or labour market figures
for groups at risk (for example, the
number of people above retirement
age in the various countries) have to
be used instead to serve as a proxy for
the numbers receiving support. As a
result, it is not possible to examine
what is happening to the extent of
coverage of social protection sys-
tems, in the sense of whether an
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increasing or declining number of

people at risk have access to assist-
ance, or, in other words, to the pro-
portion of people at risk who are
assisted.

This is a major weakness of the ana-
lysis since it lies at the root of any
assessment of the effectiveness of
~ systems in actually reaching the
people in need and providing adequ-

ate levels of protection and support.

(Prospectively, the new Household
Panel Survey established by Eurostat
will provide information about the
numbers receiving income support in
various forms from the social protec-
tion system across the Union at any
one time and the amount involved.
The first results of the survey should
be available around the end of 1995.)

In what follows, the growth of total
expenditure on social protection in
Member States between 1980 and
1993 (the latest year for which data
are available) is first examined in
relation to the growth of GDP and
population in order to try to assess the
long-term trend — ie whether and to
what extent there is a tendency for
social protection to absorb an in-
creasing proportion of resources over
time.

Secondly, the pattern of expenditure
on the main functions and the way. in
which this varies between Member
States are considered together with
the changes which have occurred
over time to identify the areas of
growth and decline.

- Thirdly, expendifure on each of the

main areas, or functions, of social -

protection is examined, in turn, in
some detail in order to assess how far

the changes which have occurred re-

flect changes in the numbers of

people potentially in need of support
(for example, growing numbers of

" people in retirement) as opposed to
changes in.the average level of.

benefit provided. In addition, the
changing structure of individual
kinds of benefit — in particular, the
extent to which they are subject to

means-testing and the relative im-

portance of supplementary payments
— is also considered.

Finally, the changes in sources of
finance for social protection systems
over the past decade or so are ana-
lysed, focusing especially on the
amounts raised from contributions in
relation to the revenue obtained from
general taxation.

7

Growth in
expenditure,
1980 to 1993

Between 1980 and 1993, total ex-
penditure on social expenditure
increased in relation to GDP in all
Member States with only two excep-
tions — Belgium and- Germany

where it declined. Over the Union as -

whole, average expenditure went up
from 24% to just under 28% (29% if
the new Linder are included), a
slower rate of increase than in the
1970s when all Member States with-
out exception experienced a marked
expansion of spending (Table 1).

Countries showing the largest rises
since 1980 include in particular the
Southern Member States, Greece,
Spain, Italy and Portugal, all of
which were engaged to differing

extents in developing their social
protection systems to be comparable
in coverage with those in the North
of the Union. On the other hand, they
also include the UK, where policy
was directéd perhaps more than else-
where at restraining social expendi-
ture growth. (It should be noted that
because the figures for social protec-
tion expenditure in Austria and
Sweden are not directly comparable
with those for the rest of the Union,
the levels, either in value terms or in
relation to GDP, are not included in

- the graphs and tables in this chapter.

The changes over time, however, are
included wherever possible since
these ought to be more comparable
with the changes shown for other
Member States. For Finland, com-
parable data are available but only for
the years 1990 to 1992 and these are
included in the analysis wherever
possible. Changes for years before
1990 are based on national data.)

However, the change over the period
as a whole conceals markedly differ-
ent developments within the period.

‘In particular, most of the growth in
- spending which occurred between

1980 and 1993 was concentrated in
the three years of recession between
1990 and 1993 when GDP expanded
only slowly or not at all. Over the
Union as a whole, whereas social
expenditure rose by 2'/,% of GDP in
the early 1990s, it went up by only
1% of GDP over the whole of the
1980s and between 1985 and 1990,
when economic growth was rela-
tively high, spending declined in re-
lation to GDP.

A similar pattern is evident in most
Member States. (The level of expen-
diture relative to GDP is, however,
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UK E12 A* SF

Total social expenditure as % of GDP

1970 187 196 215 - - 192 132 174 159 208 - 159 19.0
1980 280 287 288 97 182 254 206 194 265 301 129 206 24.1
1965 203 27.8 284 154 200 28.8 236 226 234 317 142 238 259 '
1990 270 298 269 161 20.6 27.7 195 241 221 322 150 221 25.2 26.0 -
1993 275 332 27.6 163 240 309 214 258 249 336 183 27.3 277 35.4

(31.0) (28.7)

Annual change in expenditJ;e as % of GDP

1970-80 09 09 07 - - 06 07 02 11 09 - 05 05 - - -
1980-85 0.3 _-d.2 01 11 04 07 06 06 -06 03 03 06 04 02 08 0.1
1985-90 05 04 -03 01 O1 -02 -08 03 -03 01 02 -03 -01 00 03 01

1990-93 02 11 063 00 11 11 06 06 09 05 11 17 08 06. 47 02

Social expenditure exclilding unemployment compensation as % of GDP

1970 182 192 213 - 190 94 174 159 202 125 18.1

1980 256 257 280 '95°155 243 190 19.0 263 283 126 191 229

1985 26.3 24.7 27.0 151 165 27.4 205 21.8 231 281 139 215 24.2

1990 246 266 258 157 17.4 262 172 237 220 296 148 21.3 239 25.4

1993 25.0 29.1 261 157 192 289 184 253 247 307 174 256 259 32.0
(29.0) o (26.7)

Annual change in expehditure as % of GDP

1970-80 07 06 07 08 t+5 05 10 02 10 08 13 07 05 - - -

1980-85 02 -02 02 11 02 06 03 06 -06 00 03 05 03 01 08 00
1985-90 03 04 -02 01 02 -02 -07 04 -02 03 02 00 -01 -01 04 01
1990-93 01 08 01t 00 06 09 04 05 09 04 09 14 06 04 33 -05

Note:  The figure for the EC in 1970 refers to the 9 Member States for which data are available. The change between 1970 and 1980
relates to the average for these 9 Member States. Figures in parenthesis are for total Germany, including the new Lénder; other
figures for Germany exclude new Lénder. The figures for the UK have been adjusted to a calendar year basis (and therefore,
differ very slightly from those published in Eurostat, Social Protection Expenditure and Receipts, 1980-1993
* A, SF, S 1990-92.

Source: Eurostat, ESSPROS database; A and S from national sources; SF for 198090 from national sources and for 1990-92 from
ESSPROS
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very sensitive to the economic cycle
and though the timing of this is fairly
uniform between countries, the pre-
cise years in which turning-points oc-
curred vary slightly which affects the
changes shown over specific periods
of time.) In five countries —
Belgium, Germany, France, Ireland
and the UK — social expenditure fell
relative to GDP in the second half of
the 1980s and only in Denmark, Italy,
Portugal and Finland was there a sig-
nificant rate of increase (more than
0.1% of GDP a year). In all countries
without exception, social expendi-
ture went up in relation to GDP be-
tween 1990 and 1993, in six Member
States — Denmark, Spain, Luxem-
bourg, Portugal, the UK and Finland
— by more than 1% of GDP a year.

A major reason for the rise in expen-
diture in relation to GDP over this -

period was clearly the economic re-
cession. This both added to the need
for spending, because of the steep
rise in unemployment with which it
. was associated, and more importan-

tly depressed GDP directly. In prac- -

tice, in most countries only a small
part of the rise in expenditure relative
to GDP during the early 1990s was
due to higher payment of unemploy-
ment compensation (on average over
the Union as a whole, it accounted for
just 0.2 percentage points a year of
. the 0.8 percentage points by which
expenditure rose as a proportion of
GDP — Table 1). On the other hand,
in Germany and Spain, it accounted
for half or more of the rise and in
Sweden for more than all of the in-
crease (here spending excluding un-
- employment pay declined relative to
GDP — in this case over the two
years 1990 to 1992).

In order to isolate the effect of the
depressed state of GDP on the
figures, it is instructive to examine
the rate of growth of expenditure on
social protection in itself. Between
1980 and 1993, average expenditure
on social benefits in the Union (i¢
excluding administrative expenses)
grew by 3-3',% a year in real terms
(deflating by the change in consumer
prices — the growth in the total in-

cluding administration was much the

same). Growth, however, was far
from uniform over time. Between
1980 and 1985, it averaged just over

-2'/:% a year in the Union as a whole,

between 1985 and 1990, as economic

growth picked up, it rose to almost-

3Y,% and between 1990 and 1993,
when for the most part when the
European economies were into re-
cession, it increased further to almost
4'/,% a year (Table 2). Much of this
acceleration, however, reflects the
effect of variations in the rate of un-
employment. If social transfers to the
unemployed — social assistance as
well as benefits — are excluded, the

difference in the rate of growth of .

expenditure both between the first
and second half of the 1980s and
between the second half of the 1980s
and the early 1990s narrows appreci-
ably. Indeed, on this basis, growth of
expenditure on social benefits was
only very slightly higher in the years
1990 to 1993 than over the period
1985 to 1990 (just over 3',% a year
as opposed to just under). ‘

Moreover, the effect on social pro-
tection expenditure of changing le-
vels of unemployment is not
confined solely to unemployment
transfers. Spending on family allow-
ances will also be affected to the ex-
tent that transfers are made to support

‘the dependent children of the unem-
ployed, while spending on old-age
pensions will also tend to be affected
through changes in early retirement
(see Chapter 2 above). The under-
lying rate of spending growth in the
early 1990s, therefore, was probably
no higher than over the latter part of
the 1980s, and possibly slightly
lower. Nevertheless, even taking ac-
count of thése other elements, the
underlying growth rate between
1990 and 1993 was still over 3% a
year, higher than the long-term of
growth of the Union economies over
the past 15-20 years, implying an
upward trend in expenditure on so-

. cial protection relative to GDP. This

inlarge measure reflects the growing

~ needs for social support from both an

ageing population and a changing
structure of households.

The pattern of expenditure growth
over time has by no means been uni-
form between Member States. In

" most countries, even allowing for ris-

ing expenditure on unemployment
benefits, spending on social benefits
in real terms rose at a faster rate be-
tween 1990 and 1993 than over the
preceding five years, which perhaps
explains in part the widespread em-
phasis on cost containment described
in Chapter 2.

