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35.1% in 1980 to 41.9% in 1997), whilst during
the same period the taxation burden for other
production factors (first of which is capital),
dropped from 36.6% to 31.1%.

The consequence of this displacement, to the dis-
advantage of the employment factor, is that in
recent years Member States whose systems are
financed mainly by contributions have increas-
ingly undertaken measures to lower social insur-
ance contributions. This policy is reflected
against the changein the social contribution con-
ditions and State allocations. Thus the proportion
of social contributions in relation to the total fi-
nancing, as a European average, dropped from
65% in 1990 to 63.5% (1996}, whiist the propor-
tion of State allocations grew i7n this period from
an average of 28.8% to 31.4%.

Financing structures in the Member States
and their development

The lay out and organization of social security
systems in the Member States are very varied,
which again is reflected in the structure of the
corresponding budgetary systems. An overview
of the situation in the individual States followed
by a comprehensive description of the significant
trends in recent years in these countries is pre-
sented below.

Overview of the financing systems

In Belgium the financing of social protection is
based on the principle of overall administration,
whereby the contributions, as well as the State
allocations, are shared, depending on need, over
the individual social security areas. Furthermore,
specific contributions are levied in the welfare
sectors — with the exception of employment in-
juries and occupational diseases, as well as fami-
ly benefits. These range from contributions on
specific insurance premiums, to contributions on
specific pharmaceutical products and the turn-
over of the national pharmaceutical industry, to
deductions from invalidity and early retirement
pensions. Furthermore, a crisis tax, and special
contribution for social insurance, a share of the
VAT and, under certain circumstances, an addi-

tional employer’s contribution, are included in
the general financing of the social security system.

In Denmark social security is financed mainly
from taxation. Parts of the health and maternity,
invalidity and unemployment sectors are fi-
nanced from the additional contributions of em-
ployees and the self-employed amounting to 8%
of earned income or profit. Further social secu-
rity areas, which are financed by other contribu-
tions, are the additional pensions in the old age
and survivors’ sectors as well as the industrial ill-
ness and industrial disease sectors. The State has
no involvement here. Contributions are paid by
employers and employees for the unemploy-
ment sector of the welfare system, and State sub-
sidies are granted only if necessary to cover a
deficit. The provision of benefits in kind in the
area of health, maternity and care comes within
the competence of the local authorities.

In Germany, because of the comprehensive insur-
ance principle, the financing principle is based,
in comparison with Denmark, on contributions
in practically all sectors of the social security sys-
tem - apart from unemployment assistance,
social assistance benefits and family benefits.
Contributions at varying rates are levied for the
individual welfare sectors, whereby employer
and employee are involved, each at 50% (excep-
tions in particular in the area of injuries’ insu-
rance: there the employer bears the full cost of
the contribution). State subsidies are to a great
extent provided mainly for the invalidity, old age
and survivors’ sectors. Moreover, if there are any
deficits in the employment insurance they are
covered by taxation means.

Greece changed from contribution financing in
all social security sectors to a three-party financ-
ing (employer, employee and State), in the health
and maternity, invalidity and old age and survi-
vors’ sectors, on 1.1.1993. Where insurance com-
mences prior to 1.1.1993, the pure contribution
principle is still relevant in these areas, so that
currently there are two models in evidence. In
addition to the introduction of regular State in-
volvement in the financing of the areas in ques-
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tion, State means are used, where appropriate,
to cover any deficit.

In Spain benefits in kind for health and maternity
and family benefits are financed from taxation.
All other areas are primarily subject to the con-
tribution principle, whereby a global contribu-
tion is levied - financed mainly by the employ-
ers - for the health and maternity (cash benefits),
invalidity and old age and survivors’ sectors and
the unemployment sectors levy their own con-
tributions. The social security sectors financed by
contributions are, with the exception of indus-
trial accidents and industrial diseases, subsidized
by the State: So, for example, the State regularly
finances minimum pensions and non-contribu-
tory pensions in the invalidity and old age/survi-
vors’ sectors. In addition to this, the State covers
the part of the unemployment benefits which are
not financed through contributions.

In France financing relies for almost all the social
security schemes on a mixed system based on
social contributions and taxes solely allocated to
this funding, the most important being the Gen-
eral social security contribution. This tax applies
on all earnings and its return is higher than the
receipts used to finance the State budget. Only
the employment injuries and occupational dis-
eases insurance benefits are financed exclusively
by contributions. In France as in Belgium, special
contributions on investment earnings and un-
earned incomes (capital, property) as well as on
car insurance premiums, on cigarettes, on alco-
holic drinks and on royalties related to the ad-
vertising of pharmaceutical products are recov-
ered. The State budget only participates to bal-
ance some special pension schemes or to com-
pensate the payment of social contribution ex-
emption for employment measures. The unem-
ployment assistance scheme (an extension of the
unemployment insurance scheme) represents
though an exception being exclusively financed
by the State budget.

The financing principle in Ireland is as a rule based
on a combined system of contributions and taxa-
tion, with the family benefits’ sector financed ex-
clusively from taxation. The contributions for the
remaining social security sectors are levied as a
global contribution, and an additional contribu-
tion is levied from the employee’s side for ben-
efits in kind in the event of illness and maternity.

The State covers any deficits which occur in the
sectors which are financed by the combined sys-
tem. An exception to this is in benefits in kind in
the event of iliness and maternity, where the
State regularly bears 90% of the costs.

In /taly the financing principle is based on contri-
butions for all welfare sectors, whereby a joint
contribution is levied only for the invalidity and
old age/survivors’ sectors, whilst the remaining
sectors are organised independently of each
other, each with their own contributions. On the
State’s side, it bears a share of the total amount
for invalidity, old age and survivors’ pensions, as
well as the costs for social pensions, early pen-
sions and for the building up of the minimum
pension. Furthermore, there are annual subsidies
for the unemployment and family benefits’ sec-
tors.

In Luxembourg, the various welfare sectors are fi-
nanced on the one hand from contributions, spe-
cial contributions (in the case of care), premiums
(in the case of industrial accidents and industrial
diseases), and on the other from taxation. There
is a combination of both these types of financ-
ing in all areas of social security, with the excep-
tion of the unemployment sector. The contribu-
tions are levied separately for the individual in-
surance sectors, whereby, as for example in Ger-
many, Greece and l[taly, invalidity and old age/
survivors’ sectors are brought together. Contri-
butions of equal proportions are levied from
employers and employees for the health and ma-
ternity sectors, whilst the contribution for invali-
dity/old age/survivors is financed respectively by
one third each from employers, employees and
the State. Family benefits are financed by em-
ployers’ contributions, which nevertheless are
covered by the State. Theinsurance of long-term
care, which is introduced in Luxembourg as a
new sector of social security, is financed from a
special contribution from income (earned and
capital income), an energy tax and from State
means. Parts of the personnel and administrative
costs in the invalidity/old age/survivors’ sectors
and the industrial accident and industrial dis-
eases’ sectors are financed by the State.

The Netherlands differentiate between the na-
tional insurance system and the employmentin-
surance system. With the exception of the Gen-
eral Child Allowance Act, that provides for child
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allowance to be financed from taxation, the na-
tional insurance systems are financed by contri-
butions, which - together with income tax - are
deducted as set amounts. In connection with this,
the integration allowance for disabled persons
is paid by the employer’s contributions, whilst
benefits in the event of illness and maternity, on
the birth of a child and on unemployment, on
contributions from the employee as well as the
employer. Further benefits under the Health Act
are paid by employers’ contributions. All employ-
ees are compulsorily insured under the employ-
ees’ insurance scheme. However, since 1.1.1998,
the self-employed have been obliged to arrange
insurance for incapacity for work (law on benefits
in the event of incapacity for work for the self-
employed). This law is financed from contribu-
tions paid by the self-employed.

In Austria the financing of social protection is
mainly through contributions, and, in addition to
this, there is State involvement in some sectors.
The health and maternity sectors, benefits in kind
(not hospitals and seif-retention), and cash ben-
efits, as well as industrial accidents and industrial
diseases, are financed exclusively by contribu-
tions, whilst the care sector and family benefits
are financed by taxation. Both types of financing
are used in the other welfare sectors. Global con-
tributions are levied respectively for the welfare
sectors 'health and maternity: cash benefits and
benefits in kind’ as well as ‘invalidity and old age
and survivors’.

The contributions for the various sectors are at
varying rates, whereby they are borne in equal
parts by employees and employers. The excep-
tion here is the industrial accident and industrial
disease sector, in which the contributions are met
exclusively by the employers. State involvement
for the individual welfare sectors varies, and ex-
tends from involvement in hospital financing,
testing young people and to the costs for the
weekly allowance relating to loss liability, to a
regulation Federal contribution to the unem-
ployment insurance scheme.

In Portugal the financing principleis based on the
contribution principle with the exception of ben-
efits in kind in the event of sickness and mater-
nity, which is financed by State means and the
event of employment injuries financed by insur-
ance premiums. The contributions are levied in

the form of a global contribution (with the ex-
ception of employmentinjuries and occupational
diseases), and the employers bear about two
thirds of the contribution. The protection for
employment injuries and occupational diseases
is paid for by employers alone. The State’s in-
volvement in the welfare sectors financed by
contributions is limited only the financing of the
minimum pension. Furthermore, VAT revenue is
used for the social security scheme in general.

There are various basic principles in Finland for
the individual social protection sectors: the
health and maternity sector (benefits in kind) un-
employment (basic benefits) and family benefits
are financed from taxation alone; the health and
maternity sector (cash benefits), invalidity, old
age/survivors and earnings’ dependent protec-
tion'in the case of unemployment is financed
from taxation as well as from contributions; the
financing of the industrial accident and industrial
disease insurance sector is provided by premi-
ums from the employer alone. The individual sec-
tors are organized independently, which is why
global contributions are not levied.

In Sweden the individual welfare sectors are also
organized independently, and various respective
basic principle are applied: The health and ma-
ternity sector (benefits in kind), care and family
benefits are financed from taxation, whilst both
types of financing are used for invalidity, old age/
survivors and unemployment (financing by taxa-
tion and financing by contributions). The protec-
tion in the health and maternity sector (cash bene-
fits) and industrial ilinesses and industrial diseases
is financed exclusively by contributions, no State
subsidies are granted here.

In the United Kingdom, social protection is
financed through a combination of National In-
surance contributions and taxes. The cost of all
contributory cash benefits (for old age, widow-
hood, invalidity, unemployment and maternity)
is covered by a global rate of contribution paid
by insured persons. Other cash benefits (non-
contributory) for industrial injuries and diseases,
severe disability as well as universal child bene-
fit and social assistance benefits are financed
from taxation. Health care through the National
Health Service (NHS) is primarily financed from
taxation, though a small proportion of funding
comes from contributions.
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A division of the social contributions into the
employer's share and the share paid by the pro-
tected group (employees, the self-employed,
pensioners and other persons), shows, that in
most Member States — with the exception of Den-
mark — the employer’s share in the financing has
decreased.

The extent of these structural changes varies con-
siderably in the period in question from 1990 to
1996 and goes from a minimum of 0.7% (Austria)
to a maximum of 11.1 (Portugal).

In the same period in most Member States the
share of the protected group in financing has in-
creased. Exceptions are Ireland, France, Portugal
and United Kingdom.

Table 2: Developments in the shares of employer’s
and the protected group contributions in
financing the social welfare

Employer Protected group
1996 since 1996 since
1990 1990

49.9% -2.1% 27.9% -0.9%
44.5% +3.6% 25.9% +0.7%
52% -2.4% 17.6% +0.7%

o m o T

39.1% -4.5% 28.5% +0.1%
NL  ]123.2% +3.2% 44.4% +5.3%
49.3% -3.6% 18% +3.0%

A 37.4% -0.7% 26.4% +1.3%
GR |38% -0.8% 23.4% +3.4%
L 25.8% -3.1% 22.9% +0.3%
FIN |34.9% -9.2% 13.3% +5.3%

S 40% ¢ 6.8% -

P 26% -11.1% 16.8% -3.2%
UK [24.7% -2.5% 14.5% -1.8%
IRL | 21.9% -2.4% 14.2% -1.4%

DK 9.6% +1.8% 15.3%  +10.0%

EU- |39.2% -2.8% 24.3% +1.3%
15*

* The data from Sweden is not included
Source: Eurostat-ESSPROS and our calculations

Measures

The following is a summary of measures and their
effects on the contribution rates.

General measures for the avoidance of an in-
crease in the contribution rates

The avoidance of an increase in the contribution
is mainly of interest to every country where the
predominant financing is by contributions. Thus,
for example, no measures have been undertaken
in Denmark and Sweden, to keep the contribu-
tion rates constant or to reduce them. At present
the contribution-related insurance principle is
being strengthened in Finland.

If, in comparison, the declared policy aim is to

keep the contributions constant, or to reduce

them, then this can be achieved by two different

types of measures:

1. the expenditure could be kept constant or
reduced,

2. arestructuring could be undertaken, which
involves a transfer from financing through
contributions to financing by taxation.

With regard to 1), a limitation in expenditure can
be achieved either by

- reducing benefits or

- rationalising administration.

Thus, for example, benefits are reduced in Ger-
many and Austria. If appropriate, benefit reduc-
tions (as in Germany) could be considered or car-
ried out even indirectly by raising age limits or
by a modification related to the uprating of old
age pensions.

On the other hand, in the United Kingdom, they
are endeavouring to undertake rationalisation
measures by a simplification and thereby a slim-
ming down of administration.

With regard to 2), restructuring of contribution
financing to financing by taxation can be achieved
either by

- increasing an existing tax or

- by introducing a new tax.

Thus, for example, in Germany, the pension system
is being supported by an increase in the Federal
subsidies (financed by an increase in VAT). Further-
more, contributions to the pensions’ insurance



scheme could be reduced by the introduction of
the ecological tax reform.

In France, by comparison, a general social secu-

rity contribution (contribution sociale generali-

sée — CSG) has been introduced in stages in the

form of alevy which is used exclusively to finance

social security. Also, in Belgium, various special

levies have been applied to avoid a further in-
. crease in the social welfare contributions.

In Luxembourg as well they have introduced a
tax for the purposes of a newly introduced sec-
tor of the social security system (care insurance).

Measures for specific groups

In nearly all Member States there are various
measures for reducing employment costs for spe-
cific groups or to create new jobs. We can differ-
entiate here between

- areduction in the contribution rates and

- State subsidies.