In terms of expenditure on social
benefits per head, this increased in .
real terms by just under 3% a year
between 1980 and 1993 — slightly
less than the overall growth because
of the (small) rise in population. The
growth, however, varied from under

2% a year in Sweden, Belgium,

Germany and the Netherlands, to 5%
a year or more in Finland and Portu-
gal (Graph 13).
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DK

GR

IRL

NL

UK

EUR12

SF

1980-85
1985-90
1990-93
1980-85
1985-90
1990-93
198045
1985-90
1990-93
1980-85
1985-90
1990-93
1980-85
1985-90

1990-93 .

1980-85
1985-90
1990-93
1980-85
1985-90
1990-93
1980-85

1985-90

1990-93
1980-85
1985-90
1990-93
1980-85
1985-90
1990-93
1980-85
1985-90
1990-93
1980-85
1985-90
1990-93
1980-85
1985-90
1990-93
1980-85
1985-90
1990-92
1980-85
1985-90
1990-92
1980-85
1985-90
1990-92

Old-age Sickness Invalidity Unempl.

1.2
3.0
3.2
25
24
25

40

48
22

0.3
4.2
-15.1

0.1

.14

22
3.6
4.2
0.9
25
3.2
16.9
0.8
-4.3
33
54
4.7
2.0
2.6
0.5

5.9
28 -

6.7
3.5
4.9
1.3
0.8
34
5.8
-0.1

- 3.9

1.6
2.7

5.3

34

03"

4.7

9.0
-2.1
13.9
17.6
‘4.5

15.1 °

7.4
-0.7
116.4
15.5

48

83.0

-2.9

34
16.8
12.9
6.4
24
4.1
4.5
24
5.1
2.3
-1.2
-1.3
1.7
4.3
-0.1
1.2
0.2
-1.8
0.8
6.9
33
-1.5
2.9
3.9
6.0
6.9
0.5
7.2

13.2

-0.8
6.4
6.7
0.2

-3.0

15.6

-0.6
1.0
5.0

-0.4
39

3.2

. 8.2

Family Maternity Total

23
2.3
1.7
28
5.0
0.1
33
2.6
10.4
1.7
1.5
3.1

5.7 .

6.8
3.8
2.8
38
4.1
1.1
6.7
53

3.0
0.9
6.5
8.0
1.2
34
1.8
2.3
8.5
10.6

-1.9

5.6

Total
excl.
anempl.

26
2.1
1.4
29

Note: Expéndirure figures are deflated by the consumer price index in each case. Old-age includes survivors; invalidity includes disability
and occupational accidents and diseases; A: invalidity consists of occupational accidents and diseases only; SF: family includes
maternity. D exclude new Lénder

Source: Eurostat, ESSPROS database; A and S from‘ national sources; SF 1980-90 from national sources and 1990-92 from ESSPROS.
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In practice, as for differences in levels
of expenditure, there is some tendency
for the growth of social expenditure
per head in real terms to vary with the
rate of growth of GDP per head,
though there are number of Member
States where GDP growth per head
grew relatively slowly in which social
expenditure increased at a compara-
tively high rate (Greece and Finland, in
particular) (Graph 14).

In five Member States, the growth in
social expenditure per head increased
progressively over these three periods,
though the changing amount spent on
unemployment compensation ac-
- counts for part of the rise (Graph 15).
In ten countries, growth occurred at a
higher rate between 1990 and 1993
than over the 1980s. In six of these —
Spain, Ireland, Luxembourg, Portugal,
the UK and Finland — growth aver-
aged 6% a year or more in the early
1990s. In four countries — Belgium,
Germany, Greece and the Netherlands
— on the other hand, the rise in real
spending per head was kept down to
below 2% a year over this period,
while in Sweden (at least on the

13 Growthin expenditure on social protecﬁé T\

benefits per head, 1980-93
_Annual growth at 1985 prices (%)

D excludes new Linder; A, SF, S: 1980-92

S D B NLDK FEI2AIRL L UKGR E

national data available) expenditure
was reduced.

The structure
of expenditure

Ithough the pattern of social

protection expenditure, in the
sense of what is spent on the different
kinds of function, varies across the
Union, it is relatively .similar for
many of the more developed coun-
tries in the North. In all Member

States, with the sole exception of

Ireland — then only just — the lar-
gest share of expenditure is devoted
to old age pensions (which is here
defined to include survivors’ pen-
sions). Over the Union as a whole,
these accounted for almost 45% of
total social spending in 1993, though
in Greece and Italy they amounted to
over 60% of the total (Table 3). Only
in the Netherlands (37%) and
Denmark (34%) in addition to
Ireland (28%), was the proportion
lower than 40%.

However, in Denmark and the
Netherlands, the difference from the
Union average largely reflects the
high level of social spending on other
functions (in relation to GDP, spend-
ing on pensions in both countries is
close to that in most other Member
States) and in Greece, the low level
of expenditure elsewhere. In Italy,
on the other hand, expenditure on
pensions was higher in relation to
GDP than any other country in the
Union (15',% as against a Union
average of 12%) and in Ireland, sub-
stantially lower (under 6% of GDP).

Health care and sickness benefits.
" (not separately’ distinguished in the
- ESSPROS data, but mainly compris-

ing the former) are the second largest

element together accounting for an
average of almost 25% of expendi-
ture in the Union in 1993, though
varying from around 30% in Ireland
and Portugal to under 20% in

Denmark and the UK and under 15%

in Greece. In the other 7 countries,

however, the proportion was not
markedly different from the Union

average (see Chapter 5 below for a

14 Growth of socml expendltu.re per head and
growth of GDP per head, 1980-98 :
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separate analysis of health care ex-
penditure based on OECD figures).

Invalidity, disability and occupa-
tional injury benefits are the third
largest item accounting for 9% of the
total over the Union as a whole, but
in this case varying somewhat more
markedly than the former two kinds
of spending, from over 22% of the
total in the Netherlands, where ex-
penditure was as large as on sickness
and heaith care in 1993, to only
around 7'/,% in France and Ireland.
In relation to GDP, the scale of Dutch
spending was even more striking,
amounting to over 7% as compared
with a Union average of 2'/,% and a
figure of only 1',% in Ireland and
Greece. Expenditure on this function
alone is a major part of the explana-
tion of the relatively high expendi-
ture on social protection in the

Netherlands as compared with other
countries in the Union, though it is
important to be cautious in this re-
gard since those who are supported
by means of invalidity benefits here
might well be supported by other
kinds of benefit elsewhere (such
as unemployment benefits, for
example).

Similarly, the high level of overall
expenditure in Denmark owes much
to the comparatively high level of
spending on unemployment compen-
sation and the public employment
services, which, despite the rate of
unemployment being below average,
together accounted for 19% of the
total in 1993 as opposed to a Union
average of around 8%. Indeed,
spending on this function was almost
as high in Denmark as in Spain and
higher than in Ireland, in both of
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which unemployment was substan-
tially greater. Though the com-
parative level of spending on
unemployment compensation re-
flects in some degree the scale of
unemployment, differences in the
average benefit paid and in the cover-
age of assistance seem to be equally
if not more important factors, as
examined further below.

Family benefits, which are the fifth
largest category of spending, vary
equally widely between Member
States. On average, they accounted
for 6',% of total spending on social
protection in 1993, but for over 10%
in Denmark, Ireland, Luxembourg
and the UK and for only 1% or less
in Spain and Greece, though in some
degree, this difference reflects the
method of paying benefits (directly
from employers in Greece) and the
extent of tax concessions and allow-
ances which serve the same essential
purpose (and which should ideally be
incorporated in the analysis if the

" data were available).

Maternity benefits vary somewhat
less, though expenditure was signifi-
cantly larger in 1993 in Denmark,
especially in relation to GDP, than
elsewhere in the Union and signifi-
cantly smaller in the Southern
Member States — Greece, Italy and
Portugal, in particular (where it
amounted to only 0.1% of GDP).

For the rest, there are marked dif-
ferences in housing benefits, which
in part reflect the way in which those
receiving income support are as-
sisted. In the UK, in particular, hous-
ing benefits, which are much more
important than in other parts of the
Union, effectively compensate for
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Family 6.7 98
Maternity ‘ 08 1.7
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relatively low levels of compensa-
tion paid as of right by means of
unemployment benefits or through
basic pensions. The level of expendi-
ture, therefore, reflects the more
extensive reliance in the UK on
means-testing, of which housing
benefits are one element.

Expehditure
by function

Distinguishing between ‘the
changes which have occurred

in expenditure on the different func-

tions of social protection gives an’
indication of the areas in which the,
main growth of spending has oc-
curred. In practice, there was an in-
crease in spending relative to GDP in

18 Expendxture on ‘old-ag'e‘i)e

the Union in all the main areas of
expenditure between 1980 and 1993,
with the exception of family benefits
where spending declined from just
over 2% to just under 2%. The in-
crease was especially marked in
respect of pensions, on which spend-
ing went up from an average of 10%
of GDP in 1980 to 12% in 1993,
rising in all Member States, apart
from Germany and Ireland.

The rise was particularly high be-
tween 1990 and 1993 (almost 1% of
GDP), though as noted above this
partly reflects the effect of the de-
pressed growth of GDP during this
period. Expenditure on unemploy-
ment compensation also rose over the
early 1990s as unemployment in-
creased. In the Union as a whole,
however, the rise amounted to only
around '/;% of GDP and despite the

ons per person above

retirement age in relation to GDP per he

1990 and 1993
e
. 'm0
m1993
80 -
60
40
20
o L

B . DK D GR E F IR

] L NL P UK E12

Includes survivors' pensions; D excludes new Lénder

large numbers out of work, expendi-
ture in 1993 represented under 2% of
GDP.

A key issue in respect of both pen-
sions and unemployment benefits as
well as the other main functions is
how far the increases which have oc-
curred are the result of expanding
need, as reflected in underlying
demographic trends — or, in the case
of unemployment, economic trends
— and, therefore, changes in the
number of potential claimants, and
how far they reflect the development
of more generous systems, in terms
of the average level of income sup-
port provided and the extent of cover-
age. This is considered below by
examining each of the major types of

" benefit in turn.

Old-age pensions

Expenditure on old-age pensions (in-
cluding survivors’ pensions), in rela-
tion to GDP can be decomposed, as
for benefits in general, into two ele-
ment — the average pension paid per
recipient relative to GDP per head
(not the same, it should be empha-
sised, as average earnings) and the
number of recipients relative to total
population (see Box for a description
of the approach). In practice, because
satisfactory data on the number of
people receiving pensions are not
available (partly because of the diffi-
culties of avoiding over-counting of
beneficiaries when they can receive
more than one pension), a proxy in-
dicator has to be used instead — in
this case, the number of people over
the official retirement age in each of
the Member States plus those who,
according to the Community Labour
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Force Survey, have retired early (see
Box). Such an indicator itself is not
entirely satisfactory, since it leaves
out of account both those who retire
before they reach the official age and
those over the official age who are
not in receipt of a pension. Neverthe-
less, there seems little effective alter-
native.

As noted above, expenditure on pen-
sions relative to GDP over the Union
as a whole rose from 10% in 1980 to
just under 12% in 1993 (Table 4). At
the same time, the number of people
over retirement age increased from
16% of total population to 19%,
while those who had retired early
also rose slightly. The overall num-
bers potentially in receipt of pen-
sions, therefore, went up by
marginally less than the rise in ex-
penditure relative to GDP. Average
pension, measured as spending
divided by the number above retire-
ment age plus the number of people
retiring early, relative to average
GDP per head, accordingly, also in-
creased very slightly between 1980
and 1993, but went up by more be-

19 Old-age pensions: the extent of means-testing of
basic pensions (first pillar), 1980, 1988 and 1993

HMOther  [IMeans-tested
ool BB

total pension
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“tween 1990 and 1993 than over the
_preceding 10 years. In the early

1990s, therefore, the growth of ex-
penditure relative to GDP was the
result of an increase both in the el-
derly population and in the average
pension.

Although there was a general rise in
the proportion of people above retire-
ment age in most of the Member
Statesbetween 1980 and 1993 — all
except for Luxembourg — the rate of
increase varied considerably. It was
highest in Italy where the proportion
above retirement age went up from
18% to almost 25% while those tak-
ing early retirement also rose, and
where the growth of expenditure on
pensions was substantial. While the
average pension appears to have
risen in Italy, therefore, the rise was
less than in a number of other coun-
tries, and most of the increase in
spending seems to have been due to
demographic trends.

In Greece and Portugal, where
spending on pensions also rose mar-
kedly relative to GDP, the rise was

o0 40 % total pension

M Voluntary
W Compulsory
4 80

0. F supplementary

1 60

{40
10}

120

o B
NS P UK

F 1981; L 1989; B 1992; left bar 1980, middie bar 1988, right bar 1993; D excludes new Lander

F 1981; L 1989; B 1992; L dala too small; P no_
pensions; D excludes new Linder
Left bar 1980, micidle bar 1988, right bar 1993

predominantly the result of an in-
crease in the average value of pen-
sion relative to GDP per head, though
in this case, this almost certainly re-
flects an increased proportion of
those above retirement age receiving
pension as well as more generous
benefit rates. Other countries show-
ing relatively large rises in the aver-
age value of pension over this period
were Luxembourg, the Netherlands
and the UK.

In Germany, on the other hand,
where expenditure on pensions de-
clined relative to GDP between 1980
and 1993, population above retire-
ment age increased and, accordingly,
average pension relative to GDP per
head fell significantly, from 65% to
52%, by more than anywhere else in
the Union. The average value also
fell in Ireland, more than offsetting
the relatively small growth in retire-
ment-age population and giving rise
to a decline in expenditure relative to
GDP, though this was confined to the
1980s.

20 Old-age pensions: importance and structure of
supplementary pensions, 1980, 1988 and 1993
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 Chapter 3 Trends in social protection and its finan:

~to change over time,

Estimates of the relative numbers entitled . :
to social protectlon support and expenditure per person

= The lack of relxable data on numbers of remplents of

 the main kinds of social benefit make it difficult to

identify the proximate reasons for both differencesin

the scale of expenditure between countries and

- changes over time — in particular, whether these result 5
from differences or changes in the number of people_ -

requiring support, in the number who actually receive

support (ie in the extent of coverage of systems) orin .
the average benefit received. All that it is possible to

do in practice is to estimate the number of people at

risk’ — or potentially in need of support — in the
different Member States, in the sense that they are

above the official age of retirement, registered as un-

employed or young enough to be eligible for chlld' .

allowances. This, of course, does not mean that all of
these will actually receive benefit or that others will
not — such as; in particular; those who retire early —
but it at least provides some indication of the potential
demand on social protection systems and how. this
varies across the Union, as well as how 1t has'tended

’ Old-age penslons

In practice, the analysxs of old age pensxons 1s partlcu-
larly difficult since it is affected by anumber of factors

— both demographic and institutional.. Not only do .

retirement ages differ between Member States, but

there are a variety of different types of pension avail- e
able, including supplementary occupational ones. Any
one person in retirement might therefore be in receipt .

of more than one and sometimes several types. Ident-

ifying the number of beneficiaries, even if complete
information were to be available, gives rise to s1gmﬁ- _

cant problems of over-countmg

The analysis here is based mstead on esnmaies
(derived from detailed population data) of the number
of people over retirement age in each of the countries
plus the numbers below retirement age reporting in the
Community Labour Force Survey that they have re-
tired (retirement age is held constant over the period

at the official age in 1993) and expenditure on pen-
sions is decomposed into the following two elements: '

e the propértion. of the - total population (POP)

entitled to old-age pensions (POPRET) " ©

o 13 not the same as average eammgs

. Evenbelow60 i
 — 17% of the 55 t0 59 age

in most Member States

Unemployment beneflts

_average. pensnon g
»(OAP/POPRET) in relau' :

text relates to GDP d1v1ded by total popula

is important in all Member 'States, BSpecxal yfm the :, :
case of men. In 1994, according to Commumty Labour v
Force Survey data, despite the fact that the official age

o oof retirement for men was 65 or above in all countries
. except Belglum (60t 65), France (

_ Germany (63), 52% of men ag between 60 and 64

_ were retired in the

~ UKwas the pi

‘f vasmtthel erle

- elsewhere were

ter 2 above) (

e (60), Italy (61)and

1ﬁcantnu nbe

wholein 1994, 32% in Italy. 29% in Belg

- in France though only 4% in the UK an 9% m.:

Analysmgh pendlture on uner."

 similar difficalties. Not all those recorded as unem-

ployed in Member States will be ellglble for benefit.

- Moreover, the registered numbers of unemployed tend

to differ markedly from the numbers complying with

the official ILO definition of unemployment (in the
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. sense of bemg avallable for work and actwely seeking

- Nevertheless out.[ays on unemployment benefits
~_ (UNB)in relauon to GDP can be analysed in a similar

 wayto old-age pensxons by d1st1ngu1shmg the follow-
- fmg factors:

':workmg age populanon (15—64 years) m relation
_ tototal populauon (POP15-64/POP)

e the acuvxty rate, or actwe populatlon in relauon to
population of w_orkmg age (POPACT/ POP15-64)

e the unemploymen.t' rate, or the number of unem-
. ployed in relauon to v:active.;_pOpulation
'(UN/POPACT) o '

the average benefit recewed by each person unem-
__ployed in relation to GDP per head
. (UNB/UN)/(GDP/POP) -

16 Inactive and retired men aged 55-59 as a
proportion of the male population aged §5-59 in
the Member States, 1985 and 1994

100 re; of population aged 55-59 7 100
L . HOther inactive
W Retired : :
80 . e 80
60 60

Ei2 . B oKD OR E F IRL ! L NL P
Loft bar 1985, right bar 1994

Combining these factors produces the identity:
UNB/GDP = POPI 5-64/POP x POPACT/ POP15-64
x UN/POPACT x (UNB/UN) (GDP/POP)

" Family benefits

. Poiential rjecipiente of famxly benefits have been taken

as the number of children under the official age of
eligibility for allowances, which is 18 in all Member
States except Germany (16), Ireland (16), the Nether-
lands (17), Portugal (15) and the UK (16). However,
in many cases, concessions will be made for young
people in full-time education who are likely to be
eligible for benefit in certain circumstances. The esti-
mates, therefore, will be affected by differences be-
tween Member States in the numbers remaining in
education beyond the normal age for receipt of allow-

_ances.

17 Inactive and retired men aged 60-64 as a

proportion of male population aged 60-64 in the

Member States, 1985 and 1994
00 % of population aged 60-64 7 100

BOther inactive
M Retired

40

0
€12 -] oK ] GR E F Rl 1 L NL P uK
Left bar 1985, right bar 1964
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~ Table 4 — Decomposition of expenditure on old-age pensions
Old-age People over Early Total Expenditure
pensions retirement age retirement retirement per person
(% GDP) (% total) (% total (% total (% GDP
population)  population) per head)

Belgium 1980 : 11.0 16.4 2.8 19.2 57.5
1990 i3 16.9 3.6 20.6 55.1

1993 11.9 16.8 35 20.3 58.9

Denmark 1980 10.0 12,5 23 147 67.7
1990 10.6 13.7 3.0 16.7 63.6

1993 11.0 13.7 3.1 16.7 65.6

Germany 1980 11.9 171 1.1 18.3 65.3
1990 11.0 18.9 0.7 19.6 55.9

1993 11.0 20.3 0.9 212 51.9

1993* 12.1 19.9 1.1 21.8 55.6

Greece 1980 6.1 14.6 1.9 16.5 37.0
1990 10.5 17.0 3.6 20.6 51.2

1993 10.2 18.0 3.6 215 47.6

Spain 1980 7.2 11.0 1.8 12.8 55.8
: 1990 8.5 13.4 1.9 15.3 55.5
1993 9.4 14.4 2.1 16.5 56.7