Thus, for example, in Greece and Italy the em-
ployer’'s contribution rates have been reduced if
new jobs are created: in Greece the employer’s
contributions have been reduced by 50% whilst
in Italy there is a complete exemption from con-
tributions for three years.

State subsidies affect the social welfare financ-
ing system indirectly, because a subsidy linked
to people also reduces the actual wage costs, not,
however, to the detriment of the revenue side of
social insurance. For example, Denmark, The
Netherlands and Greece award State subsidies.

Older persons

Reductions in contributions or subsidies have
been made in a total of six Member States (Bel-
gium, Greece, Spain, France, Luxembourg and
Austria), if older unemployed persons are taken
on.The age from which an employee is said to be
‘older’ has been set at different limits. Thus, in
Spain, this relates to employees over the age of
40,in Austria over 45,in Belgium,France and Lux-
embourg over the age of 50, and in Greece from
the age of 58.

Firstly the contributions can be partially or com-
pletely reduced. Secondly, they can affect either
only the employer’s side or the total contribution

(from employee and employer). The reductions
and subsidies are thereby usually linked to cer-
tain conditions and have time limits.

The reduction in Belgium and Spain is global for
the employer’s contributions.In Luxembourg and
France,itis also possible to have exemptions from
the employer’s contributions.

In Greece they have gone a step further in this: if
anunemployed person over the age of 58 is taken
on,the employer’s,as well as the employee’s, con-
tributions are met.

In Austria they have gone down the route of wage
subsidies, whereby the employer receives a maxi-
mum of two thirds of the calculation basis (gross
pay plus 50% payment for ancillary wage costs)
for a maximum of two years.

People starting a new job and young people
People starting new jobs and unemployed young
people without any job experience make up an-
other group which are also being given special
encouragement in some Member States (Bel-
gium, Spain, France, Luxembourg, Austria and
Portugal). The aim of all these measures is to re-
duce the employer’s contributions.

Thus it is possible to get a reduction in the em-
ployer’s contributions in Belgium if a young
trainee is taken on.

In France and Luxembourg the employer’s con-
tributions are met to a large extent, or in full, for
young people starting in jobs.

In Spain and Portugal limited contribution rate
reductions,or exemption,are granted for employ-
ers, if unlimited employment contracts are con-
cluded.

In Austria the employer’s contribution towards
health insurance for trainees has lapsed since
1.7.1997,in addition to other measures.Moreover,
the contribution to be met by the trainee lapses
for the first two years of the apprenticeship.

The long-term unemployed

There are special measures for the long-term un-
employed in Belgium, Spain, France, Luxembourg
and Portugal.
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in Belgium and Luxembourg a limited exemption
from the employer’s contributions is possible,
under certain conditions, whilst in France the
employer’s contributions are reduced as a rule.

In Spain and Portugal the limited reduction in, or
exemption from, the employer’s contributions is
again linked to the concluding of an unlimited
contract.

The low paid

In addition to Belgium and France, Ireland, Italy

and the United Kingdom grant a reductionin the

contribution for the low paid, whereby the fol-
lowing specific factors should be mentioned;

- in Italy the reduction in the employer’s
contributions is regional and limited to the
south of the country,

- in France the contribution reduction is
degressive and

- in the United Kingdom, the contribution
burden on the low paid as well as their
employers was reduced in 1999 and with a
further reduction planned for 2000 and 2001.

The disabled
Contribution reductions for the employer’s share
can be granted in Belgium, Spain, France and
Portugal; in France contribution exemptions are
even possible and in Spain additional bonuses
are paid out.

In Portugal and Spain the granting of preferen-
tial treatment is again linked to the conclusion
of unlimited contracts.

Special measures for small and medium

businesses

There are measures for small and medium busi-

nesses in Belgium, Greece, France, Portugal and

Finland. These can be divided into three catego-

ries.

- in Portugal and Finland small and medium
businesses are generally supported by
contribution reductions (Portugal) or by the
rule that small and medium businesses have,
in principle, to pay the lowest legally set
contribution.

- in Belgium and France limited contribution
reductions on the part of the employer are
possible under certain conditions when they
take on their first employees.

- in Greece a special arrangement has been
created for the problem of contribution
arrears; they can be spread over 24 months,
and reductions are offered, which lie between
85 and 12%.

Special measures for new businesses

In Belgium, Germany, Greece, France, Austria,

Portugal and the United Kingdom preferential

arrangements have heen introduced for new

businesses. These measures can be divided into

- State subsidies

- areduction in contributions and

- alowering of the minimum income from
which contributions must be paid.

State subsidies are granted to those setting up busi-
nesses in Belgium and Greece. In Belgium these
subsidies are limited to three years, in the subse-
quent fourth year the contributions are reduced. In
Greece unemployed persons who become self-
employed receive subsidies. In Finland there is State
subsidization of the pension contributions.

A reduction in the contributions is granted in
Germany, France, Austria, Portugal and Finland.
The measures in Germany and Finland are aimed
at the pensions’ insurance scheme. Thus, people
under the age of 43 in Finland who commence
self-employment pay 50% of the contribution
rate to the pensions’ insurance scheme for the
first three years. In Germany a claim to halve the
usual amount towards the pensions’ insurance
scheme can be made during the first year in
which work is commenced and in the subse-
quent three years.

In France, Austria and Portugal limited contribu-
tion reductions are possible to some extent, in
addition to other measures, whereby in Austria
this reduction is achieved by a reduction in the
calculation basis.

In the United Kingdom a fairer distribution of self-
employed contributions is planned from the year
2000. in connection with this, the minimum con-
tribution is to be reduced by 65%, the income-
related contribution rate increased by 1% and the
minimum income from which contributions
must be paid, reduced.



Concluding remarks

To summarize, it can be noted that some meas-
ures have been taken, as a priority, by those
Member States where contributions are the main
form of financing the social welfare, whether to
keep the contributions level constant, or to re-
duce it. In relation to this, however, measures
have been taken in nearly all Member States, to
reduce wage costs and to create new jobs, which
however only partly affect a lowering of contri-
bution rates.

Measures for certain groups — which primarily
include older persons, persons starting new jobs
" and young people, the long-term unemployed,
the low paid and the disabled - are being under-
taken to varying degrees in the Member States.
At the head of this are Belgium and France, which
have planned special measures for all the groups

mentioned here, followed by Spain, Luxembourg
and Portugal. In the other Member States meas-
ures for the financing of social welfare have been
undertaken for fewer groups, or there are no such
measures.

In addition to these groups small and medium
size businesses have frequently been given pref-
erential treatment. In Belgium, Germany, Greece,
France, Austria, Portugal, Finland and the United
Kingdom, there are special measures for at least
one of these two groups.

In the course of the following the individual Mem-
ber States have shown, each in detail, the meas-
ures which have been taken in the field of social
security, in order to keep the contribution rates
constant, or to lower them, in order to provide
special encouragement to special groups and for
small and medium businesses and new busi-
nesses.

1
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A. General measures

In Belgium, measures have been taken to curb
the increase in social security contributions.

This includes the State subsidy (BEF 188.2 billion
in 1997) and a percentage of VAT, which is set
annually by Royal Decree. For 1998, this percent-
age was fixed at 20.24%, allocated on the basis
of 94.46% for the benefit of the salaried workers’
scheme and 5.54% for the benefit of the self-em-
ployed workers’ scheme. There are also various
special contributions to help fund the social se-
curity of salaried workers, such as the 0.03% sup-
plementary crisis contribution (contribution com-
plémentaire de crise); the special social security
contribution (cotisation spéciale pour la sécurité
sociale), which is proportional to household in-
come and can attain BEF 29,500 per year; the
8.86% contribution on the payments made by
employers for allocating extra-legal benefits for
retirement or early death; the 5% mutual aid con-
tribution (cotisation de solidarité) payable by em-
ployers and the 2.5% payable by students (for
employing students who are not liable for sala-
ried workers’ social security contributions); the
33% mutual aid contribution payable by the
employer on the benefit of the private use of a
company car; the 0.05% employer’s contribution
for the plan to support the unemployed (plan
d’accompagnement des chémeurs); the 0.05% em-
ployer’s contribution for child care, etc.

B. Measures for special groups

Specially designed financial measures have been
adopted to reduce the financial burden of target
groups via the employment policy.

There is a measure aimed at encouraging the
recruitment of young trainees under an indef-
inite employment contract.

Enterprises employing at least 50 workers are re-
quired to recruit trainees, the total number of
whom must equal at least 3% of the total staff.

During the work placement, the trainee is enti-
tled to an allowance equal to at least 90% of the
remuneration to which a worker carrying out the
same activities is entitled in accordance with the

wage scale applicable in the enterprise. This al-
lowance is considered as remuneration which is
subject to social security contributions. For one
year following the work placement, the employer
has to pay the young worker only 90% of the re-
muneration to which a worker carrying out the
same activities under the same conditions in the
enterprise, is entitled. Upon expiration of this first
year of the indefinite employment contract, the
worker is entitled to 100% of the wage scale appli-
cable in the enterprise, but, for four consecutive
quarters, the employer is entitled to a fixed-rate
reduction in employers’ social security contribu-
tions equal to 10% of the worker’s gross remu-
neration. '

Specific measures have been taken for catego-
ries of salaried workers who occupy the least
skilled or least well-paid jobs.

For those on low incomes, there is a reduction in

employers’ social security contributions estab-

lished as a percentage of social security contri-

butions; the reduction is inversely proportional

to the amount of the salary. Depending on where

the remuneration is situated between two daily

or hourly maximum amounts, there is a reduc-

tion of 50%, 35%, 20% or 10% in the employers’

social security contributions for the following

branches:

- pensions;

- sickness and disablementinsurance (sector of
allowances and health care);

- unemployment;

- family allowances;

- occupational diseases;

- occupational accidents.

Maribel operation

Employers employing manual workers who are
subject to all of the retirement and survivors’ pen-
sion schemes for salaried workers, the compul-
sory insurance against sickness and disablement,
family allowances for salaried workers, occupa-
tional diseases and occupational accidents, ben-
efit, for each such manual worker, from a reduc-
tion of BEF 5,000 per quarter in contributions to
all of the above-mentioned schemes. Where this
involves an employer who had fewer than 10
workers in his employ on 30 June of the preced-



ing calendar year, or on the last day of the quar-
ter during which the first manual worker was
employed, provided that this was after 30 June
of the reference year, the reduction is raised to
BEF 8,500 per quarter for five manual workers.
The manual workers must work, per quarter, at
least 51% of the number of working hours or
working days stipulated in the applicable collec-
tive bargaining agreement.

In addition to this reduction, employers benefit-
ing from the fixed-rate reduction of BEF 5,000, re-
ceive, per quarter, for the same manual workers,
a variable reduction in the above-mentioned
_ contributions of BEF 5,000, multiplied by the per-
centage of manual workers out of the total
number of salaried workers who were declared
and employed by the employer over the preced-
ing quarter (or over the quarter in question if no
worker was declared during the preceding quar-
ter). However, this percentage may not exceed
66%.

Measures have been taken to assist the long-
term unemployed.

People on full-time unemployment who, at the
time of recruitment, have received unemploy-
ment benefit for at least 60 months, are entitled,
for a maximum period of three years, to areturn-
to-work allowance (allocation de réinsertion) pay-
able by the national employment office (Office
national de I'emploi). This allowance forms part
of the gross salary and the employer benefits
from an exemption from employers’ social secu-
rity contributions for the following schemes:
retirement and survivors’ pensions, sickness and
disablementinsurance (sector of health care and
allowances), unemployment, family allowances,
occupational diseases, occupational accidents,
annual holidays.

The aim of the jobs proposed by employers must
be to create supplementary jobsin functions that
are generally not, or no longer, exercised and
which increase the quality of customer service,
improve the working conditions of all of an em-
ployer's workers, or involve the environmental
protection of an enterprise. The application
which the employer must establish in order to
hire workers under the vocational integration
project must be communicated to the local em-
ploymentagency (agencelocale pour 'emploi) or,

for certain larger-scale projects, the national em-
ployment office.

The “+2,+3 plan” grants a reduction in employ-
ers’ social security contributions to private-sec-
tor employers hiring a second or third worker
who meets certain requirements, especially
where the latter has, for the 18 months prior to
recruitment, benefited without interruption from
an unemployment or waiting allowance, or
where the worker is aged 40 or over and has ben-
efited without interruption from unemployment
benefits during the 12 months preceding recruit-
ment.

For both the second and third worker, the reduc-

tion consists of an exemption from employers’

social security contributions relating to the fol-

lowing schemes: '

- pensions;

- sickness and disablement insurance (sector of
allowances and health care);

- unemployment;

- family allowances;

- occupational diseases;

- occupational accidents.

For the second worker, this exemption repre-

sents:

- 75% for the quarter of entry into service and
the four subsequent quarters;

- 50% for the period from the fifth to the eighth
quarter inclusive, following the quarter of en-
try into service;

- 25% for the period from the ninth to the
twelfth quarter inclusive, following the quar-
ter of entry into service.

For the third worker, this reduction in employ-

ers’ contributions represents:

- 50% for the quarter of entry into service and
the subsequent four quarters;

- 25% for the period from the fifth to the eighth
quarterinclusive, following the quarter of en-
try into service.

Measures have been taken to promote the em-
ployment of disabled people.

Disabled people benefiting from a replacement
earnings znowance (allocation de remplacement
de revenus) can be hired to work in public ser-
vices, to make up for the hours not worked as a

1]
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result of full time staff rqsmbers exercising their
s .
entitlement to work 4/5 " time.

There is an exemption from employers’ social se-
curity contributions for the following schemes:

- pensions;

- sickness and disablement insurance (sector
of health care and allowances);

- unemployment;

- family allowances;

- occupational accidents;

- occupational diseases.

For the job-seekers’ recruitment plan (p/an d’em-
bauche des demandeurs d’emploi), at the time of
recruitment, the job-seeker must fulfil certain re-
quirements; disabled people are specially target-
ed by the measure. The employer benefits from
the following reductions in social security con-
tributions: 75% for the quarter of entry into serv-
ice and the subsequent four quarters, and 50%
for the period from the fifth to the eighth quar-
ter inclusive.

The aforesaid reduction is valid for the following

branches:

- sickness and disablement insurance (sector
of health care and allowances);

- pensions;

- unemployment;

- family allowances;

- occupational accidents;

- occupational diseases.

Measures have been taken to promote the recruit-
ment of older workers.