"France 1980 10.5 171 1.2 18.3 57.4
1990 1.7 19.1 13 20.4 575

1993 12.7 19.7 it 20.8 61.2

Ireland 1980 6.2 10.1 0.7 10.8 57.3
1990 57 11.4 1.0 12.4 45.8

1993 5.7 11.4 1.0 12.4 46.2

Italy 1980 9.9 18.1 1.5 19.5 50.9
1990 13.6 237 1.8 25.4 53.6

1993 15.4 247 1.9 26.6 57.8

Luxembourg 1980 12.0 14.0 22 16.2 74.2
1990 9.9 13.4 2 16.0 62.0

1993 11.2 13.8 4.1 17.9 62.8

Netherlands 1980 9.5 11.5 1.1 125 76.1
1990 11.4 12.8 1.0 13.8 82.6

1993 11.9 13.0 1.6 14.6 81.4

Portugal 1980 4.6 12.6 45 17.1 26.7
1990 6.0 14.9 45 19.4 31.0

1993 7.0 15.6 4.4 19.9 35.3

UK 1980 8.5 17.6 1.0 18.5 45.8
1990 9.1 18.3 . 0.8 19.1 47.6

1993 10.8 18.2 0.7 19.0 57.1

EUR12 1980 10.0 16.0 1.6 17.6 57.0
1990 11.0 18.3 1.7 20.0 55.2

1993 11.9 19.0 17 20.8 57.2

Note:  Old-age includes survivors; Germany 1993* includes the new Lander.
Source: Eurostat, ESSPROS database, Demographic Statistics and Community Labour Force Survey (for early retirement the 1983 LFS
data are used to represent 1980). :
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Ireland also illustrates the benefits of
having fewer numbers of people
above retirement age relative to total
population than other Member States
(only 11'/,% in 1993) and fence ap-
parently taking early retirement.
Though in practice this is combined
with a relatively low level of average
pension, it is the major reason for for
the low level of expenditure to GDP.
Similarly, the higher number of
people potentially in receipt of a pen-
sion is the main explanation for high
spending relative to GDP in Italy.
Indeed, the average level of pension
in Italy in 1993 was, in practice,
much the same relative to GDP as the
average for the Union. The generos-
ity of the Italian pension system,
therefore, lies not in a high average
amount of benefit paid but more in
the low age of retirement (60 for men,
55 for women — lower than else-
_ where in the Union). As noted in
Chapter 2 above, one of the objec-
tives of the recent Italian reforms was
to raise the retirement age.

- The structure of pensions

Unfortunately details of the structure
of pensions in terms of the import-
ance of supplementary payments
(‘second pillar’) relative to basic pen-
sions (‘first pillar’) and of means-
tested payments relative to payments
as of right are available only up to
1988 for most countries in the Union.
These show, first, that there is only a
limited degree of means-testing in
this area — the main exception being
Ireland — and that there was no
general tendency for its importance
to increase over the 1980s — only in
Spain, Portugal and the Netherlands
did any rise occur, and in the latter

21 Expendlture on sxckness per resident in relation to

GDP per head, 1980 1990 and 1993

é % GDP per head
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22 Expenditure on invalidity benefit per person aged
15-64 in relation to GDP per head, 1980 1990 and
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Belgium
Denmark

Ge}many

Greece
Spain
France
Ireland

italy
Luxembourg
Netherlands
Portugal

UK

EUR12

1980
1990
1993

1980
1990
1993

1980
1990
1993
1993

1980
1990
1993

1980
1990
1993

1980
1990
1993

1980
1990
1993

1980
1990
1993

1980
1990
1993

1980
1990
1993

1980
1990
1993

1980
1990
1993

1980
1990
1993

Note: D 1993" includes the New Lénder.
Source: Eurostat, ESSPROS database and Demographic Statistics.

Benefits
(% GDP)

34
29
29

25
2.8
3.0

3.4
3.1
3.3
35

0.9
1.8
1.5

1.8
2.0
23

2.2
22
2.2

1.3
1.4
1.5

1.9
2.1
22

43
33
3.5

7.0
7.0
7.2

1.8
2.2
24

2.0
2.6
3.1

2.1
22
24

':‘-Table 5— Decomposition of expenditure on invalldity,
dlsabihty, occupatlonal accidents and'disease

Population Expenditure

15-64

(% total)

65.6
67.0
66.4

64.7
67.4
67.5

66.3
69.5
68.6
68.5

64.0
66.9
67.4

63.1
66.9
67.9

63.7
65.9
65.5

58.9
61.5
62.9

64.6
68.6
68.8

67.6
69.2
68.3

66.2
68.9
68.6

63.1
66.2
67.2

64.1
65.3
64.9

64.5
67.3
67.1

per person
(% GDP
per head)

5.2
43
4.3

3.9
4.1
4.5

S.1
4.5
48
5.1

14
2.7
23

29
3.0
34

35
3.3
34

22
2.3
24

29
3.1
3.2

6.4
47
5.1

10.6
10.2
10.5

29
33
35

3.1
4.0
4.8

4.2
4.0
4.4

country, this was followed by a fall
between 1988 and 1993 (Graph 19).

Secondly, there was a general tend-
ency for supplementary pensions to
become more important, their share
of the total pension received increas-
ing in most Member States over the
1980s and reaching over 30% in the
Netherlands in 1988 (though remain-
ing at that level during the sub-
sequent five years) and over 25% in
the UK (Graph 20). There was also
some tendency for payments from
voluntary schemes to rise relative to
those from compulsory ones.

Sickness

- Expenditure on sickness benefits and

health care combined went up in the
Union as a whole from 6% of GDP
in 1980 to 6'/,% in 1993 (and since
the potential recipients in this case
are all those people resident in the
Union, average spending per person
also rose relative to GDP per head),
with almost all of the rise occurring
in the early 1990s. Since population
growth has been relatively small,
most of the increase reflects an ex-
pansion in spending per person
(Graph 21), though given the dispro-
portionate pressures on the service
imposed by very elderly people, it
also partly reflects the changing age
structure of the population and the
growing numbers living into old age.
It is difficult, however, to identify the
effect of the latter and to gauge its
importance as compared with other
factors, such as rising real income
levels, technical progress and in-
creased know-how in respect of
medical treatment which might well
have been more significant.
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Nevertheless, expenditure has not
expanded over the past decade
throughout the Union. In Denmark,
Germany and Ireland, it was lower in
relation to GDP in 1993 than in 1980,
though, apart from in Italy, in all
countries, including these three, it
rose between 1990 and 1993. The
increase over the period as a whole
was particularly pronounced in
Greece and Portugal where the ser-
vice was being developed (see Chap-
-ter 5 for an analysis of expenditure on
health care, including private as well
as public spending).

Invalidity, disability
and industrial injuries

Between 1980 and 1993, expenditure
on invalidity benefits (defined to in-
clude payments for disability and in-
dustrial injuries) went up from an
average of 2% of GDP in the Union
toalmost 2'/,% (Table 5). In this case,
however, the rise was less general.
In Belgium, Germany, France and
Luxembourg, spending was either
less in 1993 than in 1980 or the same.
In relation to the population poten-
tially eligible for benefit (in this case,
those of working-age, taken here as
15 to 64), the average amount paid
relative to GDP per head rose only
slightly between 1980 and 1993 and
in the four countries listed above as
well as in the Netherlands (where
average benefit is substantially
higher than elsewhere in the Union,
but has been for some time), declined
(Graph 22).

In terms of the structure of benefits,
the prevalence of means-testing
tended to increase over the 1980s, the
only exceptions being Ireland, where

23 Invalidity: structure of benefits, 1980 and 1990

% total pension M Basic benefit EMeans-tested - C1Supplementary
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24 Expenditure on unemployment per registered

unemployed in relation to GDP per head, 1980,

1990 and 1993
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Belgium
Denmark

Germany

Greece
Spain
France
Ireland

ltaly
Luxembourg
Netherlands
Portugal

UK

EUR12

1980
1990
1993

1980
1990
1993

1980
1990
1993
1993

1980
1990

1993

1980
1990
1893

1980

. 1990

1993

1980
1990
1993

1980
1990
1993

1980
1990
1993

1980
1990
1993

1980
1990
1993

1980
1990
1993

1980
1990
1993

Pop. 15-64
(% total)

65.6
67.0
66.4

64.7
67.4
67.5

66.3
69.5
68.6
68.5

64.0
66.9

67.4

63.1
66.9
67.9

63.7
65.9
65.5

58.9
61.5
62.9

64.6
68.6
68.8

67.6
69.2
68.3

66.2
68.9
68.6

63.1
66.2
67.2

64.1
65.3
64.9

645

67.3
67.1

Note: D 1993* includes the new Lénder.

Activity rate
(%)

413
418
422

51.1
55.1
§4.8

45.3
48.0
47.7
47.6

35.2
38.0
37.5

35.6
39.7
38.3

43.4
440
43.8

36.8
38.7
40.4

39.1
44.9
442

437
50.1
52.4

39.3
44.1
46.1

47.4
49.0
49.0

47.9
49.5
48.1

42.6
454
44.9

Unemploy-
ment rate
(%)

9.1
97
12.9
6.7
9.4
12.1

3.2
6.2
7.3
8.9

1.1
3.6
45

9.6
15.2
17.0

6.2
10.0
12.6

8.1
16.5
20.4

7.2
164
19.3

0.7
1.1
1.7

54
54
5.9

5.1
6.3
7.2

5.9
5.8
104

59
9.6
12.0

Unemploy-
ment benetits
(% GDP)

2.4
24
26

3.0
3.2
4.1

0.9
1.1
1.6
2.0

0.3
0.4
0.5

27
3.2
4.8

1.0
1.5
2.0

16
23
3.0

0.4
04
0.5

0.1
0.1
0.2

1.8
2.6
2.9

0.3
0.3
0.8

1.5
08
1.6

1.2
1.3
1.9

Expenditure
per person
(% GDP
per head)

65.3
59.6
48.2

- 88.0
61.3
61.8

58.7
36.0
45.0
46.8

64.9
32.6
311

79.6
52.5
73.7

38.6
33.2,
36.1

51.9
35.8
35.8

14.6
5.1
6.2

492
221
234

83.5
107.5
108.5

13.2
9.4
23.7

53.2
28.8
32.6

- 481

29.8
34.9

Source: Eurostat, ESSPROS database. Activity rate relates to employed plus registered unemployed. Employment data are from National
Accounts, except for ltaly, the Netherland and Portugal where data are from the Community Labour Force Survey.
Unemployment rate relates to registered unemployed (data from Eurostat, SOC! dalabasq).
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it was already relatively high in 1980,
Denmark, Greece and Luxembourg,
where it is insignificant or non-
existent (Graph 23). In 1990, how-
ever, the proportion of payments
which were subject to means-testing
was over 10% only in Belgium,
Spain, France (where it was over
25%, higher than anywhere else in
the Union), Ireland, Italy and the UK.