Job-seekers' recruitment plan: at the time of recruit-

ment, the job-seeker must fulfil certain require-

ments. Employers of job-seekers older than 50

years of age benefit from a reduction in social

security contributions equal to 50% for the quar-

ter of entry into service and the four subsequent

quarters and to 25% as from the fifth quarter of

entry into service. The aforesaid reduction is valid

for the following branches:

- sickness and disablement insurance (sector
of health care and allowances)

- pensions;

- unemployment;

- family allowances;

- occupational accidents;

- occupational diseases.

C. Measures targeted at small and
medium-sized enterprises

There is a temporary reduction in employers’ so-
cial security contributions for promoting employ-
ment, in cases where enterprises hire a first
worker who meets certain requirements (unem-
ployed person, apprentice, job-seeker receiving
income support, etc.); the reduction in employ-
ers’ social security contributions is granted for 13
quarters.

The amounts of the reduction are: 100% for the
quarter of entry into service and the subsequent
four quarters; 75% for the period from the fifth
to the eighth quarter inclusive, following the
quarter of entry into service; 50% for the period
from the ninth to the twelfth quarter inclusive,
following the quarter of entry into service.

The aforesaid reduction is valid for the following

branches:

- sickness and disablement insurance (sector
of health care and allowances);

- pensions;

- unemployment;

- family allowances;

- occupational accidents;

- occupational diseases.

The +2, +3 plan (see above).

The extension in 1997 of the Maribel operation
(see above) to certain highly labour-intensive
SME sectors such as construction, retailing and
hotel and catering.

Redistribution of social security contributions
among employers: on 1 July of each year, em-
ployers are granted a 11.5% reduction in the
amount of contributions due quarterly (both
employers’ and workers’ contributions) for each
of the quarters in the past calendar year. How-
ever, the reduction does not apply to the contri-
bution to the annual holiday scheme for manual
workers, to the contribution for the occupational
accidents scheme, to the wage restraint contri-
bution (cotisation de modération salariale) or to
special contributions.

The amount of the credit is limited to BEF 14,500
per quarter where the total of contributions taken



into consideration ranges between BEF 220,000
and 1,050,000, and to BEF 11,000 per quarter
where the total of contributions taken into con-
sideration for this quarter exceeds BEF 1,050,000.

In exchange for the aforesaid contribution, the
national social security office (I'Office national de
sécurité sociale) charges an annual compensation
contribution to employers who are liable for
more than BEF 1,050,000 in contributions for one
or more quarters of the past year.

The aforesaid contribution represents 1.55% of
the portion of the contributions which exceeds
BEF 1,050,000 per quarter.

The credit amount is allocated to discharging
contributions due for the second quarter of the
current year, with the exclusion of contributions
due for any other quarter. If no social security
contribution is due for the second quarter of the
current year, the amount of the aforesaid credit
is therefore lost to the interested party.

D. Special measures aimed at the creation
of small businesses

When a new employer becomes a member of an
approved social security fund, the national social
security office participates in the membership
costs to the tune of BEF 490 per month, up until
the twelfth quarter inclusive following the quar-
ter of entry into service. This assistance is also given
for the second worker hired under an indefinite
employment contract. The workers recruited must,
however, meet certain requirements (job-seeker
receiving benefit, disabled person, etc.).

On 1 January 1998, a measure was adopted to
reduce the contributions payable by registered
self-employed workers setting up in business for
the first time. Thanks to this measure, the defini-
tive contributions payable for the four quarters
of the year following the third full year of busi-
ness are reduced by an amount of 15%, up to a
maximum of BEF 5,000 per quarter. This meas-
ure is particularly useful since in Belgium, the year
which follows the third full year of liability for
contributions is often the source of financial dif-
ficulties for the newly self-employed worker. In-
deed, during the course of this fourth year, he is
asked to pay not only the social security contribu-
tions for the year in question but also the adjust-

ment contributions for the first full calendar year
of business and any quarters which may have
preceded it.



DENMARK

Since in Denmark social protection is financed
primarily through taxation, its cost constitutes
only an indirect burden on employers. Contribu-
tions to social security schemes, which employ-
ers deduct from salary, represent but a small part
of their total wage costs.

A. General measures

The only social security schemes financed en-
tirely or in part by employers are the following:

1. The complementary pension scheme
(Arbejdsmarkedets Tillegspension,
ATP), the only scheme financed by
contributions.

There are three contribution rates, based solely
on the number of hours worked by each employ-
ee. Those who work at least 117 hours per month
(or 27 hours per week) pay the highest rate of DKK
223.35 permonth. Those who work atleast 78 hours
per month (or 18 hours per week) pay a medium
rate and those who work 39 hours per month (or
9 hours per week pay the lowest contribution rate).

Employers pay two-thirds of the contribution and
employees pay one-third. Employers are respon-
sible for deducting employee contributions from
salary.

2. Insurance against employment injuries
and occupation diseases.

Employers pay the insurance premium, the
amount of which varies depending on the risk
covered.

3. Unemployment insurance.

Employers pay a small contribution to this insur-
ance.

In addition, employers cover daily benefits in the
event of sickness (first two weeks of a sickness
period) and unemployment (first two days not
worked).

Instead of reducing contributions to ease the bur-
den on the income tax system, a new contribution

- the Employment Market Fund contribution - has
been introduced for all working persons.

The Employment Market Fund was established
in 1993 in the form of three different funds, which
were then merged in 1998.

Employees and self-employed fersons contrib-
ute 8% of their gross earnings or gross profit to
the Fund. -

The Employment Market Fund helps to finance

various measures in favour of disadvantaged

groups, such as the employed and the disabled.

In this way, the Fund finances the State’s share

for the costs of:

- unemployment insurance;

- activation measures for insured and un-
insured parties;

- daily benefits for sickness and maternity;

- holiday allowance;

- invalidity pension;

- re-education and retraining;

- “flexible” work and other forms of subsidised
employment;

- work tools, facilities and refurbishing.

Measures in favour of employers include the
elimination of Employment Market Fund regula-
tions stipulating that, as of 1999, employers pay
contributions to the Fund (0.6% of wage costs).

B. Measures for special groups

Following modifications to social legislation, peo-
ple who are temporarily out of work (e.g. the
unemployed, sick persons who receive daily bene-
fits and individuals taking part in subsidised voca-
tional training programmes) remain insured with
the ATP and continue to pay their contributions
to this scheme.

The same applies for those who live on income
support or receive retraining allocations, those
who participate in individual job-training meas-
ures or those who benefit from any other meas-
ure aimed at promoting professional integration.
Local authorities are responsible for paying their
contributions to the ATP.



Measures in favour of disadvantaged groups in-
clude different types of subsidised employment
schemes where the State pays part of the salary
of the beneficiaries, pensioners or others, who are
unable to work under normal conditions.

C. Complementary pension

The special pension savings plan (SP) became a
" permanent structure in 1999. First entering into
force on 1 January 1998, this scheme was intro-
duced in 1997 as an interim measure based on a
budget compromise under the auspices of the
ATP.

Those contributing to this scheme include not
only those who pay into the Employment Mar-

ket Fund - i.e. employees and self-employed per-
sons — but also those who receive daily benefits
due toillness or unemployment as well as those
who receive income support. Contributions
amount to 1% of gross earnings.

The ATP institution deposits the contributions in
a special account, paying out to each contribu-
tor who reaches the age of retirement an amount
calculated on the basis of contributions paid into
the scheme, with a ceiling corresponding to the
average contribution received from all contribu-
tors. Pensions are paid out in instalments stag-
gered over ten years. In a rather short period of
time, payments from this special pension savings
plan reach an amount equal to that of the regu-
lar complementary pension of the ATP.
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A. General measures

In Germany the following measures have been
taken to reduce or stabilise general social securi-
ty contributions or to limit any possible increases:

1. With the Act to Finance an Additional Federal
Subsidy for the Statutory Pension Insurance
(which went into effect on 1 April 1999), the
increase in social insurance contribution
rates was stemmed appreciably. This addi-
tional subsidy is financed through an in-
crease in the value-added tax.

2. Thanks to the Act to Amend Social Insurance
and Secure Employee Rights, a decrease in
the pension insurance contribution by 0.8
percentage points was possible since the
1 April 1999 through,

- pension insurance real contributions for
periods spent raising children being
covered by the Federal budget and

- expenditures being covered out of the
Federal budget for pension replenish-
ments in the new Federal states, and for
benefits under the second act to resolve
Socialist Union Party injustices.

These additional Federal expenditures will be fi-
nanced through the first phase of the ecological
tax reform. During the current legislative period,
it is planned to further reduce employment costs
considerably by means of two further steps in the
ecological tax and contributions reform.

B. Measures for special groups

Regulations to subsidise social insurance contribu-
tions for special groups targeted by Labour Market
policy do not yet exist in Germany. Accordingly,
models for promoting a low-wage sector are cur-
rently being discussed in various committees within
the Federal Government as well as in the coalition
factions. Concrete arrangements for special meas-
ures have not yet been made.

C. Special measures for small and medium-
sized enterprises

Here the same applies as above. Special regula-
tions for subsidising social insurance contribu-
tions do not exist.

D. Special measures for new companies

In this case as well, no special regulations have
been made to subsidise the social insurance con-
tributions of those starting up a new company.
However, self-employed persons can apply for
permission to pay only half of the usual pension
insurance contribution for the year that they first
take up a self-employed enterprise and the fol-
lowing 3 calendar years (this comes to € 220 in
the old Federal states and € 185 in the new
states).



~ GREECE

A. General measures

In Greece, the level of contributions to the gen-
eral social security scheme has not been reduced
but, according to a recent government declara-
tion, an advantageous tax system is due to enter
into application, aimed at encouraging business-
es to create new jobs. This means that, for each
new recruit, the employer will be able to deduct
as supplementary costs, 50% of the employer’s
contributions which have been paid. The aim of
this policy is two-fold:

a) to create a climate favourabie to business

development to enable enterprises to bear
the cost of new jobs. This should lead to an
increase the overall employment rate and a
drop in the unemployment rate.

b) to increase demand for jobs through an indi-
rect “tax subsidy” for legal work which would
contribute to the effort for resolving the prob-
lem of moonlighting, undeclared labour and
jobs not subject to social security contribu-
tions.

These regulations apply to employers who had
hired between 10 and 1,500 employees on 1 Jan-
uary 1999 and who fulfilled a number of require-
ments: they had made no staff cuts in 1998 and
had been in business for at least two years.

B. Measures for special groups

The national strategy for employment is based
on new principles modelled on the basic provi-
sions contained in the European measures.

The suggested approach is designed to gradual-
ly evolve from a passive policy of unemployment
benefits to a policy of prevention, development
and creation of new jobs.

Various efforts must be made to create new jobs
to enable those hardest hit by unemployment
(the long term unemployed, young people and
women) to improve their prospects for finding
jobs and their adaptability.

Basically, the training programmes which form
the backbone of the initiatives provide for a se-
ries of positive measures for 1999 to assist the
target categories.

In particular, energetic support is planned to im-
prove the job prospects of women. This consists,
firstly, of reinforcing child care services by setting
up 100 new nurseries, which will create new jobs,
and secondly, of giving women job-seekers more
availability to look for work. In this respect, the
“Young people into working life” and “Back to
work” programmes have been particularly well
received by women. Furthermore, the efforts to
bring women back into the labour market have
been linked with the “Help at home” mutual aid
programmes, which have certainly helped to cre-
ate new jobs for women.

The other main plank of the national action plan
involves programmes to give unemployed people
access to vocational and continuing training.
“Work placement” is a project that aims to provide
unemployed people who have graduated from
university, technical college, etc., with support for
a period of 11 months, to enable them to acquire
the necessary experience by attending work place-
ments in a variety of enterprises.

Numerous programmes have been introduced to
help young unemployed people to benefit from
extensive support: job possibilities on archaeo-
logical sites, in public works, recruitment in in-
stitutions created at local administration level.

The projects also provide for a support measure
in the case of mass redundancies, as well as activi-
ties that institutionalise continuing training to a
certain extent and make it more attractive, espe-
cially to young people.

As part of the programme “Young people into
working life”, more than 40,000 young unem-
ployed people aged between 18 and 29 will be
recruited by interested firms during the course of
1999 with a view to giving them jobs.

For each young unemployed person, the employ-
er will be paid a daily subsidy of GRD 4,000 for a
period of 18 to 24 month:s.

In order for an unemployed person to be registered
for at least one month with the Labour Organisa-
tion (OAED), the following requirements must be
fulfilled:
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- unemployed persons attending vocational
training programmes subsidised by the
European Social Fund must be affiliated to
the IKA in order to benefit from health
benefits;

- arecent law provides for young unemployed
persons up to the age of 29 to be affiliated to
the IKA as beneficiaries of benefits in kind in
the event of iliness. Not covered are young
unemployed persons who are insured in
their own right, as a family member, or as
students.

The contributions for young unemployed per-
sons are paid to the IKA by the Employment and
Vocational Training Account (LAEK) which comes
under the Labour Organisation.

As part of the “Back to work” programme, some
1,000 long-term unemployed people, aged be-
tween 30 and 60, will be recruited by interested
firms during the course of 1999, for a maximum
period of 22 months, in the hope that at least of
some of them will be recruited and take up new
jobs.

For each new job, the employer will receive a sub-
sidy of GRD 4,000 per day.

For the unemployed person to be registered for
atleast one month with the Labour Organisation,
the following requirements must be fulfilled:

- long-term unemployed persons, aged over
55, may be affiliated to the IKA, as beneficiar-
ies of benefits in kind in the event of iliness,
provided they have been insured for 3,000
days prior to being made unemployed;.

- in the coming months the government
would like to subsidise firms which recruit
unemployed persons aged over 58 who are
on the retirement threshold (provided that
they lack 600 days of insurance). The subsidy
rate will cover the total cost of the employ-
er's and employee’s contributions.

Enterprises employing more than 50 employees
are obliged to recruit 2% of their staff from
among disadvantaged people. Employers are
subsidised by the OAED in order to cover part of
the salaries paid to such people.

Furthermore, the OAED covers the costs declared
by firms for the ergonomic conversion of the
workplace to accommodate disabled people.

According to the statistical data from business
firms, and in order to promote social integration,
the OAED implements an adaptation programme
for disabled people every year by establishing
vocational training programmes for them that
meet the needs of business. During the course
of 1999 it is planned for 10,000 disabled people
to benefit.