On the other hand, there was little
tendency for supplementary benefits
to increase in significance, the only
countries where payments were of
any size being the Netherlands
(where they accounted for 30% of the
total paid in 1990, though this was
less than ten years earlier), Germany,
Greece and France (where in each
case they accounted for 7% or less of
the total).

Unemployment
compensation

The amount paid in unemployment
compensation (social assistance as
well as insurance benefits) rose
relative to GDP in all Member States
between 1980 and 1993, and most
especially in the early 1990s (Table
6). Expenditure per person unem-
ployed relative to GDP per head,
however, declined throughout the
Union, except in two Member States
— the Netherlands, where it rose to
over 100% of GDP per head, and
Portugal, where though it rose signi-
ficantly, it remained at a relatively
low level (see Box above for a de-
scription of the method of calcula-
tion). The fall was especially marked
over the early 1980s and between
1990 and 1993, the rise in unemploy-
ment was accompanied in many

cases by an increase in the average
level of benefit — from 30% of GDP
per head over the Union as a whole
to 35% (Graph 24).

The latter rise reflects in part the ef- -

fect of the steep increase in unem-
ployment itself. Since this was
associated with a marked growth in
the numbers coming onto the unem-
ployment register, who were likely to
be eligible for higher rates of benefit
than those who had been on the reg-
ister for some time (because rates
tend to decline the longer someone
has been out of work), the average
amount paid to each person was
likely to have risen. At the same time,
a growing number of young people
receiving relatively low benefits also
joined the unemployment register.
As the rise in unemployment moder-
ates, it may well be the case that

Uneh;pléyn}en étt_uct

8 ok b oR E ¢

P n e 0 D
DK 1984; E, F 1981, GR 1991; left bar 1980, fight bar 1992; D excludes new Lander

average benefits decline once more,
as over the 1980s.

In terms of average benefit levels,
these vary significantly between
Member States, from over 100% in
the Netherlands in’ 1993, as noted
above, to under 24% in Portugal and
only 6% in Italy (though here the
unemployed receive income support
in other ways).

In general, differences in average
levels are not closely related to
variations in GDP per head. In
Luxembourg, which has by some
way the highest GDP per head in the
Union, the average benefit paid to the
unemployed, as measured here,
amounted to under 30% of GDP per
head, below that of Greece, and in
France, the country with the second
highest GDP per head, only 36%,

100
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Belgium
Denmark

Germany

Greece
Spain

France
Ireland

ltaly

Luxembourg '

Netherlands

Portugal

UK

EUR12

1960
1990
1993

1980
1990
1993

1980
1990
1993
1993*

1980
1990
1993

1980
1990

1993 -

1980
1990
1993

- 1980

1990
1993

1980
1990
1993

1980
1990
1993

1980
1990
1993

1980
1990
1993

1980
1990
1993

1980
1990
1993

Family

allowances

(% GDP)

28
2.1
1.9

28
3.0
3.3

2.6
19
1.8 .
2.2

0.2
0.1
0.1
0.5
0.2
0.2

2.6
22
2.4

17

20

© 2.2
1.2
1.0
0.8

22
20
2.7

2.6
1.7

1.6 .. -

0.8
08 |
0.8

23
2.1
2.6

2.1
1.7
1.8

—

Children
(% total

Expenditure
per person

population) (% GDP per

25.0
21.9
21.8

25.6
21.3
20.9

19.9
16.2
17.0
17.4

22.8
23.8
22.3

3141
247
22.6

27.3
24.5
23.8

30.4
29.0
27.5

27.3
16.5
15.4

23.4
20.6
21.2

25.9
20.8
20.7

258
204
18.6

22.7
20.2
20.6
25.3

21.2
20.6

head)

i1.4
9.7
8.5

10.8
140
15.7

12.8
11.6
10.8
124

0.9
0.5
0.4

1.6
0.6
1.0

9.4
9.1
10.0

5.0
6.9
7.8

4.5
4.8
4.2

9.5
9.9
12.6

10.0
8.2
7.5

3.1
4.0
4.2

10.2
10.3
12.8

8.5
7.9
8.6

Note:  Children are defined as those below age limit for receipt of family benefit.
Germany 1993* includes new Lénder.

Source: Eurostat, ESSPROS database and Demographic Statistics.

much the same as in Ireland. By con-
trast, in Spain, which is among the
poorer Member States, the average
benefit in 1993 was 74% of GDP per
head (see Chapter 4 below for a de-
tailed analysis of unemployment re-
placement rates).

The structure of
unemployment
compensation

The form in which unemployment
benefit is paid differs markedly be-
tween Member States. In particular,
whereas in four Member States —
Belgium, Denmark, Italy and
Luxembourg — benefits tend to be
related to earnings when in work
and do not depend om current in-
come or accumulated savings, in a
number of others, the receipt of in-
come support is subject to means-
testing. In Ireland and the UK, over
60% of unemployment compensa-
tion was means-tested in 1992, in
each case substantially higher than
12 years earlier (Graph 25). In the
Netherlands, around 45% of pay-
ments were means-tested, while in
Germany, it amounted to some 30%
and in Spain, 25%, in all three cases
a considerably greater proportion
than in 1980. Of the countries where
means-testing is part of the system,
only Greece and Portugal witnessed
a decline in its importance over this
period — in the latter, reflecting a
move away from complete means-
testing of all payments.

Family allowances

Family or child allowances are
the only broad function to have
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experienced a reduction in expendi-
ture relative to GDP since 1980,
though even here, spending rose be-

tween 1990 and 1993. This pattern of

change was repeated in the majority
of Member States (Table 7).

Expenditure per child (where the
latter is defined in terms of entitle-
ment to allowance), however,
remained unchanged relative to
GDP per head in the Union over the
period as a whole (at 8'/,%), reflect-
ing the fall in the number of eligible
children relative to total population
(Graph 26). Nevertheless, in the ma-
jority of Member States (8 of the 12),
as in the Union as a whole, average
benefit levels rose between 1990 and
1993.

In terms of average levels, dif-
ferences are substantial, average
benefit per child in Denmark and
Luxembourg amounting to 15'/,% of
GDP per head in 1993 and to almost
13% in Germany and the UK, as
against 1% or less in Spain and
Greece.

As in the case of unemployment
compensation, there was a wide-
spread increase over the 1980s in the
use of means-testing to determine
family allowance levels. The only
country experiencing a decline was
Denmark — though in Belgium and
Greece, they remained largely un-
used (Graph 27). In Spain, the UK
and Ireland, the expansion in their
use was substantial, and in the latter
two countries, around 40% of spend-
ing on allowances paid to support
children was subject to means-test —
the money being paid largely to the
unemployed.

27

0

Expendlture on famlly benefit per child : » relatxon
to GDP per head, 1980 1990 and 1993

chlld is defined as someone below
it for rocoipt of benefit

: D exeludes naw LAnder k »

Family: struc

8 DK D GR E Fo 1
Left bar 1980, right bar 1990; D excludes new Lander
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Expendlture on matermty b -

£ General government

| A Protected person's oontnbuﬁons ’

ers’ contributions

.ltperhveblrthm .

b UK L DK NL

0 excludes new Lander;eft bar 1980, mldde bar 1990, right bar 1993

Maternity benefits

Spending on maternity benefits,
which is very small in relation to
GDP, declined slightly over the
period 1980 to 1993. This was at a
time when the number of births ex-
pressed as a proportion of total popu-
lation fell (markedly so in Greece,
Spain, Ireland and Portugal or re-
mained stable — the case in most
Member States. In Denmark and
Luxembourg, however, the birth rate
increased over the period.

Average expenditure per birth rose
marginally, and most especially be-
tween 1990 and 1993 (Graph 28).
Indeed in all Member States apart
from Germany and France, the aver-
age amount paid was higher in 1993
than 13 years earlier. In Denmark,
average benefit doubled over the
period and in 1993, at 42% of GDP
per head, was by far the highest in the
Union, and at the same time the num-
ber of live births went up signifi-
cantly.

The rise in average benefits which
occurred in many Member States
however, was not necessarily the re-
sult of benefit rates becoming more
generous. Given the marked increase
in the participation of women in the
labour force over this period, it partly
reflects an increase in the proportion
of births to working mothers who are

eligible for benefit.

The changing
structure of finance

he relative importance of the
various sources of finance for
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social protection systems is just as
much an aspect of divergence be-
tween Member States as the pattern
of expenditure. In 1993, whereas
most countries in the Union funded
their systems mainly from social in-
surance contributions, in three coun-
tries — Denmark, in particular,
Ireland and the UK, general taxation
played the predominant role (Graph
29).

Between 1980 and 1993, however,
there was a widespread tendency
to increase reliance on taxes relative
to contributions. This was espe-
cially the case after 1990. Over the
Union as a whole, the share of taxes
in total finance rose from 27'4,% to
29'/,%, with only Belgium and the
Netherlands showing a fall in the im-
portance of tax revenue.

Within contributions, there was a
parallel shift from levying charges on
employers to levying them on em-
ployees, the major motivation being
to relieve pressure on labour costs at
a time of high unemployment. On
average, therefore, the proportion of
contributions collected from em-
ployers in the Union fell from 67'/,%
in 1980 to 63',% in 1990 and to
under 62% in 1993. The reduction
was common to most Member States,
the only exception being Portugal,
where employers’ contributions rose
markedly between 1990 and 1993
(from 68% of the total to almost
75%).

These shifts in the relative reliance
on different sources of funding have
resulted in employers’ contributions
declining slightly in relation to GDP
since 1980. In relation to labour
costs, however, they have tended to

Belgium
Denmark

Germany

Greece
Spain.
France
Ireland

Italy
Luxembourg
Netherlands
Portugél

UK

EUR12

1980
1990
1993

1980
1990
1993

1980
1990
1993
1993*

' 1980

1990
1993

1980
1990
1993

1980
1990

1993

1980
1990
1993

1980
1990
1993

1980
1990
1993

1980
1990
1993

1980
1990
1993

1980
1990
1993

1980
1990
1993

Maternity
benefits
(% GDP)

0.2
0.2
0.2

0.3
0.5
0.5

0.3
0.2
02
0.2
04
0.1

" 0.1

0.2
0.2
0.2

0.5
0.4
04 -
0.6
04
0.4

0.1
0.1
0.1

0.3
0.3
0.4

0.1
0.1
0.2

0.1
0.1
0.1

0.3
0.2
0.3
0.3
0.2
0.3

Note: Germany 1993" includes the new Lénder.

Source: Eurostat, ESSPROS database and Demographic Statistics.

Number of Expenditure
births per person
(% total (% GDP
population) per head)
1.3 " 125
12 124
1.2 19.4
1.1 229
1.2 427
13 424
1.0 26.0
1.2 18.1
1.1 19.4
1.0 217
15 5.9
1.0 8.8
1.0 8.5
15 16.2
1.0 18.0
1.0 21.3
15 329
1.3 30.0
1.2 325
2.2 274
15 26.1
1.4 311
11 109
1.0 10.3
0.9 1.9
1.1 28.1
1.3 248
1.3 26.0
1.3 8.4
1.3 9.3
1.3 137
1.6 8.5
1.2 1.1
1.2 » 12,6
1.3 236
14 148
1.3 247
1.3 - 219
1.2 18.8
1.1 226
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o L . rise, reflecting the fall in labour costs
 Employers' and protected person's contributions relative to GDP (Graph 30). Only in
v m relation to lab{oxrxvr costs, 1980, 1990 and 1993 the Netherlands were employers’
G - ' contributions significantly lower
relative to labour costs in 1993 than
in 1980, though this largely reflects a
. change in classification (employers’
0 contributions were reduced and those
~ of employees’ increased but gross
. wages were raised at the same time
30 v to compensate). In Portugal and
' Belgium (in the former despite their
. rise as compared with employees’
20 _ contributions), employers’ contribu-
o tions fell between 1990 and 1993.

At the same time, employee’s con-
tributions have shown an even more
marked increase relative to labour
costs, rising from 10',% to 14% be-
tween 1980 and 1993.

10

DK AL P UK L B E ER D
Dexdudesnew'.ﬂnderlenbar‘leso mlddlebarweo »b_ar1993 .

Flnénclr'i'g"and expendltuie

- :In most Member States, total recexpts to ﬁnance ocial protect:on systems
. in 1993 exceeded total expenditure, mcludmg the costs of administration
as well as of benefits and services. This is especially so in countries with
_ funded pensions systems, such as the Netherlands and the UK, where
__receipts are determined in relation to future liabilities rather than present
___spending. In the former, therefore, receipts were almost 14% higher than
_expenditure in 1993 and in the latter 10% higher. In 1990, the difference
was 15% and 21%, respectively. In a number of other countries supposedly
_without funded systems, however, receipts were also significantly higher
__than expenditure, reflecting, i in part the bmldmg up of reserves to cover
future pension payments. . ’

Recexpts also tend to exceed expendlture as a result of governments
- maintaining a reserve against contingencies, which is usually reduced
- during periods of recession when the yield from contributions and taxes is
depressed. It is comparatively rare, however, for social protectiontobein
_ deficit. In 1993, at the depth of the recent recession, only three Member
States, France, Portugal and, to a very small extent, Ireland, were in deficit,
~ while Denmark and Luxembourg has surpluses almost as large as the
Netherlands and the UK. In 1990, only Ireland was in deficit, and then only
_ to a small extent.
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Chapter 4 Unemployment compensation

he persistence of high levels of

unemployment in most parts of
the Union throughout the 1980s and
the significant increases experienced
in virtually all Member States during
the period of economic recession in the
early 1990s have focused attention
both on the underlying causes and on
the economic and social conse-
quences. The continuing concern of
policy has been, on the one hand, to
develop effective responses to the fac-
tors which have given rise to the prob-
lem and, on the other, to alleviate the
effects on the people who have been
hit. In both regards, systems of social
protection have come under increasing
scrutiny. Not only have they had to
withstand increasing finaricial and ad-
ministrative pressure as the numbers
needing support have risen, but they
have been singled out as one of the root
causes of high unemployment.

Thus it has been widely argued that the
generosity of unemployment benefit
and income maintenance schemes
across the Union has provided an
overly attractive alternative to employ-
ment, especially in low-paid jobs, and
have given people too little incentive
to look for work. The sums available
have, therefore, on this view tended to
depress effective labour supply, not
necessarily in the sense of reducing the
labour force as measured but more in

the sense of pushing down the numbers

in the labour force who are genuinely
looking for work. On the sanie view,
they have potentially reduced the de-
mand for labour by effectively setting
a floor to wages and so preventing
these from falling to levels at which it
is profitable for employers to take on
lower skilled workers. In other words,
it is argued that benefits have been
fixed in many Member States above
the level which firms can afford to pay
to employees who are capable of con-
tributing relatively little to value-
added, which has meant that too few
jobs havebeen created for such people.

Few would seriously claim that the
operation of the social protection sys-
temns and the scale of benefits avail-
able are the main, or even a major,
cause of the present high level of
unemployment in the Union, which,
it is commonly accepted, is due
largely to macro-economic and
structural factors. Nevertheless, it is
possible that they have contributed to
the problem and made it more diffi-
cult to resolve by effectively prevent-
ing wages from falling to a level low
enough to stimulate demand for rela-
tively low skilled labour.

The fact that a growing concern of -

policy has been to help stimulate job

‘creation at the lower end of the pay-

and incentives to look for work

scale, principally by reducing the
costs of employing young people or
those with comparatively low skill
levels, who make up a large propor-
tion of the unemployed, has given
governments added reason for reas-
sessing the relationship between
wage and benefit levels.

The task facing governments in the
Union is to balance the conflicting
concemns, on the one side, about
spending too much and on the other
of spending too little. Thus the objec-
tives on the former side consist of:

o restraining the growth of social
protection expenditure within the
capacity of the economy to fund
it;

+ maintaining adequate incentives
for those out of work to look for
jobs;

¢ preventing abuse of the system,
which is important not only to
keep expenditure down but also
to maintain society’s willingness
to fund public spending on in-
come support.

On the other side, they consist of:

e ensuring that those who cannot
find a job have an adequate, and
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included in the. calculanons , part ly b
the: w1de vanatxon between i n

. for the benchma:k It does not mean, in’ particular, that the results

. workers in industry or even only to full-time workers. Indeed when i
* . results for those on low earnings, it shculd be borne in mind that alarg .
~ workers, especially women, are employed part-txme and, therefore, may eam a wagef E
- which represents only a small proporuon of the average as deﬁned here -

, It should also be borne in mind, however. that the tax and bene 1 vposmon a'mamed F:
- women living with her husband may be different from a single persol so that the
. calculatwns cannot neccssanly be assumed to apply in this case.

-82-



acceptable, level of income to
support both themselves and
their dependants;

o giving those unemployed suffi-
cient time to look for employ-
ment which suits their particular
skills and abilities, which is im-
portant for the efficient function-
ing of the labour market and the
overall efficiency of the econ-

- omy; -

e providing access to effective
support and advice for those
searching for jobs, through de-
veloping efficient employment
services and placement agencies
(in the private as well as the pub-
lic sector);

¢ improving the employability of
the unemployed and the incen-
tive for employers to take them
on through providing access to
training and other active labour
market measures. '

The concem of this chapter is with
the income support measures avail-
able to those who are unemployed
across the Union and, specifically,
with how the scale of unemployment
benefit or social assistance provided
relates to income when in work — in
other words, with the replacement
rate as it is technically termed. As
such, its focus is both on the potential
incentive for those in employment to
stop working and be supported by the
state and the potential disincentive
for those out of work, whether offi-
cially recorded as unemployed or
economically inactive, actively to
look for a job. Because the major
policy issue concemns those on rela-
tively low rates of pay when in work,

the analysis concentrates -on this

- group of people, without ignoring the
relationship between social benefits
and earnings for those further up the
pay-scale.

Methodology

he analysis is based on the re-

sults of a simulation model of
the social protection and fiscal sys-
tem in each of the Member States
developed for the Commission by the
Central Planning Bureau in the
Netherlands. This is designed to en-
able the amounts payable to the un-
employed with given characteristics
in terms of their previous level of
earnings, their age, employment rec-
ord and number of dependants to be
calculated and compared with their
disposable income when in work. It
also enables such features as housing
benefits or social assistance to be
taken into account. Other than hous-
ing costs, however, it stops short of
including tax concessions or benefit
payments, in cash or in kind, which
are specific to individual circum-
stances, such as allowances for work-
ing expenses or relief from medical
costs, such as prescriptions charges
(see Box).

Although these kinds of calculation
are useful in throwing light on the
scale of the transfers of income re-
ceivable by those who are out of
work, it should be emphasised that
they reveal only part of the picture.
While they indicate the theoretical
amounts payable in hypothetical
cases, they cannot by their very na-
ture show how much those who are
unemployed receive in reality. The

only way of discovering this is
through a survey of the unemployed
themselves, such as through the new
Household Panel Survey set up by
Eurostat to investigate income, living
conditions and other household cir-
cumstances across the Union.

Differences between theoretical and -
actual payments will arise particu-
larly in cases where benefits vary
with individual circumstances and
are subject to various regulations
restricting entitlement or are means-
tested. In particular, a common tend-
ency in many Member States as high
unemployment has persisted has
been to tighten up the regulations
governing continued entitlement to
benefit as people remain unem-
ployed (in terms of both actively
looking for work and having to ac-
cept suitable jobs when they are of-
fered). The way in which such
regulations are applied in practice in
different Member States is difficult
to judge from the way that they are
worded and can only really be deter-
mined by examining actual cases.

This point should be borne in mind
throughout the analysis and is a
potentially important factor qualif-
ying the results which are obtained,
especially comparisons between
Member States which might have
similar regulations governing entitle-
ment to benefit but very different
degrees of enforcement.

An additional qualification is that the
model and analysis relate to a spe-
cific period of time, July 1993, and
while the results ought to be broadly
valid for later periods, especially in
terms of comparisons between coun-
tries, it should also be borne in mind
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Chapter 4 - Unemployment compensation and Ihcentlves to look for work

that changes in tax rates and benefits
have been introduced in a number of
Member States since then which
might alter the findings. Moreover,
the model is confined to the 12 coun-
tries of the Union as they were in
1993 and does not as yet cover the
three new Member States. It does,
however, for purposes of comparison
cover three US States, and the results
for New York are included here
(though the results for the other two
States are broadly similar).