Another initiative, aimed at people wishing to set
up their own business, also focuses on disadvan-
taged people. It is planned to provide subsidies
for an amount of between GRD 2,800,000 and
3,400,000.

On 1 July 1996, a new regulation came into force
concerning minimum pension amounts. This
measure provides for the payment of a monthly
“mutual aid for retired people” allowance,
presently totalling GRD 18,000.

Prerequisite: the amount of the pension received
must be less than GRD 130,000 per month. As of
1 January 1999, 360,000 pensioners were covered.

Furthermore, participation in pharmaceutical
costs for this category of pensioners has been
reduced by 10% as of 1 January 99.

C. Measures targeted at SME'’s

According to recent legislation (Law 2676/99), busi-
ness firms have the possibility of advantageously
settling their overdue contributions to the Insur-
ance Organisations. They are allowed to pay in in-
stalments spread over 24 months, whilst benefit-
ing from a reduction of between 8% and 12%.

These provisions for settling debts have been in-
troduced to boost business, in particular SMEs, in
anticipation of Greece's future integration into EMU.

D. Measures aimed at the creation of small
businesses

As part of the “Young people into working life”
and “Back to work” programmes, in 1999 subsi-
dies of up to GRD 2,200,000 are planned to enable
around 10,000 unemployed people to set up
their own business. .



~ SPAIN

In Spain, the set of measures proposed by social
partners to improve labour market operation un-
der the Acuerdo Interconfederal para la Estabilidad
del Empleo is a response to the wide social de-
mand to reduce the unemployment rate, special-
ly among those groups disadvantaged when try-
ing to access the labour market.

The 1999 employment promotion program in-
cludes rebates and incentives referring basically
to indefinite hiring of unemployed workers reg-
istered at Employment Offices who are among

_ the following groups: young workers under 30

years old, unemployed persons (job seekers) for
atleast 12 months and unemployed workers over
45 years old. The hiring can be done on a full-
time or a part-time basis, including the hiring of
workers under a regular discontinuous contract.
Itis also promoted the conversion into indefinite
duration contracts of the following: those of fixed
or temporal duration, whatever the contracting
modality may be; apprenticeship contracts; train-
ing contracts; substitution contracts in case of
early retirement, provided that the workers be-
long to any of the groups aiready mentioned.

As far as incentives are concerned, these adopt
the form of social contributions rebates and de-
pend on the contract’s nature and formalisation
date: indefinite contracts signed between 17 May
and 3 December 1999, and the initially indefinite
part-time contracts (regular discontinuous con-
tracts included) signed during 1999.

These rebates have a duration of 24 months ac-
cording to the following percentages that vary
according to the type of worker hired:

- Women registered as job seekers for at least
the last 12 months, hired in sectors or activi-
ties with a low women'’s employment rate;
45% the first year of operation and 40% the
second year.

- Young people under 30 years old: 35%
during the first year and 25% during the
second (if the contracted worker is a woman
and it is a full-time contract the former
percentages are 40% and 30% respectively).

- Unemployed workers registered as job-
seekers for a minimum period of 12 months:
40% during the first year and 30% during the
second (if the worker is a woman and the

contract is full-time the former percentages
are 45% and 35% respectively).

- People over 45 years old: 45% during the
first year and 40% during the second (if the
hired worker is a woman contracted on a
full-time basis the former percentages are
50% and 45% respectively).

The conversion of full-time/part-time temporary
contracts into full-time indefinite contracts: 25%
rebate (in employer’s contributions for common
iliness/accident) during the 24 months after the
conversion, except when this affects a contract
signed with a worker over 45 years old, in which
case the 25% rebate will be extended during the
period of effect of the transformed contract.

The conversion of full-time/ part-time training/
substitution contracts into open-ended full-time
contracts due to the early retirement of a worker
will entail a 50% rebate on the contributions dur-
ing the 24 months after their conversion.

The conversion of part-time temporary contracts
into part-time open-ended contracts: 25% rebate
(onthe employer’s contributions for common ill-
ness/ accident) during the 24 months after the
conversion, although the rebate is subject to the
working day being, at least, equivalent to that of
the contract which is being transformed. Also,
rebates are proportional to the effective duration
of part-time work and they are applied to the
corresponding contribution bases.

The initially open-ended time contracts and the
conversion of temporary contracts into indefinite
contracts carried out in the period between 17 May
1997 and 17 May 1999: 20% rebate on social secu-
rity employer contributions for common iliness/
accident, for the period of 12 months after the
month in which the initial contract or the indefinite
temporary contract conversion are 24 months old.

Firms contracting disabled workers on a full-time
and indefinite, time basis will be entitled to a bo-
nus of ESP 650,000 for each contract and to the
following rebates on employer social security
contributions - employment injuries and occupa-
tional diseases included - as well as on joint collec-
tion contributions: 70% for each worker under 45
years old and 90% if the worker is older than that.
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A. General Measures

The method of funding social security aimost ex-
clusively from deductions from earned income
(a proportion of these contributions is payable
by the employee and another by the employer)
is unjust and unfavourable to employment, as
well as being socially and economically inefficient.

By extending the benefit of social security to vir-
tually the entire population resident on French
territory, and to reduce the contributions payable
out of earned income, a new funding instrument
has progressively been introduced since 1 Feb-
ruary 1991: the general social security contribu-
tion, Contribution Sociale Généralisée (CSG). This
is a social security deduction with the legal status
of a tax on all earnings. It is allocated exclusively to
funding social security (and is therefore not linked
with the receipts used to finance the State budget
and the budgets of France’s various local, regional
and inter-municipal authorities, collectively referred
to as the territorial authorities) and partially re-
places the employees’ contributions. The C5G is
therefore a “type three” deduction, positioned
between traditional social security contributions
and direct or indirect taxes which no less tradi-
tionally are used to fund the public authorities.

The basis for this deduction encompasses not only
the income from salaried or unsalaried employ-
ment, but also virtually all types of replacement
earnings (retirement and disability pensions, daily
allowances, etc.), investment earnings, unearned
income and also gambling revenue. The CSG is a
proportional deduction applied, except in rare
cases, to the first franc, that is usually deducted
at source by the social security organisations, in
the same way as social security contributions.

Since 1 January 1998, the CSGrate has been 7.5%
on earned income, investment earnings, un-
earned income and gambling revenue, and 6.2%
on replacement earnings.

As from that date:

- 1 point of the contribution is used to fund a
part of the family allowance scheme (which
covers the entire resident population);

- 1.3 points of the contribution is used to fund
part of the non-contributory old-age bene-

fits (which since 1 January 1994 have been
brought together into the mutual aid fund
for the elderly (Fonds de solidarité vieillesse -
FSV), a social security institution financing
solely this type of benefit);

- 4.1 points of the contribution in the case of
earned income, unearned income and
investment earnings, and 3.8 points of the
contribution in the case of replacement
earnings, is used to fund the basic sickness
insurance.

This has led to the virtual disappearance of the
employee’s sickness insurance contribution or its
equivalent for replacement earnings and for non-
wage income.

One CSG point, i.e, FRF 50 billion, can be broken
down into FRF 34 billion on earned income, 9 billion
on replacement earnings and 5 billion on invest-
ment, unearned income and gambling revenue.
The proceeds from the contribution represented
15% of the receipts of the compulsory basic
schemes in 1998. The total amount - representing
FRF 316 billion in 1998 and an anticipated FRF 352
billion in 1999 (nearly four per cent of GDP) - now
outstrips the global amount of the income tax
allocated to funding the State budget - FRF 304
billion in 1998 and an expected FRF 322 billion
in 1999.

Substituting the CSG for the sickness contri-
bution has made it possible to considerably re-
duce the share of earned-income-based social se-
curity contributions as a proportion of total com-
pulsory deductions: from a little less than 43% in
1996 to around 38% in 1998, bringing France
more into line with other industrialised countries
(the European average in 1995 was 29.5%, with
25.1% in the United States and 36.3% in Japan).

In parallel, to further reduce the deductions from

earned income:

- other deductions from investment earnings
and unearned income allocated to funding
social security have been extended (1% for
financing the family allowance scheme and
1% for financing the basic old-age pension
insurance scheme for employees).

In total these two categories of earnings,
CSG included, currently support a total



deduction of 10% for the benefit of social
security (FRF 28.4 billion in 1998, or 1.5% of
the receipts from the basic compulsory
schemes);

- virtually all duties on drinks have been
allocated to funding non-contributory old
age pension insurance benefits, in addition
to the CSG (within the mutual aid fund for
the elderly (FSV) mentioned earlier), and
some of the duties on tobacco are used to
fund the general sickness insurance scheme.

_Furthermore, a possible, albeit very tricky, reform
of the basis of employers’ contributions has been
under study for several months which could, for
example, lead to the substitution of all or part of
the cost added to the wage bill. -

B. Measures for special groups

1. There are numerous employment subsi-
dies to assist young people (chiefly those
under the age of 26).

They receive assistance on two counts:

- as agroup in difficulty;

- as young people arriving on the labour
market.

Itis only the latter case which is dealt with in this
section (for subsidies to recruit groups in difficul-
ty, see below);

Several types of contract are offered to young
people to help them find their first job. They are
accompanied by benefits for the employer, near-
ly always including exemptions from social secu-
rity contributions. The remuneration of young
people under the age of 28 is fixed as a percent-
age of the minimum wage (between 30% and
80% of the guaranteed minimum wage (SMIC),
depending on age).

a. The apprenticeship contract

The apprenticeship contract (contrat d’appren-
tissage), aimed at young people of between
16 and 26 years of age (under 27 years of age for
certain disabled people} with no qualifications,
provides for the acquisition of alternating theo-
retical and practical training with a view to a rec-
ognised vocational qualification.

Apart from fixed rate subsidies for recruitment
and training, the emplioyer benefits from exemp-
tions from contributions:

- for craftsmen and enterprises employing no
more than 10 employees, exemption from
employers’ and employees’ contributions,
except for supplementary “occupational
accident” contributions;

- for others, exemption from employers’ and
employees’ contributions, except for supple-
mentary “occupational accident” contribu-
tions, supplementary retirement pensions
and the employer’s share of unemployment
insurance.

b. The «professional qualification» contract
(contrat de qualification)

This contract is a fixed-term training contract last-
ing between six and 24 months, to allow the ac-
quisition of arecognised vocational qualification
through alternating training. It is aimed at young
people of between 16 and 26 years of age with-
out qualifications, as well as those over the age of
26 who have been looking for a job for 12 months
(see below for measures to assist the long-term
unemployed).

The employer receives recruitment and training
subsidies and is exempted from paying employers’
contributions (social security, occupational acci-
dents, family allowances), for the share of remunera-
tion corresponding to the SMIC (FRF 6,797.18 per
month, or € 1,036.22 in 1999) and up to the end of
the fixed term contract.

¢ The Guidance contract (Contrat d’orientation)
It is a short-term vocational guidance contract
(six or nine months) for promoting the vocation-
al guidance of a young person under the age of
22 years with no qualifications, or under the age
of 25 years if he has dropped out of higher edu-
cation.

The employer benefits from an exemption from
employers’ contributions (social security, occu-
pational accidents, family allowances) up to the
end of the contract.

d. Employing young people in new jobs in the
non-commercial sector

In the autumn of 1997 a plan was launched for

employing young people in new jobs in the non-

commercial sector (voluntary and civic associa-
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tions, local authorities) (=Emplois jeunes dans le
secteur non-marchand). The recruitment of young
people, paid at least the SMIC minimum wage,
on a fixed-term contract of at least 12 months,
renewable within five years, gives entitlement to
a fixed rate State subsidy of FRF 92,000 per year
and per job. By the end of the first quarter of 1999,
nearly 130,000 jobs for young people in new serv-
ices had been concluded since the programme
was launched.

2. Reducing social security deductions on
the salaries of the least skilled

Most of these reductions are financed out of the
State budget, i.e., through conventional direct
and indirect taxation (VAT, income tax, etc.).

a. Reduction in contributions from low salaries
This reduction has taken a variety of forms since
1993, stabilising on 1 October into a reduction
in employers’ social security contributions
(sickness, old-age pension, occupational acci-
dents and diseases, and family allowances).

This graduated reduction concerns employees
whose monthly remuneration is less than 130%
of the monthly minimum wage (FRF 8,836.33
gross in 1999). Itis capped and represents up to
FRF 1,237 per month for the employer of an em-
ployee working full time who is paid at the SMIC
rate. It is calculated on a pro-rata basis for a part-
time job. Nearly five million of the total number
of 14.5 million private-sector employees benefit
to the tune of FRF 40 billion.

b. Reduction in deductions to facilitate the
development of personal-service jobs

This basically consists of:

- areduction in income tax up to a maximum
of FRF 22,500 per year and per taxable
household;

- allowances to offset a part of the cost of
social security contributions for child care
jobs: the home child care allowance (alloca-
tion de garde des enfants & domicile) and
the allowance for employing a registered
mother’s help (allocation pour 'emploi d'une
assistance maternelle agréée);

- an exemption from employers’ social secu-
rity contributions for the benefit of private
employers who are aged over 70 or are

severely disabled, as well as for associations
providing home care to dependent persons.

3. Measures to assist the long-term
unemployed

The long-term unemployed, that is to say, either
people who have been seeking work for at least
12 months, or the beneficiaries of the special
mutual aid allowance (allocation de solidarité
spécifique - welfare allowance for the unem-
ployed), form part of the group in difficulty, for
which four types of government-assisted con-
tract have been developed, with consequences
on the funding of social security. These contracts
are as follows:

a. The Employment initiative contract
{200,000 recruits in 1998)

The Employment initiative contract (Contrat ini-
tiative emploi - CIE) which came into force on 1
July 1995, is aimed at groups in difficulty (the
long-term unemployed, beneficiaries of income
support (revenu minimum d’insertjon), young
people without qualifications, disabled people),
and can either be indefinite or fixed-term (be-
tween 12 and 24 months).

For the employer this is accompanied by a sub-
sidy for recruiting the longest-term unemployed
or groups in the greatest difficulty, as well as an
exemption from employers’ contributions (social
security, occupational accidents and family al-
lowances) for the share of the remuneration
corresponding to the SMIC and for the term of
the contract, for a maximum of 24 months.

b. The access-to-work contract

(7,000 recruits in 1998)
The access-to-work contract (Contrat d‘acces &
l'emploi - CAE) is the CIE equivalent in the French
overseas departments and in the semi-autono-
mous regions of Saint-Pierre-et-Miquelon and
Mayotte.