A further qualification is that the
cases incorporated in the model are
confined to a single person, a couple,
one of whom is working, and a
couple with two children. Although
this enables most cases to be exam-
ined, it excludes a couple who are
both working and, specifically, mar-
ried women who are working, who

are treated in different ways by the
tax and benefit system in different
countries. These have often been
found by research studies to be espe-
cially likely to be influenced in their
decision of whether or not to seek
employment by the amount they
would have to pay in tax, on the one
hand, and the amount they receive in
benefit, on the other. While in many
cases, they might be subject to the
same tax rates and be entitled to the
same rates of benefit as single people,
this is not invariably so and their
exclusion represents an important
limitation of the analysis (as noted
below, some 25% of the unemployed
in the Union were married women).

While the main part of the analysis is
concerned with estimating and com-
paring disposable income from work
and when unemployed in hypotheti-

31 Proportion of men and women unemployed in

Member States, 1994
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cal cases, an important starting-point
is to examine the actual charac-
teristics of the unemployed in the
Union in order to determine the cases
which are typical in practice. This is
one way, at least, of narrowing the
gap between the simulation model
and reality.

The characteristics
of the unemployed

n 1994, the latest year for which

detailed data are available (from
the Community Labour Force Sur-
vey), almost 17.7 million people
were unemployed in the Union (of 12
Member States). Of these just over
half were men (52%), just under half
women, of whom almost half (49%)
were married. These figures vary in
some degree between Member
States. The proportion of men ranged
from 63% in Ireland and 67% in the
UK to 47% in Denmark’and 43% in
Greece, with the proportion being
more than half in seven of the 12
countries, the exceptions, as well as
Ireland and the UK, being Spain,
Luxembourg and the Netherlands,
though in each case the figure was
only slightly above 50% (Graph 31).

It should be noted, however, that so
far as women are concerned, a signi-
ficant proportion of those who are
making the decision of whether to
work or not, who are not in education
or initial training, are not officially
recorded as unemployed, in the sense
that they are actively looking for
jobs, but as economically inactive. In
other words, many of the women
who enter employment each year
have spent a period of time looking
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centives to look for work

after young children or taking care of
other family responsibilities. As
such, in most cases they will not be
in receipt of social benefits, other
than perhaps, maternity benefits
which in all Member States are only
payable for a limited (relatively
short) period of time (see Chapter 7
of this Report). They are, therefore,
in many cases, not subject to the in-
fluence of the scale of unemployment
benefits relative to the income they
could receive by working. They are,
however, likely to be influenced by
the taxes and social charges they and,
in some cases, their husbands, need
to pay out of the gross wage which
they can obtain. This is an issue
which is not examined here, but its
importance should be bome in as-
sessing the potential effect of the so-
cial protection system on incentives
to find work. (The scale of deduction
. from gross earnings across the Union
is examined in Employment in
Europe, 1995, Part 111, Section 1.)

Almost 28% of the unemployed in
Member States taken together were
under 25, the proportion being much
the same for men and women. Under
8% of these, however, were under 20.
Again, the proportion of the under
25s in total unemployment varied
across the Union, from around 40%
in Greece and Italy to 23% in
Denmark and only 13% in Germany.
Of these, some 43% in the Union as
a whole were seeking their first job
— ie they had no employment record
which in most Member States is a
requirement in order to be eligible for
unemployment benefit — the figure
varying from over 70% in Greece and
Italy (which means that around 30%
of the total unemployed in these two
countries were both under 25 and had

never had a job before) to only 14%
in Germany and 10% in Denmark
(Graph 32).

Of the unemployed of 25 and over, a
significant proportion are in the 25 to
34 age group. Across the Union as a
whole, these accounted for just over
30% of the total people unemployed
in 1994, the figure varying relatively
little between Member States. This
means, in practice, therefore, that on
average 60% of the unemployed
were under 35 years old in the Union,
though in general, more in the South-
ern Member States than in the North-
ern ones. A further 20% were
between 35 and 44, in this case more
in most Northern countries (just
under a quarter), less in the South
(just under 15% in Greece and Italy
and 17% in Spain).

In consequence, only around 20% of
the unemployed in the Union were 45
or over in 1994. In this case, there is
a marked variation between Member
States, the Union average being
boosted by relatively high numbers
in two of the larger countries, Ger-
many and the UK, whereas in all but
these two countries and Denmark,
the proportion was under 20%. In
Germany, the figure was as high as
35%, in the UK, 26%.

In sum, therefore, there is a good deal
of variation across the Union in the
age composition of the unemployed,
though in most Member States, a
substantial proportion were under 25,
well over half under 35 and only a
comparatively small number 45 and
over. This has implications for the
level of benefit typically receivable
by those out of work, which in some

32 ,' Shnre of people under 25 and under 35 in total
. unemployment in Member States, 1994 ‘
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countries varies with age and em-
ployment record.

A substantial proportion of the unem-
ployed in all age groups in the Union
have been out of work for a long
period of time. Of the total numbers
unemployed in 1994, almost half
(48%) had been out of work for one
year or more and around half of these
for two years or more. The former
figure varied from over 60% in Italy
and just under 60% in Belgium and
Ireland to under 40% in France and
around 30% in Denmark and
Luxembourg (Graph 33).

Perhaps most importantly from the
“perspective of this analysis, well
under half (42%) of those recorded as
being unemployed, according to the
ILO intemational standard definition
of being available for work and ac-
tively seeking work, were in receipt
of benefit or assistance in 1994,
around 70% or more in Belgium,
Denmark, Germany and Ireland and
under 10% in Greece and Italy, only
partly because of the high proportion
under 25 (in Italy, only 11% of the

83  Proportion of unemployed out of work for 1

year or more, 1994 ;
70  of total unemployed
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unemployed of 25 and aver received
benefits) (Graph 34).

Moreover, only 23% of those under
25 across the Union were receiving
benefit, two-thirds or more in
Belgium, Germany and Ireland, but
under 15% in Spain, under 10% in
Portugal and only 2-3% in Greece
and Italy.

At the same time, it should be noted
that the evidence shows that many of
those in receipt of unemployment
benefit across the Union are not offi-
cially recorded as unemployed ac-
cording to the international standard
definition. Some have already found
jobs to start at some later date, others
may not be available for work in the
immediate future as required by the
ILO definition and yet others may not
be actively seeking work in the sense
of doing something tangible to find a
job. The evidence also shows that
this is more likely to be the case in
the North of the Union than in the
South where eligibility for unem-
ployment benefit or assistance seems

LoNL P UK El1

to be more restrictive (see Employ-
ment in Europe, 1994, Chapter 1).

At the same time, those out of work
in a rmumber of Southem Member
States may be in receipt of other
kinds of income support, such as the
Cassa Integrazione in Italy or aid
from regional authorities in Spain,
which are not necessarily reported in
the LFS as unemployment assist-
ance. These are not taken into ac-
count in the analysis here.

Nevertheless, the comparatively few
people who are recorded as being in
receipt of income support when un-
employed in a number of Member
States is an important point to bear in
mind when interpreting the estimates
of the amounts of benefit which
people are theoretically entitled to
receive according to prevailing regu-
lations. In the South of the Union, in
particular, therefore, the calculations
of benefit and of replacement rates
would seem not be relevant for most
people.

34 Proportion:of unemplbyed in receipt of
unemployment benefit or assistance, 1994
170 100 % otal unemployed :
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loyment compensation and incentives to look for work

The earnings
potential of
the unemployed

further point to clarify is the

typical pay levels of the unem-
ployed when in work or the earnings
which they are likely to be able to
command if they find a job. Again,
this question can only be satisfactor-
ily answered by means of a survey of
those concerned. Unfortunately, the
Community LFS does not contain
details of income. The Community
Household Panel Survey does in-
clude such information, but the first
results are not yet available at the
time of writing.

Nevertheless, some indication of the
. potential earnings which the unem-
ployed might command can be ob-

' tained from their level of education

attainment, details of which are in-
cluded in the Community LES. These
indicate, as is well known, that the
unemployed are more likely to have
fewer educational qualification and
less years schooling and vocational
training than those in employment.
Nevertheless, it also indicates that a
significant proportion of the unem-
ployed have educational and training
qualifications beyond basic school-
ing, some with university degrees.

In 1994, half of the unemployed had
completed only basic education and
had no further education or voca-
tional training qualifications beyond
this. This compares with 36% in the
case of those in employment. The
figure, however, was in general much
higher in the Southemn parts of the
Union, together with Ireland, than in
the North. In Portugal, it was as high

as 80%, in Ireland, only slightly
lower, in Spain over 70% and in Italy
over 60%, though only 47% in
Greece. In all these countries, how-
ever, the relative numbers in employ-
ment with only basic education were
also comparatively high, though
lower than for the unemployed (over
70% in Portugal, over 60% in Spain
and over half in Italy, but under 45%
in Ireland). By contrast, in Denmark
and the Netherlands, it was under
30% and in Germany, only just over
20%, in each case reflecting the rela-
tively high numbers who go on to
further education courses after com-
pulsory schooling, while in most
other Northern Member States, with
the exception of Belgium and the
UK, the proportion was under half
(Graph 35).

An average of around a third of the
unemployed in the Union in 1994 had
completed an education or training

~ course beyond basic schooling but

below university level, over half in
Denmark and the Netherlands and
over 60% in Germany, but less than
20% in Ireland and under 15% in
Spain, Portugal and Italy.

In the Union as a whole, therefore,
some 16% of the unemployed in
1994 had university degrees or equi-
valent qualifications (as compared
with 26% of those in work). As such,
they may well have been capable of
commanding relatively high rates of
pay. Nevertheless, in general, the
average level of earnings in the
Union for the unemployed when in
work is likely to be below average,
though perhaps not so much below
average as is sometimes suggested
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ployment compensatio

— except in the case of women
whose average earnings are signifi-
cantly below those of men in most
Member States.