¢ The employment solidarity contract
(440,000 contracts in 1998)

Introduced by the law of 19 December 1989, the

employment solidarity contract (Contrat emploi

solidarité CES), permits the part-time recruitment

of people in difficulty (for a maximum of 20 hours

per week), by public sector employers (except the
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State) or the voluntary and civic sector, for activ-
ities which meet unsatisfied collective needs. Its
equivalent, the contrat d’insertion par l'activité,
was introduced in the French overseas depart-
ments in 1994,

Apart from a participation by the State in the re-
muneration (65% to 95% where the beneficiary
is either long-term unemployed or disabled), the

- employer benefits from an exemption from em-
ployers’ contributions (social security, occupa-
tional accidents and family allowances), as well
as from other statutory or contractual charges;
this exemption is made on the basis of the SMIC
(for a maximum of 20 hours, representing FRF
722.60 per week in 1999) and for the entire term
of the CES. Not covered by this exemption are:
employees’ contributions, unemployment con-
tributions, the general social security contribu-
tion and the contribution for reimbursing the
social security debt.

d. The consolidated work contract
(100,000 contracts in 1998)

The consolidated work contract (Contrat emploi
consolidé CEC), involves therecruitment,ona 12-
month fixed-term contract renewable for a max-
imum of five years, of persons who are unable to
find work or to benefit from training, especially
after finishing a CES. The CEC concerns, inter alia,
people who have been looking for work for more
than three years and beneficiaries of the special
mutual aid allowance.

As with the CES, the employer must be from the
public sector or from the voluntary and civic sec-
tor and the State participates in the remunera-
tion (between 20% and 80%). The exemption
from employers’ contributions (social security,
occupational accidents and family allowances) is
for a maximum of 120% of the SMIC and for 30
hours per week (representing FRF 1,300.68 in
1999) for the entire term of the CEC.

Finally, the long-term unemployed can benefit
from a contrat de qualification, even if they are
more than 26 years of age (see above). This pos-
sibility has been introduced on an experimental
basis up until the end of the year 2000.

4. Measures to assist disabled people

Since they are considered as a group in difficul-
ty, disabled people benefit from the measures
already described for the long-term unemployed
(CIE, CAE, CES, CEQ).

Certain disabled people are also concerned by
the contract d’apprentissage: for them the age
limit is raised by one year (to 27 years of age).

5. Measures to assist older employees

Older employees (aged over 50 years) benefit
from certain contracts designed for groups in dif-
ficulty, namely:

- the CIE (for recruiting an employee aged
over 50, the employer benefits from an
exemption from employers’ contributions up
until the retirement of the said employee,
and not for a maximum of 24 months;

- the CAE;

- the CES (the beneficiary aged over 50 years
of age must be jobless); '

- the CEC (idem CES).

Summary table:
TARGETED MEASURES AND MAIN TARGET GROUPS

Young Longterm | Disabled | 50+
people un- people years
employed of
age

Apprentice- - as from 26 27 years
ship years of age, of age, in
Contract without certain

qualifications cases
Professional | - as from 26 For the
qualification years of age, | past 12
Contract without months

qualifications

- as from 22
Guidance years of age,
Contract without

qualifications

- as from 25

years of age,

baccaiauréat

level
Employment | - as from 26 For the Yes Job-
initiative years of age past 12 less
Contract months
Access fo - as from 26 For the Yes Job-
work years of age past 12 less
Contract months
Employment | - as from 26 For the Yes Job-
solidarity years of age past 12 less
Contract months
Employment For the Yes Job-
solidarity past 12 less
Contract months
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C. Measures targeted at small and
medium-sized enterprises

Self-employed workers (manufacturers and trad-
ers, craftsmen, farmers, liberal professions), com-
panies with an unsalaried manager, minority or
equal partners in limited liability companies, as
well as certain associations and mutual benefit
societies are allowed to benefit from an exemp-
tion for the recruitment of a first employee (re-
cruitment under an indefinite contract or under
a fixed-term contract of at least 12 months).

The employer is exempted from paying employ-
ers’ social security contributions, occupational
accident contributions and family allowances, for
24 months (indefinite contract) or for a maximum
of the term of the contract.

- the exemption is capped at the fraction of
remuneration equal to the SMIC per hour of
work paid (up to a maximum of the statutory
or contractual working hours), for people
recruited after 1 January 1999;

- for people recruited before 1 January 1999
the exemption covers the entire remunera-
tion paid.

D. Policy to promote self-employment

France’s social security policy to foster the devel-
opment of self-employment has taken a three-
pronged approach: reduction in social security
deductions, harmonisation of allowances, and
simplification of administrative formalities.

1. Measures to reduce social security
deductions

From 1994 there was a 30% reduction in sickness
insurance contributions during the first two years
of work for unsalaried workers not in the agricul-
tural professions. On 1 January 1998, this reduc-
tion was abolished in favour of a general and
permanent measure to transfer a significant por-
tion of the sickness insurance contribution to the
general social security contribution (CSG). This
contribution has been increased by 4.1 points to
offset a drop.of 5.5 points in the contribution on
the earnings of unsalaried non-agricuitural work-
ers who come under the social security thresh-
old (FRF 173,640 per year in 1999} and of 3.7
points on earnings of between one and five times
this threshold.

This new measure is particularly advantageous
for self-employed workers who are liable for the
minimum sickness insurance contribution, which
is reduced by half. For any earnings not exceed-
ing 40% of the threshold (FRF 69,456 per year in
1999), the minimum contribution was set at FRF
3,990in 1998 instead of, as previously, FRF 5,397
for the first two years in business, on account of
the 30% reduction, and FRF 7,710 beyond this.

In addition, self-employed workers whose annu-
al earnings are under FRF 25,000 are exempted
from paying the CSG and the contribution for re-
imbursing the social security debt (CRDS).

The business start-up grant for young and unem-
ployed people (aide aux jeunes et aux chémeuts
créateurs d’entreprise, ACCRE) essentially takes the
form of a twelve-month exemption from social
security contributions associated with the new
business and is aimed at all job-seekers, whether
or not they receive benefit, at recipients of in-
come support (RMl) and, since 1 January 1998, at
young people who meet the requirements for
“emploi-jeunes” contracts. The exemption cov-
ers sickness insurance, maternity, widows’, disa-
blement, death and family allowance contribu-
tions, up to a maximum of the income ceiling
corresponding to 120% of the gross SMIC (FRF
8,156 in 1999). Since 1999 it has been accompa-
nied by a reimbursable advance payable by the
State.

2. Measures to standardise and harmonise
benefits for salaried and unsalaried
workers

At the request of their representatives in the sick-
ness insurance funds, unsalaried workers are able
to set up suppiementary benefits in addition to
the basic benefits in kind, by paying an extra con-
tribution. Since 1991 the daily disablement allow-
ance has figured among these supplementary
benefits, but only the craftsmen’s group has
availed itself of this possibility since 1 July 1995,

With respect to benefits in kind, the difference
between the general salaried workers’ scheme
and the unsalaried workers scheme lies only in
lower reimbursement of ordinary medical costs
for unsalaried workers than for salaried workers.
However, more extensive care, in particular hos-
pital treatment, is reimbursed on the same basis



for both schemes. This difference is due notably
to the disparity in the level of contributions paid
into the two schemes.

3. Simplification of administrative
formalities

Unsalaried workers are required to submit state-
ments of income to several tax and social securi-
ty bodies. With respect to social security organi-
sations, a first simplification has been introduced,
requiring a single statement to the sickness in-

surance fund, with the latter then being respon-
sible for passing on the information to the body
managing social security payments and funds,
the URSSAF (which covers the family allowance
contributions of self-employed workers) and the
old age pensioninsurance fund. A new phase will
shortly be introduced: unsalaried workers will
then only have to send one statement of income
to the tax administration, with the latter being
responsible for passing on the elements required
to determine contributions and entitlements di-
rectly to the social security organisations.
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A. General

The purpose of Ireland’s social insurance system
is to provide an income support system to cover
insured workers for a variety of contingencies for
which they would otherwise find it difficult, if not
impossible, to provide on an individual basis. In
Ireland, there are two sources of finance for the
social security system. Contributory benefits are
financed by Pay Related Social Insurance (PRS/)
contributions by employers, employees and the
self-employed. Non-contributory schemes are fi-
nanced from general taxation.

See Appendices 1 and 2 for details of contribu-
tory and non-contributory payments.

Social insurance contributions are paid in the first
instance into a Social Insurance Fund. This con-
sists of a current and an investment account. The
Minister for Social, Community and Family Affairs
manages the current account and the Minister
for Finance manages the investment account.
Social insurance contributions are paid into the
current account and pension payments and
other Social Insurance based benefits are paid
from the current account. If there is a surplus in
the current account which is not required to meet
Fund liabilities such as the payments of pensions
etc., the surplus is transferred to the investment
account and invested by the Minister for Finance.
The income arising from such an investment (and
in due course, the capital) is returned to the Social
Insurance Fund. These arrangements are provided
for in legislation as per sections 6,7 and 8 of the
Social Welfare (Consolidation) Act, 1993. Any short-
fall in the income of the Social Insurance Fund
on a year to year basis is made up from general
taxation.

The Social Insurance Fund operates on a “Pay As
You Go” basis, with contributions made in a giv-
en year being applied to making payments to
beneficiaries in that year.

See Appendices 3 and 4 for details of social wel-
fare expenditure and components of the Social
Insurance Fund in 1997.

Employees are covered for the full range of in-
ternationally recognised contingencies, includ-

ing unemployment. The self-employad are cov-
ered for Old Age Pension, Widows/Widowers
Pension and Maternity Benefit only, Workers who
are not covered for social insurance benefits may
be eligible for corresponding payments under
social assistance, entitlement to which is subject
to a means test.

B. Employment Creation
1. Measures Taken

a. PRSI contribution rates
PRSI is calculated as a percentage of gross week-
ly earnings less superannuation contributions.

During the 1990s there have been a number of
changes to the PRSI contribution system.

b.Changes in PRSI rates

Employer PRSI

In 1994, a reduced employer’s rate of PRSI of 9%
was introduced, in respect of employees on low
incomes (IEP 173 per week, increasing to IEP 231
in 1995), to help those in labour intensive indus-
rries.

In 1996, this rate was further reduced to 8.5%
with the earnings ceiling for this low rate also in-
creasing from IEP 231 to {EP 250 per week. The
earnings ceiling was further increased in 1997,
1998 and 1999 and now stands at IEP 280 per
week.

The employer's standard rate of PRSI was re-
duced from 12.20% to 12% in 1996, and this rate
currently applies to earnings in excess of IEP 280
per week.

Employee PRSI
From April 1990, employees insurable for all ben-

efits and pensions on low earnings (IEP 60 or less
per week), excluding Class J contributors, were
exempt from paying social insurance without any
effect on their benefit entitlements.

From 6 April 1991, full social insurance cover was
extended to all employees, including part-time
workers, earning IEP 25 per week (IEP 30 from
April 1994), previously required to work 18 hours
per week (formerly Class J contributors).



In 1997, the social insurance rate for employees
was reduced from 5.5% to 4.5%.

In April 1995, a new PRSI Free Allowance of IEP
50 per week was introduced for all employees,
increasing to lEP 80 in 1996 and increased fur-
ther to IEP 100 in 1998. This applies to contribu-
tion classes A-H (it does not effect social welfare
entitlements of those on low pay).

Self-employed PRSI

In April 1995 the self-employed were given a
PRSI-Free Ailowance of IEP 520 per annum in-
creasing to |EP 1,040 per annum in 1996.

The minimum annual PRSI payment was reduced
from IEP 250 to IEP 230 in 1995 and further re-
duced to IEP 215 in 1996.

2. Reduction in ancillary wage costs for
groups targeted by labour market policy

PRSI Exemption Scheme: this scheme was intro-
duced in 1990 with the aim of providing employ-
er's with an incentive to take on additional em-
ployees by reducing their payroll costs associat-
ed with social insurance contributions. Under the
terms of the scheme, an employer employing
extra workers does not have to pay the employ-
ers share of the PRSI contributions for those ad-
ditional employees for the first two years of the
employment.

In order to avoid a displacement effect occurring,
the new employees must represent a net increase
in the number of workers employed. In order to
qualify for the scheme the new jobs must also
be full-time, i.e., at least four days per week and
a minimum of twenty hours per week. The net
increase in the overall number of workers must
be retained throughout the exemption period.
In 1998, 7,657 new jobs benefited from this in-
centive.

3. Measures for those new in the labour
market

Student Summer Job Scheme ailows third lev-
el students and students in Post Leaving Certifi-
cate courses of more than one years duration to
undertake part-time employment useful to the
community with sponsors, (voluntary/communi-
ty organisations and public bodies with special

projects) registered with the Dept. of Social, Com-
munity and Family Affairs.

Under the scheme students are permitted to
work 200 hours over a 6-17 week period at the
rate of IEP 3 per hour. The maximum hours
worked per week cannot exceed 35. The total of
200 hours cannot be completed in less than 6
weeks.

The type of work offered under the scheme must:

- be additional work of a temporary nature;

- not replace or displace existing employment;

- be beneficial to the community and the
student.

The work being offered cannot:
- be commercially oriented;

- enhance private property;

- resultin private gain;

- involve fundraising.

4. Measures for workers with lower
qualifications and wages

a. Back to Education Programme

The Dept. of Social, Community & Family Affairs
administers arange of second chance education
programmes to assist people in improving their
skills and qualifications.

The study options are:

- Backto Education Allowance

- Education, Training and Development
Courses

- Vocational Training Opportunities Scheme

The Back to Education Allowance (BTEA) is an
educational opportunities scheme for unem-
ployed people, lone parents and people receiv-
ing a Disability Allowance and Blind Person’s Pen-
sion.

In order to qualify for the BTEA, the employed
person:

- must be atleast 21 years of age (24 in the
case of a third level postgraduate course);
and

- must be in receipt of one of the following
payments from the Dept. of Social, Commu-
nity & Family Affairs for at least 6 months:

- Unemployment Assistance or Benefit
- One Parent Family Payment
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- Blind Person’s Pension
- Disability Allowance

Participants are permitted to work part-time
while in receipt of BTEA, but this will effect their
entitlement to Rent or Mortgage Interest Supple-
ment. Secondary benefits may also be retained.
Recipients may also be entitled to an annual Cost
of Education Allowance of IEP 150 to assist with
the cost of textbooks and other materials.