Replacement rates
at average earnings

From the above, it would seem that
the typical person who in the
Union is unemployed is under 35 as
likely to be a woman as a man and
whose earnings when in work are less
than the average, perhaps signifi-
cantly so. As a starting-point for the
analysis of levels of income support
“available to the unemployed in dif-
ferent parts of the Union, however, it
is useful to examine the level of trans-
fers payable to someone on average
earnings. This provides in some

36 Replacément rate at 8§(ef
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sense a benchmark against which
payments at lower wage levels can be
assessed. (The average earnings
figures used relate to the gross wage
for a production worker in manufac-
turing in the different Member States
in 1993 and come from OECD — see
earlier Box.)

The basic assumption is that the per-
son concerned is eligible for unem-
ployment benefit for the maximum
period allowed by their employment
record and that where benefits are
fixed in relation to previous carnings,
the figure used is the average for
1993 as defined above. This will tend
to bias upwards the estimates of the
amount received because of infla-
tion, though in most cases the extent
of bias is likely to be small, both
because of the relatively low rate of
inflationin 1993 —except in Greece,

ég eérnixigs for a si:t:.ng'lefv'i.--': .
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*35year okd person wam}o years employment record; the estimate for 2 years unempioyed relates to Liguria for |

where it was over 14%, wage infla-
tion in the Union was around 4% —
and because the previous earnings in
question are usually for the preceding
three or six months rather than the
preceding year (only in Portugal are
they the average for the previous
year; in Greece, where inflation is
much higher than anywhere else,
they are for the previous month). As
the period of unemployment goes on,
however, the upward bias will in-
crease since the amount of benefit or
aliowance received will increasingly
be based on a level of earnings which
because of inflation will decline in
relation to the wage that the person
concerned would receive if they went
back into precisely the same kind of
job. The replacement rate calcula-
tions, therefore, are most relevant for
the initial spell of unemployment and
become less meaningful for long
periods out of work.

In 1993, the replacement rate — or
the disposable income receivable in
benefits and assistance when unem-
ployed in relation to that when in
work — for a 35 year-old single per-
son who has become unemployed

‘and who was on average earnings

when in work with 10 years’ employ-
ment record (the precise age, so long
as the person concerned is 25 or over,
and the exact number of years in em-
ployment, so long as they are more
than one or two, tend in most coun-
tries to have relatively little effect on
the results, as described below) var-
ied from 85% in Luxembourg,
around 80% in France and Spain and
just below in Portugal (though the
above discussion of the relatively
small numbers of benefit recipients
should be borne in mind) to around
48% in Greece, 44% in Ireland and
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only just over 41% in'the UK (Graph -

36).

In the latter two countries, in contrast
to elsewhere in the Union, unem-
ployment benefits are wholly (in the
UK) or mainly (in Ireland) calculated
as a flat-rate sum rather than as a
percentage of previous earnings
when in work. As such, they are fixed
in order to meet the basic needs of the
individuals — or families — con-

- cerned rather than, in some sense, to
replace previous earnings as is the
case in other Member States.

For the remaining Member States, in
two cases — Denmark and the
Netherlands — the net amount re-
ceived by the person in question
when unemployed amounted to over
70-75% of disposable income when
in work, in Belgium and Germany to
over 60% and in Italy to 55% (though
in this case, a range of different in-
come support mechanisms exist and
only one — the ‘mobility benefit’ to
be eligible for which the person con-
cerned has to have been laid off due
‘to industrial restructuring — has
been chosen for the calculation).

For comparison, the replacement rate
in the US (here represented by the
State of New York) was just over
50% for the same person, below the
rate in all Member States except
Ireland and the UK.

In all the Member States, the amount
received in the form of unemploy-
ment benefit remains the same for at
least six months after the spell of
unemployment begins and in all,
apart from Spain, it remains at this
level for at least the first year.

In Spain, the amount declined after

_ 180 days by 10% in relation to pre-

vious earnings and then remained at
this reduced rate for another 18
months for the person in question
(though less for those with employ-
ment records of less than six years or
so, the duration of benefit being re-
duced by two months for each 180
fewer days of employment.

After-a year, however, when insur-
ance-based benefits tend to come to an
end, the amount received declines in
half of the countries but remains the
same as initially in Denmark, France,
the Netherlands and Portugal as well
as in Ireland and the UK. In the other
couitries, it is lower as people moved
from social insurance benefits to social
assistance or basic income support. In
Greece, where there is no minimum
income guarantee, the insurance

benefit was reduced by 50% for three
months for the person in question and
was then replaced by a very low flat-
rate which amounted to only around
7% of disposable income when in
work for the person concemed (though
it was higher for first-time job seekers).
In Italy, the position varies between the
North and South of the country as well
as between older and younger workers,
those living in assisted areas in the
South or those aged 40 or more being
able to receive social insurance
benefits for a further year, while others .
have to fall back on social assistance
which is organised on a regional basis.
The conditions attached to the latter
and the amount payable vary from re-
gion to region, but in general the un-
employed receive substantially less
once they move from unemployment
benefit to social assistance (in Liguria,
the region chosen as an example — see

_:37 Replaonment rate at average earnmgs for a
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Box above — the replacement rate
halved for the person examined).

The reduction in income support at
the end of one year was also particu-
larly marked in Luxembourg, where
the replacement rate declined from
85% to 45% and in Belgium, where
it fell by around 20 percentage points.
By contrast in both Germany and
France, the reduction was compara-
tively small — only around 67 per-
centage points — signifying that
there was little difference between
the amounts payable from the unem-
ployment insurance system and from
assistance schemes. ~

After a further six months (18 months
of unemployment in total), the re-
placement rate in the Netherlands
was reduced by 17'/, percentage
points for the person concerned
(though if contributions had been
paid for 15 years rather than 10, the
reduction would have been post-
poned for six months and by an addi-
tional six months for each extra five
years of contributions). In Portugal,
where the duration of insurance-
based benefits is related to age rather
than contributions, the rate was re-
duced from 79% to 42% after 18
months for someone aged 35 (for
someone aged 40, the reduction
would have come after 21 months,
for someone of 45 or over, after two
years). In France, the rate was re-
duced after 20 months of unemploy-
ment by 7 percentage points.

At the end of two years of unemploy-
ment, for the person in question, on the
average wage when working, the net
income support received was under
half disposable income when in em-
ployment in 7 Member States, though

above 40% in all except Greece and
Italy, and 55-60% in two others —
Germany and the Netherlands. In three
countries, however, Denmark, Spain
and France, it was still over 70% of
disposable income even after this
period of time (Graph 36).

Beyond two years of unemployment,
however, the replacement rate in
France declined to 64%, followed by
a further reduction to 55% after an-
other four months, while in Spain, the
person concerned had to fall back on
regionally-based social assistance,
involving a substantial fall in the
amount received (in the Aragon re-
gion, taken as an example in the ana-
lysis, the replacement rate declined
to only 23% in this case). In Portugal,
where as in Greece, there is no mini-
mum income guarantee for those
without work, the rate fell to zero.

By comparison, in the US, after two
years of unemployment, the rate for
a person with the same charac-
teristics was only 30% of disposable
income when in work, significantly

" below the level in the North of the

Union countries, except those in the
South.

The effect of
dependants

In Member States where the amount
initially receivable when becoming
unemployed is related to previous
earnings, it tends to be invarant to
family circumstances — except inso-
far as the latter affects other benefits or
allowances which might be payable,

- such as housing bénefits in particular

as described below. Indeed,.since

disposable income when in work tends
to be higher for people with depend-
ants than without because of lower
effective tax rates, the replacement rate
can be lower for the former than the
latter. The effect of tax on disposable

income, however, is offset to some

extent by the fact that where there are
children, the allowances payable for
these are usually the same whether the
person is working or not (the addition
of a flat-rate sum to both amounts, in
other words, pushes up the ratio).

For someone -who became unem-
ployed in 1993, therefore, the re-
placement rate was lower if they had
dependent spouses or children in
Belgium, Spain, France and Portugal
(Graph 37). In the majority of the
other countries, it was significantly
higher — 10 percentage points or
more. This was particularly the case
in Ireland and the UK, reflecting the
perceived greater need for income
support for those with families than
for those without. Thus in both coun-
tries, the replacement rate in 1993
was around 30 percentage points
higher (over 70% higher in terms of
the amount received) for a married
person with two children than a
single person.

In the UK, however, the higher sum
payable in such circumstances also
reflects the fact that transfers to the
unemployed cover housing costs
which, in turn, are assumed in the
analysis to increase with family size
for any given level of earnings when
in work. As described more fully
below, such transfers can account for
asignificant proportion of the dispos-
able income received by someone
unemployed in the UK and can radi-
cally change the comparative picture
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of replacement rates. Housing

benefits are also an important factor
in particular cases in Denmark,
Germany, France, Ireland and the
Netherlands.

Taking family circumstances into
account narrows the difference in
relative benefit levels between Mem-
ber States. In all countries, apart from
Belgium, Greece and Italy, dispos-
able income when becoming unem-
ployed for someone on average
earnings with a family of two de-
pendent children was 70% or more of
disposable income when in work. In
Denmark and Luxembourg, it was as
high as 90% (in the former partly
because of housing benefits). In
Belgium and Italy, it was only
slightly below 70% (66% in both) so
that Greece was the only country in
the Union where the replacement rate
was substantially below 70% (55%).

By contrast, in the US the replace-
ment rate for a person with these
characteristics was under 50% in
1993, lower than all the countries in
the European Union, including
Greece.

The level of income support in this
case does not tend to change much as
the period ofunemployment in-
creases. Only in Greece and Portugal,
was the net amount receivable re-
duced by more than 10% after two
years of unemployment, in the latter
by around 25% to just under 40% of
disposable income when in work.
These are the only two countries in
the Union, however, where the re-
placement rate after two years of un-
employment was less than 66% in
1993. By comparison, in the US,
though the net amount of income

support receivable by a family with
two children was higher if they were
long-term unemployed rather than
out of work for a relatively short
period of time, this still amounted to

only 57% of disposable income for.

someone on average earnings.

‘Longefpeﬂods

of unemployment

In the US, the net amount received
remained unchanged if unemploy-
ment went on for longer than two
years. This was also the case in most
European countries, the only excep-
tions being Spain and France, as
noted above and Portugal (Graphs 38
to 49, which illustrate for each Mem-
ber State the change in the net

amount of assistance recei