The BTEA is payable for the duration of the
course, including holiday periods.

Education, Training and Development Cours-
es: If a course is not covered by the BTEA, social
welfare payments may be retained in relation to
certain education, training and development
courses ranging from personal development to
the acquisition of specific job skills.

A person must be at least 21 years of age and be
in receipt of an unemployment payment or oth-
erwise registered as unemployed for at least 6
months.

The Vocational Training Opportunities
Scheme (VTOS) is operated by the Vocational
Education Committees in conjunction with the
Dept. of Social, Community & Family Affairs. It is
aimed at people who have been out of school
for some time. It takes the form of a weekly al-
lowance which is equivalent to the maximum
rate of the previous social weifare entitlement,
including increases for a qualified adult and de-
pendent children, where appropriate. To qualify
for VTOS a person must be at least 21 years of
age and be in receipt of an unemployment pay-
ment for at least 6 months.

Courses offered are full time and may last for up
to 2 years. They can lead to a qualification such
as Junior Certificate, Leaving Certificate, Post
Leaving Certificate and City & Guilds Certificates.
There are no fees for the courses and materials
are also provided free of charge.

it is not a means tested allowance so earnings
from part time work or summer holiday work are
not taken into account. Secondary benefits such
as the Medical Card may be retained while on a
VTOS course. Payment is made for the duration
of the course including holiday periods.

b. Family Income Supplement

Family Income Supplement {FIS), introduced in
1984, is designed to providefinancial support for
employees on low earnings with dependent chil-
dren and thereby preserve the incentive to re-
main in employment in circumstances where
they might be only marginally better off than
claiming social welfare payments.

In order to qualify for FIS, the employed person

must:

- be in paid employment which is expected to
last for 3 months and be working for least 38
hours per fortnight. Hours worked by a
spouse or partner can be combined;

- have atleast one qualified child normally
living and being supported by the claimant.
(A qualified child is any child under age 18 or
aged 18 to 22 if in full-time education.)

- have an average family income below a fixed
amount for their family size. Payment of the
allowance is 60% of the difference between
weekly income and the income limit for the
family size.

The scheme’s initial take-up did not meet expec-
tations, perhaps because of the stigma associat-
ed with claiming income support or a reluctance
to furnish information about personal income.
However, the emergence of a new marketing
strategy in 1993 aiming to raise awareness of the
employment incentive aspect of the scheme and
the benefits of the scheme, has improved take
up significantly from a low of 7,221 families in
May 1993 to a high of 13,143 in 1998.

A number of improvements made to the scheme
since its inception may have also contributed to
improve take-up. These include:

- reducing the threshold for participation to
38 hours per fortnight (in 1984 full employ-
ment meant 30 hours each week);

- making the scheme available to job-sharers;

- reducing the qualifying period in employ-
ment for entitlement to FIS from six to three
months;

- increasing the income limits on a regular
basis and abolishing the concept of maxi-
mum amounts. (The level of FIS is deter-
mined by reference to a percentage (cur-
rently 60%) of the difference between the
income threshold and the amount of weekly
earnings. Previously, the amount paid couid



not exceed a certain maximum which was
related to the number of child dependants).
From June 1997 the weekly income thresh-
old was raised by IEP 10, and from June 1998
by |EP 7.

An important measure was introduced in Octo-
ber 1998 whereby entitlement was calculated on
earnings net of Pay-Related Social Iinsurance
{PRSI) contributions, income tax, superannuation
and levies. (Calculations were previously made
on the amount of gross weekly earnings less PRSI
contriputions.)

5. Measures for the long-term unemployed

In addition to the schemes outlined at 3. and 4.
above there are a number of other schemes avail-
able to facilitate and encourage the long-term
unemployed back into the labour market.

a.Employment Support Services

During the 1990s the Dept. of Social, Communi-
ty and Family Affairs has moved away from a pas-
sive, mainly income maintenance approach to
dealing with unemployment, to a more active
approach combining income maintenance and
employment support measures. A key develop-
ment in this respect was the establishment of the
Employment Support Services (ESS) in July 1993,
The ESS programme is delivered by Job Facilita-
tors based in all of the main Social Weifare offic-
es. They are active in facilitating the transition
back to work by encouraging long-term welfare
dependants to avail of an enhanced range of
work, training, development and education op-
tions delivered by either the Department or oth-
er agencies.
b.Back to Work Allowance

The Back to Work Allowance Scheme (BTWA), in-
troduced in October 1993 with the new Employ-
ment Support Service, is a major new option for
the long-term unemployed. The main aim of the
BTWA is to allow and encourage people who
have been long-term welfare dependants to test
employment options and regain afootholdin the
labour market while retaining some degree of fi-
nancial security during the early years of employ-
ment or self-employment.

The BTWA allows the long-term unemployed to
retain 100%, 75%, 50% and 25% respectively of
their existing social welfare payments over 3
years (4 years if they undertake self-employ-
ment). The allowance is not subject to PRSI or tax,
but wages paid by the employer are. They also
retain their existing secondary benefits, e.g.,
Medical Card, Fuel Allowance, Christmas Bonus,
Butter Vouchers, Back to School Clothing and
Footwear Allowances, Diet Supplements, varia-
ble local authority rent and Rent/Mortgage Inter-
est Supplements, (subject to a maximum supple-
ment of IEP 250 per month}).

In orderto qualify for the BTWA a person must:

_ - be aged 23 years or over and have been

unemployed for 12 months and have an
entitlement to Unemployment Assistance of
at least IEP 40 per week (if single) or IEP 62 (if
in receipt of an increase for a qualified adult
dependant);

or

- beinreceipt of a One Parent Family Pay-
ment, Disability Allowance or Blind Person’s
Pension from 12 months (no age limit ap-
plies to people in receipt of these payments
for BTWA purposes).

There are restrictions on the type of work which

can be taken up under the scheme. The job must .

be:

- new or additional employment;

- likely to develop into a lasting job;

- for aminimum of 20 hours per week.

The job must not displace existing employment,
A feature of the BTWA is that an employer who
takes on an additional employee under the
scheme qualifies for the PRSI Exemption Scheme
for the first 2 years of the employment (see
above).

¢. BTWA Supports for the Self-Employed

There are additional supports for those taking up
self-employment under the Back to Work Allow-
ance scheme.

These are:

- First Step Joint Loan Fund
- Technical Assistance Fund
- Employment Grant
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First Step Joint Loan Fund: Inrecognition of the
difficulties faced by unemployed people in start-
ing abusiness in gaining access to funding, a joint
loan fund of |[EP 0.5m was set up by the Depart-
ment with First Step in 1995 to provide interest
free loans to BTWA recipients. (First Step is a non-
profit company limited by guarantee, with char-
itable status which aims to promote the aware-
ness of enterprise amongst unemployed people
and assist them to start their own businesses).
The loans, which average about IEP 3,000 are re-
paid by deductions from the BTWA. Customers
are notified about this facility by the Jobs Facili-
tators and the final decision on granting the loan
rests with First Step. A condition of the loan is the
acceptance by the BTWA recipient of the servic-

~es (free of charge) of a designated business men-

tor.

Technical Assistance Fund: Also in 1995, a Tech-

nical Assistance Fund was put in place (currently

amounting to |IEP 1.2 million per annum) for use

in the assistance of BTWA recipients in the fol-

lowing areas:

- bookkeeping and accounts work;

- help with business plans;

- assistance with marketing;

- purchase of small items of support for
business.

This money is disbursed at local level by the Jobs
Facilitators who make an assessment of the pro-
posal and, if approved, ensure that the service is
delivered to the customer. A further |EP 0.5 mil-
lion has been provided towards provision of a
Loan Guarantee to enable Credit Unions provide
low interest loans to recipients of the Back to
Work Allowance. This fund acts as collateral in the
event of the borrower defaulting.

Employment Grant to Self-Employed: A special
small Employment Grant is available to self-em-
ployed people on the Back to Work Allowance
scheme to encourage them to take on employ-
ees who would also qualify for an allowance un-
der the scheme.

d.Evaluation of BTWA

An independent evaluation of the Back-to-Work
Allowance scheme carried out by a team of so-
cial and economic consultants was published in
October 1997. The Report found that the scheme
had played a significant role in encouraging the

long-term unemployed to take up employment

or self-employment. It activated those who:

- were unsuccessful in their work seeking
activities; and/ or,

- had become discouraged and were no
longer seeking work.

The Report found that over one quarter (29%) of
participants had not made a single job applica-
tion and a further one fifth (19%) had just made
between two and five applications in the 6
months prior to receipt of the Allowance. In 15%
of cases, the scheme resulted in the regularisa-
tion of work previously undertaken in the infor-
mal economy. The Report also found that the
scheme acted as an incentive to between 40 -
60% of employers to recruit from among the
ranks of the long-term unemployed. Further-
more, in 95% of cases the jobs on offer were new

_ jobs and about 74% of employees believed that

the job would continue when support under the
scheme ceased. In the case of those who were
self employed the post scheme survival rate was
estimated by the consultants to be about 60%.

e. Area Enterprise Allowance (now Back to
Work Enterprise Allowance)

The Area Allowance Enterprise (AAE) was intro-
duced in 1992. It is payable to long term unem-
ployed people who engage in self-employment
in specially designated areas of disadvantage
called Partnership Areas. (There are currently 38
such areas designated covering approximately
60% of the country.) Under the AAE scheme, par-
ticipants retain 100% of their unemployment
payment for the initial year of the enterprise and
then transfer automatically to the Back to Work
Allowance scheme for a further 3 years. This
scheme is not capped. There was an increase of
163.5% in the number of recipients in 1997, from
1,627 recipients in 1996 to 4,287, 7,431 people
were in receipt of the Allowance in 1998, an in-
crease of 42.3% over 1997.

An independent evaluation of the Area Allow-
ance Enterprise Scheme published in October
1997 recommended that as both this scheme
and the self-employment strand of the Back to
Work Allowance shared the same objectives but
differed in aspects of the support provided and
the way in which they were impiemented, they
be consolidated into a single new programme.
For example, in localities in which an Area Based



Partnership Company (ABPC) had been estab-
lished the AAE and the BTWA schemes operated
back-to-back while in localities not covered by
an ABPC the BTWA was the sole programme in
operation.

From January 1998, the availability of AAE was
extended to those starting a business who reside
in non-partnership areas.

Following on the recommendations of the 1997
evaluation, from April 1999, the AAE was re-
named as the Back to Work Enterprise Allowance
and extends the existing Back to Work Allowance
to 4 years for self-employed people. Individuals
qualifying for the scheme retain 100% of social
welfare payment in the first year, 75% in the sec-
ond year, 50% in the third and 25% in the fourth
year.

f. Community Employment Scheme

This scheme is run by FAS and operates through-
out the country. The aim of the scheme is to pro-
videthelong termunemployed and those in receipt
of One Parent Family Payment with part time work
together with personal and skill development
opportunities.

There are 2 options available under the scheme.
- Part Time Integration Option

- Part time Job Option

Part Time Integration Option: Unemployed
persons and lone parents aged 21 or over can
take up empioyment with a sponsor for one year.

Part Time Job Option: Unemployed persons and
lone parents aged 35 years or over have an an-
nual contract with a sponsor which can be re-
newed for up to 3 years.

Secondary benefits are retained while on a Com-
munity Employment scheme, provided that the
household income does not exceed IEP 250 per
week. Participants receive a weekly allowance
consisting of a personal payment and additional
payments for any qualified adult and child de-
pendants.

g.Retention of Entitlement to Allowances for
Children

The Expert Working Group on the Integration of

the Tax and Social Welfare Systems identified a

number of obstacles confronting the long-term

unemployed in taking up employment in its fi-
nal report in 1996. In this context, the immedi-
ate loss of Child Dependent Allowances when an
unemployed parent takes up employment was
considered to be a significant impediment. in
order to overcome this disincentive, provision
was made in 1996 to allow long term unem-
ployed people to retain entitlement to Child De-
pendent Allowances for a period of 13 weeks if
they take up employment which is expected to
last at least four weeks. The benefits of the latter
measure was further maximised by providing
that persons eligible for Family Income Supple-
ment (FIS) can receive Child Dependent Allow-
ance or FIS, whichever is the higher, with effect
from commencement of employment.

h.Provision for Tapered Withdrawal of Adult
Allowance

An aspect of the social welfare system, which had
anegative impact on female participation in par-
ticular, centred on the sharp poverty trap creat-
ed by the withdrawal of the Qualified Aduit Allow-
ance (QAA) and half of the Child Dependent Allow-
ances, where the income of the spouse of a claim-
ant exceeded IEP 60. For example, where the
spouse of a person claiming Unemployment As-
sistance was working and earning |IEP 60 a week,
a IEP 1 increase in the spouse’s earnings lead to
adrop of IEP 40 in the weekly amount of UA pay-
able to that household. This poverty trap was
highlighted by many groups, including the
Household Review Group, the Second Commis-
sion on the Status of Women and, more recent-
ly, by the Expert Working Group on the Integra-
tion of the Tax and Social Welfare Systems. With
effect from November 1997, a tapered withdraw-
al of the QAA has been introduced where a
spouse’s weekly earnings are between IEP 60 and
IEP 90.

i. Unemployment Assistance - Means Test

The method of assessing earnings from employ-
ment in the means test for Unemployment As-
sistance (UA) was identified by the Expert Work-
ing Group on the Integration of Tax and Social
Welfare as a disincentive to people considering
engaging in part-time or casual employment.
Previously, the complexity of the means test
made it difficult for a person to assess the degree
of improvement to his financial circumstances if
opting for part-time or casual employment. In
order to enable people to more readily determine
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their financial position if taking up part-time or
casual employment, and to ensure an improve-
ment in financial circumstances in the event of
pursuing that option, the method of assessing
earnings was simplified. Formerly, Unemploy-
ment Assistance was only payable in respect of a
day of unemployment. The new basis for assess-
ment of entitlement is a week of unemployment
rather than a day. A week of unemployment is
defined as any 3 days of unemployment in a pe-
riod of 6 consecutive days. This means that Un-
employment Assistance can be paid in respect
of a week in which there were both days of em-
ployment and unemployment thus providing for
an improved level of income support for people
opting for part-time or casual work. Just 60% of

~ earnings are taken into account in the means test

so as to ease the withdrawal of income support
as earnings increase.

J. Part-time Job Incentive Scheme

In 1988 the Part-time Job Incentive scheme was
introduced. This scheme encourages long-term
unemployed people (15 months on the live reg-
ister) to take up part-time paid employment
which will help them make the transition to full
employment. Participants receive a special in-
come supplement which is payable by their So-
cial Welfare Local Office. In order to qualify for
the scheme the part-time work must:

- involve less than 24 hours work per week;

- beinsurable at PRSI class A or J;

- be expected to last for at least 2 months.

k.One Parent Family Payment

The labour participation rates of lone parents are
among the lowest of any category and they are
also most likely to be out of the labour force for
relatively long periods. A major step to address
this was taken in January 1997 with the introduc-
tion of the One-Parent Family Payment. Under
this scheme, the first IEP 6,000 earnings per year
are disregarded in the assessment of means.
Earnings in excess of this amount are assessed at
50% and the allowance only ceases to be paya-
ble where the annual earnings exceed IEP 12,000.

1. Jobstart

This is a recruitment subsidy operated by FAS
(National Training Authority), whereby employ-
ers can recruit long term unemployed people,
(those in receipt of an unemployment payment
or One Parent Family Payment for at least 3 years)

and receive a weekly subsidy of IEP 80 for 52 con-
tinuous weeks. The job created must be new or
additional employment, andfor not less than 5 days
per week. Secondary benefits may be retained by
an employee taken on under the programme, pro-
vided that household income does not exceed IEP
250 per week.

m. Job Assist

This scheme was introduced by the Revenue
Commissioners in April 1998. Its aim is to help
long-term unemployed and lone parents to take
up employment.

Employees who qualify for the scheme receive
special tax allowances over a three year period
consisting of a personal tax allowance and an al-
lowance in respect of each qualified child.

6. Measures for people with disabilities

a.Back to Work Allowance

In April 1997 a total of 1,000 places were allocat-
ed on the Back to Work Allowance scheme for
people in receipt of Disability Allowance or the
Blind Person’s Pension. Prior to this initiative the
BTWA had only been available to those in receipt
of an unemployment payment or a One Parent
Family Payment.

b.Back to Education Programme

People in receipt of Disability Allowance and
Blind Person’s Pension are eligible for participa-
tion on the Back to Education Programme (in-
cluding the Cost of Education Allowance).

c. Disability Allowance

Disability Allowance is a weekly means tested
payment paid to people with a disability who are
aged between 16 and 66 years of age and who
are resident in the State. The disability must be
expected to last for at least one year. It is gener-
ally not paid to people in full-time residential
care, but in certain circumstances where the per-
son spends time outside of the care facility it can
be paid at half rate.

In recognition of the difficulties that disabled
people often experience in entering or returning
to the workforce and the need to engage in work
of a rehabilitative nature, the Disability Allowance
scheme permits a person to earn up to |EP 60 per



week from rehabilitative employment, without
affecting their rate of Disability Allowance.

d. Blind Person’s Pension

The Blind Person’s Pension is a weekly payment
to blind people and certain people with low lev-
els of vision. To qualify, a person must be aged
18 years or over, be resident in the State and sat-
isfy a means test.

To facilitate entry or re-entry to the labour market,
people in receipt of the Blind Person’s Pension can
have.any moneys received by way of a training
allowance disregarded as means. In addition peo-
ple in receipt of the pension may earn up to [EP 60
per week from rehabilitative employment.

7. Measures for older workers
There are no particular employment support
measures in place for older workers. However,

they are eligible for all of the schemes and pro-
grammes referred to above at 4.-5. inclusive.

Conclusion

The support measures indicated above are fi-
nanced from general taxation, apart from the
Area Enterprise Allowance (see point 5.e.), which
is jointly financed by the EU Commission and
from general taxation, and the reductions in PRSI
contributions, the cost of which are absorbed by
the Social Insurance Fund. If, however, there is a
shortfall in the Fund in any year, this is made up
from general taxation.

For statistics on the various employment support

measures administered by the Dept. of Social,
Community and Family Affairs, see Appendices
5-8.
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APPENDICES
APPENDIX 1

PRSI contributions pay for the following contributory bene-
fits:

- Old Age Contributory Pension

- Retirement Pension

- Contributory Widow's Pension

- Contributory Widower's Pension
- Deserted Wives Benefit*

- Maternity Benefit

- Health and Safety Benefit

- Adoptive Benefit

- Orphan’s Contributory Allowance
- Disability Benefit

- Invalidity Pension

- Injury Benefit

- Disablement Benefit

- Death Benefit

- Unemployment Benefit

- Treatment Benefit

* This scheme is being gradually phased out with the intro-
duction of One Parent Family Paymenton 1 January 1997.Only
those in receipt of Deserted Wife's Benefit prior to the intro-
duction of One Parent Family Payment continue to receive it.

These are statutory schemes to which decisions on qualifi-
cation are made by a deciding officer.

Payments under the Redundancy and Insolvency Acts, ad-
ministered by the Dept. of Enterprise, Trade and Employ-
ment are made from the Social insurance Fund.

APPENDIX 2

The non-contributory payments which are funded from
general taxation are as follows:

Means tested *

- Non-Contributory Old Age Pension
- Non-Contributory Widow’s Pension
- Non-Contributory Widowers Pension
- Unemployment Assistance

- Disability Allowance

- Supplementary Welfare Allowance
- One Parent Family Payment

- Family Income Supplement

- Blind Person’s Pension

- Free Fuel Allowance

- Universal Benefits *

- Child Benefit

* These are statutory schemes on which decisions on quali-
fication are made by a deciding officer.

The following schemes are non-statutory and do not require
that decisions on qualification are made by a deciding officer.

- Employment Supports

- Back to Work Allowance

- Student Summer Job Scheme

- Back to Work Enterprise Allowance
- Back to Education Allowance

- Part-time Job Incentive Scheme

APPENDIX 3

Financing of Social Welfare expenditure in 1997 and 1998

was as follows;

Sources of 1997 1998 (i)
Finance (*)
IEP 000 % IEP 000 %
State 2,579,442 570 | 2,668,826 56.0
Social insurance 1,938,423 429 | 2,086,176 438
Fund
National Lottery 5,600 0.1 7,848 0.2
Other Recsipts 797 0.0 232 0.0
Total 4,524,262 1000 | 4,763,082 | 100.0
APPENDIX 4
Financing of the Social Insurance Fund, 1997 and 1998
Income 1997 1998 (i)
1EP 000 % EP 000 %
State - - - -
Empioyer PRSI 1,370,009 704 | 1,525,453 713
Employee PRSI 450,346 2.2 482,250 225
Self-Employed 124,389 6.4 130,555 6.1
PRSI
Other Receipts 346 0.0 1,444 0.1
Total Income 1,945,090 100.0 | 2,139,702 | 100.0
Total 1,938,423 2,086,176
Expenditure
Surplus 6,667 53,526
APPENDIX 5
Expenditure on Social Welfare by Programme, 1997 & 1998
Programme 1997 1998 (i)
IEP 1,000 IEP 1,000
Oid Age 1,035,349 1,122,766
Widows, Widowers & One Parent 787,603 857,603
Families
Child Related Payments 435,530 460,599
lliness, Disability & Caring 624,191 673,916
Unemployment Support {ii) 923,886 843,155
Employment Support (iii) 123,389 157,737
Miscellaneous Payments 360,854 391,557
Equal Treatment Payments 4,765 7431
Redundancy & Insolvency Payments 18,628 15,214
Administration 210,427 233,701
Total 4,524,262 4,763,082
Notes:

(i) 1998 figures are provisional
(ii) Payments in relation to Unemployment Supports (mainly in-
come support payments) decreased by 8.7% from 1997 to 1998;

- as a% of overall Programme Expenditure, Unemployment Sup-

port payments decreased from 20.42%in 1997 to 17.7% in 1998
(i) Payments in relation to Employment Supports increased by
27.8% from 1997 to 1998; as a% of overall Programme Expendi-
ture, Employment Support payments increased from 2.72% in
199710 3.31%in 1998



APPENDIX 6 APPENDIX 7
Expenditure on Employment Supports by Payment Type, = Number of Recipients of Employment Supports by Payment
1997 & 1998 Type, 1997 & 1998
Type of Payment 1997 1998 Type of Payment 1997 1998
{EP 1,000 | IEP 1,000 Back to Work Aliowance 21,082 24,250
Family Income Supplement 25989 | 28,656 Back to Work Enterprise 42718 7351
Students Summer Job 9,018 7,992 Back to Education Allowance 3,753 4,475
Scheme - -
Part-time Job Incentive 585 568
Back to Work Enterprise 15,372 35,013 -
Allowance Family Income Suppiement 12,888 13,143
Total
Back to Education Allowance 12497 | 16,335 ° 58137 83,388
Part time Job Incentive 1477 1,475
Scheme APPENDIX 8
Total 123,389 157,737 Recipients of Back to Work Allowance by Employment Sta-

tus and Gender, 1998

Empioyment Status Males Females Total

Employees 12,485 2,032 14,517
Self-smployed 8.275 1,458 9,733
Total 20,760 3,490 24,250

(*) Source: Department of Social, Community & Family Af-
fairs, 1998 annual statistical report, ‘Statistical Information

on Social Welfare Services’
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A. General measures

One of the measures taken by the Government
to contain increases in social charges was to
transfer to the general tax scheme the health care
allocation for employees. This measure enabled
a reduction of non-wage costs. Nonetheless, in
order to balance financing for the system, a re-
gional tax on production activities was intro-
duced.

In Italy, the tax burden was reduced by 1.2% in
1998, and the social charges for companies fell
by 0.82%. ‘

Inaccordance with the guidelines of the Kyoto Con-
ference, a provision under the 1988 Finance Act
stipulates the introduction of a coal tax (ITL 1,000
per ton of coal or other combustible material). This
amount goes towards financing the reduction in
social charges on employment.

B. Specific financing provisions to
promote employment

Adding to measures already in force for some
time, new provisions were recently adopted to
promote employment policy aimed at certain
categories of persons at risk of social exclusion.

Since there is a great number of measuresandin
order to create a more homogeneous instrument,
a reform to prevent competition among these
different measures is currently under study. A
draft law has set out reorganisation plans, which
will push the government to take action. The aim
is to set up an efficientand organic system with vari-
ous instruments to promote the integration of job
seekers and unemployed persons in working life.

The guidelines contained in this reform are based

on two key objectives:

a) first, to promote efforts to create new busi-
ness, streamline administrative procedures
and ease access to credit facilities;

b) second, to create a stronger link between
vocational training and the social services.

In 1999, the following measures were taken:

1. Prolongation until December 2001 of reduced
contributions, in capital, for employees of
companies located in the South whose annual
revenue is less than ITL 36 million.

2. Total exemption of social charges for new
employees during a period of three years, on
condition that companies create new jobs.

3. Reduction of contributions for three years
amounting to 50% for young self-employed
workers registered with the INPS during the
1999-2000 period.

4. Annual tax credit of ITL one million for three
years with a maximum of ITL 50 million per
annum for each new employee during the
1999-2001 period.

This measure may be increased to ITL 3 million
if the person hired is disabled. It applies only to
small and medium-sized enterprises situated in
regions where the unemployment rate is
higher than the national average.

5. Tax advantages will be used to promote
increases in personnel working in companies
located in Objective 1, 2 and 5b zones, as
defined by the European Social Fund.

The National Fund for Employment is to be re-
financed with an amount of ITL 200 billion per year
to promote the project of reducing working hours.
This measure will help to cover the social charges
arising from any reduction in working hours.



~ LUXEMBOURG

Funding for social security in Luxembourg is
characterised by heavy State participation. In-
deed, globally the public authorities pay around
one third of the financial cost of social security
schemes from the State budget. With regard to
pension insurance, the 24% contribution rate is
distributed at the rate of one third payable by the
employer, one third payable by the employee
and one third payable from the State budget.
With regard to sickness insurance, the State pays
an additional premium of 250% of the contribution
rate on the total contributions from pension bene-
ficiaries and an additional premium corresponding
to 10% of the same rate on the total contributions
from the other insured persons. The dependency
insurance provides for the State to pay a contribu-
tion of 45% of total expenditure. Family benefits are
funded almost entirely from the State budget. The
funding for unemployment comes from taxation.

A. General Measures

In view of the above, the contribution rates paya-
ble by insured persons and employers in Luxem-
bourg are relatively low compared with neighbour-
ing countries. We are even seeing a certain trend
for companies to relocate to Luxembourg.

Nevertheless, a sustained effort has been made
to keep social security contributions at a constant
level: although contribution increases have
proved necessary in a specific branch (e.g., cash
benefits in the event of iliness), these have been
offset by a corresponding reduction in another
branch (e.g., accident insurance).

Notwithstanding this, a 1% contribution from
professional earnings, replacement earnings and
unearned income has been levied since 1 Janu-
ary 1999, in order to finance the new dependen-
cy insurance. No direct social security contribu-
tionis payable by employers to fund this depend-
ency insurance. Employers participate in this new
social security branch via a tax on electricity.

B. Measures for special groups

Like other European countries, Luxembourg has
introduced specific incentives for the recruitment
of groups that are difficult to place on the labour
market.

Invarious cases the State itself pays the social secu-
rity contributions for employers hiring either older
unemployed people or thelong-term unemployed.
Furthermore, identical provisions are being planned
in order to boost youth employment,

The law provides for a number of grants for the
recruitment of older unemployed people and the
long-term unemployed. Under these provisions,
the employment fund reimburses private-sector
employers for both the employer’s share and in-
sured person’s share of social security contribu-
tions, for those unemployed people who are
recruited, whether or not they receive benefits,
provided that they are 50 years of age or overand
have, for at least one month, been registered as
seeking work with a placement bureau belong-
ing to the employment administration. Reim-
bursement of these contributions is maintained
for a period of no more than seven years.

Notwithstanding these provisions, reimburse-
ment of the contributions for fixed-term contacts
is maintained for only 18 months.

Likewise, the employment fund reimburses private
sector employers both the employer's share and the
insured person’s share of social security contribu-
tions, for those unemployed people who are recruit-
ed, whether or not they receive benefits, provided
that they are 30 years old or over and have, for at
least 12 months, been registered as seeking work
with a placement bureau belonging to the employ-
ment administration. Reimbursement of the con-
tributions is maintained for a period not exceeding
two years, for unemployed people aged 30, and
three years for unemployed people aged over 40.
With respect to fixed-term contracts, the maximum
reimbursement period of 18 months also applies
to the long-term unemployed.

Reimbursement of social security contributions
is subject to the proviso that the unemployed
person is recruited on an indefinite employment
contractor a 24-month fixed-term contract for a
job entailing at least 20 working hours a week.
Any employer wishing to benefit from reimburse-
ment of social security contributions must, on
pain of debarment, send the required application
to the director of the employment administration
within two months following recruitment.
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As part of the legislative measures established to
promote youth employment, itis planned that an
employer recruiting a trainee under awork place-
ment/induction contract (contrat de stage- initi-
ation), must pay him a training allowance equal
to 85% of the guaranteed minimum wage. The
employment fund reimburses the employer 25%
of the training allowance. The training allowance
is subject to the social security and tax contribu-
tions payable for salaries. However, the employ-
er's share of the social security contributions is
paid out of the employment fund.

The promoter of a temporary employment pro-
gramme (programme de mise au travail tempo-
raire) must pay the young person an allowance
equal to'either the guaranteed minimum wage
for a skilled worker or the guaranteed minimum
wage for an unskilled worker, depending on

whether the young person is under or over the

age of 25. The employment fund reimburses 25%
of the allowance to the organisations. The allow-
ance is subject to the social security and tax con-
tributions payable for salaries. However, the
employer’s share of the social security contribu-
tions is paid out of the employment fund.

Within this context, the law also provides for an in-
come tax rebate for recruiting unemployed people.

This tax rebate is allocated as from the financial year
ending on 30 June 1996, for unemployed people
who are recruited for the period from 1 July 1996
to 31 December 1999.

Those entitled to obtain a tax rebate are taxpay-

ers hiring unemployed people:

- for a commercial, industrial, mining or craft
enterprise;

- for a business that is of benefit to agriculture
or forestry;

- for a liberal profession.

Contractors of temporary staff are not entitled to
benefit from the tax rebate.

Unemployed people who are entitled to a tax re-
bate must be job-seekers without employment
who are subject to social security insurance in
Luxembourg and have been registered for at
least three months with the employment admini-
stration.

Recruitment must be via anindefinite or fixed-term
employment contract of nofewer than 16 hours per
week. In the case of a fixed-term contract, the term
of the contract must be 24 months.

For a period of thirty-six months starting from the
month of recruitment, and under the proviso that
the employment contract continues during that pe-
riod, the monthly tax rebate per unemployed per-
son is 10% of the amount of the gross monthly re-
muneration, deductible as an operating expense.

C. Specific measure assist small and
medium-sized enterprises

No specific measure has been introduced to assist
small and medium-sized enterprises by reducing
social security contributions.

A “formalities centre” has been created in order
to help those wishing to create or take over an
independent business. Apart from providing infor-
mation and advice, this centre acts as an interlocu-
tor for completing the administrative formalities
with regard to social security liability, contribu-
tion collection, taxes and securing various licences
to operate.

D. Special measures aimed at the creation
of small businesses

For the recruitment of domestic staff and of peo-
ple to provide care and assistance to dependent
people, a simpilified procedure of affiliation and
contribution collection has been introduced. In
this particular context, the complex and tortuous
common law procedures which consist of deter-
mining the gross salary, calculating social secu-
rity contributions, calculating tax deductions,
sending in a tax form, submitting a monthly
statement of working hours and salaries, send-
ing an application for reimbursement of finan-
cial benefits in the event of the iliness of the per-
son employed, and so on and so forth, have been
repealed. From now on, a single declaration of
the net salary paid to the employee is required.
The competent institution takes care of the rest.
Based on the statement received, it registers the
affiliation of the persons employed in the house-
hold. It converts the stated net salary into a gross
salary. It calculates the contributions payable by
the employer.



~ NETHERLANDS

A. General Measures

In the last few years many instruments have been
used to limit the inflow into the social security
system, to promote outflow from the system and
to increase the chances of work for the low-skilled
and long-term unemployed. In this context |
would like to state that the Dutch social security
system is a pay-as-you-go system. This means
that contributions collected in a particular year
more or less equal the expenses for that year.

The common theme in the many legislative
amendments was to place greater financial re-
sponsibility on employers. This applies in partic-
ular for the introduction of the obligation on
employers to continue paying sickness cash ben-
efit during an employee’s illness, the differentia-
tion in invalidity benefits contributions, and the
lengthening of the standby period in the Unem-
ployment Benefits Act (the period during which
the employer continues to pay a tide-over allow-
ance before the employee begins receiving ben-
efit) and the Working Conditions Act.

Alarge number of initiatives has also been taken
in the area of specific labour market policy. Tem-
porary subsidised jobs have been created in the pri-
vate sector and permanent jobs for the employers
at the lower end of the labour market.

In August last year the second Kok government
took office after May’s general election. The new
Coalition Agreement contains measures to im-
prove the operation of the labour market, to re-
duce the inflow into the social security system
and to promote the reintegration of benefit
claimants into work. The main accents here are
on a review of the tax system reducing the costs
of labour and promoting integration into the la-
bour market, investments in enabling work and
care to be better combined; addressing long-
term unemployment as comprehensively as pos-
sible; and a new delivery system for social security
and the employment service, with reintegration
as its key theme.

The prevention of long-term unemployment was
one of the high priorities on the agenda of the
new government. At the Luxembourg Summit,
the Netherlands and other EU Member States

agreed on a commitment to achieve a compre-
hensive approach to long-term unemployment.
The ambition is that, within a period of eight
years, all young job seekers will be offered a new
start before they have been unemployed for six
months, and unemployed adults within twelve
months.

Increasing the participation of older peoplein the
employment process is also an important ebjec-
tive of thegovernment. The changes taking place
on the labour market (which is becoming increas-
ingly tight) combined with demographic trend
(‘maturing’ and ageing) mean it is vital to retain
older workers in the labour process. In consulta-
tion with the business community, the conditions
are being created to make it attractive and pos-
sible for older people to continue working. Im-
prove retirement via the unemployment benefits
system will be combated. Depending on the degree
to which a switch towards a more age-conscious
personnel policy is achieved, and to which more
demand arises on the labour market for older
workers, consideration will be given to a (phased)
reintroduction of the job application duty for
people aged over 57,5 years.

An other important objective of government
policy is to create more and better opportunities
for combining work and care. Improving the abil-
ity to combine paid work and family tasks serves
the interests of both the individual and society
as a whole. It will enable better use to be made
of as yet untapped talents of women in paid work
and of men in bringing up and caring for fami-
lies. This is also important for the labour market.
Given the ageing of the population and the af-
fordability of social provisions in the future, there
is a need to increase the participation in paid
work further, particularly by women. The govern-
ment will table a Framework Act on Employment
& Care in the Lower House, possibly in phases.
This Act will harmonise and combine the exist-
ing statutory forms of leave and will create a
framework to allow workers to save up for leave
in time and/or money. A statutory right to part-
time working will also be established and the
possibility will be explored of creating a statuto-
ry right to care leave. Particular account will be
taken here of the interests of small and medium-
sized businesses.
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The structure of the new delivery system for so-
cial security and the employment service must
be finalised in the coming government period.
The conclusions of the parliamentary inquiry into
he delivery of the social security system will con-
tinue to be the guiding themes hers: active inte-
gration, regional implementation, independent
assessment of the right to benefit and independ-
ent supervision.

Before the end of 2000 so called Centres for Work
and Income (CWI) have to be set up throughout
the whole country. These CWIs will be given the
assignment in the forthcoming government term
of fulfilling the public gatekeeper function, inde-
pendently of market influences or the directin-

_fluence of vested interests. All job seekers will be
able to go to these Centres for -in the first place-
help in finding work and secondly, to apply for
benefit.

Scope will be created for the introduction of
market forces in the actual implementation of the
reintegration programmes and the payment of
benefits. In the government’s view, competition
could enable more people on benefit to be
helped into work and make implementation of
the benefits system cheaper. An as yet unspeci-
fied proportion of the reintegration projects will
have to be purchased from the (public-sector).
Employment Service, in order to guarantee that
a good public employment placement service
remains intact.

To encourage the entry of new providers, the cri-
teria for approval as a benefits agency or employ-
ment placement service will be relaxed. It wili also
become possible to delegate these tasks to third
parties, such ‘as temporary employment agen-
cies.

Healthy competition presupposes not only a suf-
ficient number of providers, but also of clients.
The government proposes that sectors and large
companies (with more than 100 employees)
should enter into contracts with benefits agen-
cies and employment placement services. The
commitment of employers and unions remains
important, particularly when it comes to arrange-
ments regarding the choice of delivery agency
and the contents of the contract. Further consul-
tations will be held with employers and unions
and local authorities on the detailing of the re-

vamping of the implementation of the social se-
curity system. Local authorities will be able to
contract out their benefit-paying tasks, on the
condition that the Municipal Executive will at all
times remain responsible for the implementation
of the system and that the scope given to local
authorities in implementing their reintegration
task must not lead to higher implementation
costs. In this connection, the resources for the
National Assistance Act and the Job seekers Em-
ployment Act will be combined in a “Fund for
Work and Income” and the contribution of local
authorities to the funding will be increased.

B. Measures for special groups
The following measures have been taken:

(Re)integration of the Work Disabled Act

. On 1 July 1998 the (Re) integration of the Work

Disabled Act (Wet op de (re)integratie arbeidsge-
handicapten, “REA”) came into force. It provides
among other things for instruments and guaran-
tees for employers who want to employ disabled
persons or want to rehabilitate disabled employ-
ees. The scope of already existing instruments
has been extended and the possibility has been
created to award a budget to an employer to
compensate the costs of adjustment of the work-
ing place in order to facilitate the employment
or rehabilitation of disabled persons. Because of
all these measures it will become easier to re-
employ a person at an early stage. The major
measures are:

If an employer hires a disabled worker, he is enti-
tled to an employment budget to finance all
costs this may involve. This budget has been set
to NLG 12,000 for the first year of the disabled
worker’'s employment. In the second year, the
budget will amount to NLG 8,000 and for the
third year a budget of NLG 4,000 will be availa-
ble. This budget can equally be used if an em-
ployee is re-employed in another position with
his old employer. If the costs of reintegration are
higher than what can be financed by the re-em-
ployment budget, the employer may choose for
an alternative subsidy based on an estimate: a so-
called “tailor-made package”."All expenses that
the employer has to make have to be included.
In principle, there is no maximum limit to these
costs, but should they involve major adjustments
to his own company, the employer has to partic-



ipate in the costs. To all the various subsidies the
rule applies that the money must be paid back if
the object is not achieved.

There is a risk for the employer that a work disa-
bled person who has been taken into service falls
ill again. This risk is reduced: in the first period of
five years the employee will receive a sickness ben-
efit from the implementation body; the employer
does not have to pay the wages during sickness.

If the employer spends more that a certain per-
centage of their labour costs on work disabled
employees, he can get a reduction of disable-
ment contributions.

Act on Reduction of Employer’s Tax and Social l

Security Contributions

The Act on Reduction of Employer’s Tax and So-
cial Security Contributions (Wet Vermindering
Afdracht loonbelasting en premie volksverzekerin-
gen, “WVA”) givens among other things employ-
ers the opportunity from 1 January 1996 on to
receive reductions in wage costs for low-paid
employees (via the Specific reduction of employ-
er's tax for the low-paid-SPAK) and for the long-
term unemployed (via the Reduction for the
long-term unemployed-VLW).

From 1 January 1998 on, the SPAK has been dou-
bled to NGL 3,660 for jobs of 36 hours or more
(this was NLG 1,830 for jobs of 32 hours or more).
The wage maximum here is 115% of the mini-
mum wage for a 36-hour workweek (previously
32 hours). The reduction of Employer’s Tax for the
flow through low-wage employment (since 1
January 1997) has been raised from NLG 915 to
NLG 1,830. The total fiscal advantage to the em-
ployer, in combination with the VO, may increase
to a maximum of NLG 6,250.

The maximisation in combination with the SPAK
and the VIW has been abolished (thus the maxi-
mum in combination is now NLG 8,160).

Within the frame of the total tax reduction of 1
January 1996, the SPAK is oriented towards the
lower end of the labour market. The target group
of the SPAK consists of persons who earn no
more than 115% of the statutory minimum wage
in a 36-hour work week (i.e. for younger employ-
ees, the minimum youth wage). Since 1 January
1997, the Reduction of Employer’s tax for the flow

through low-wage employment is added in or-
der to prevent the wage ceiling of the SPAK-re-
duction from becoming a hindrance to the in-
crease of wages (marginal tax wedge). The aimis
to prevent a situation whereby, with a wage of
more than 115% of the minimum wage, the ad-
vantage of the reduction for low wages (i.e. SPAK)
diminishes.

The SPAK and the VLW can be combined for the
long-term unemployed who do not earn more
than 115% of the minimum wage. The total al-
lowance for the engagement of a long-term un-
employed person can come to more than NLG
8,160 per annum. Per saldo, employers no long-
er have to pay the collective employer’s contri-
butions for the employees at the minimum wage
level.

The target group of the VLW are persons who
have been registered as a job-seeker in the em-
ployment office for longer than 12 months in a
row (for persons aged 57,5 and over, there is no
duration requirement) and who will not earn
more than 130% of the minimum wage for aduits.
For regions with high unemployment, the act
provides for a relaxation of the restrictions on
registration from 12 to 6 months.

Job-seekers Employment Act

On 1 January 1998, the “Job-seekers Employment

Act” (Wet Inschakeling Werkzoekenden, “WIW”")
came into force. The WIW is one regulation for
subsidised work: the “Youth Employment Guar-
antee Act” (JWG), the regulation on “Labour
Pools”, the financial resources of the National
Assistance Act (Algemene bijstandswet, “ABW”),
and regulation on child care are all be combined
in this Act. Resources are available for municipal-
ities via the “municipal Work fund”. With these
resources, municipalities can activate beneficiar-
ies, the long-term unemployed and unemployed
youth under 23, as well as offer training and/ or
work experience. The WIW enables municipali-
ties to use more effectively available resources,
and can offer more “tailored” employment meas-
ures.

The instruments of the WIW are many: they vary
from social activation and training to work expe-
rience positions in enterprises and detachment
places (WIW-employment contracts). The munic-
ipality is free to develop its own variants; it can
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also use different instruments simultaneously or
one after another. In this way, as long as condi-
tions of the Act are met, “tailored” measures for
a particular target group can be implemented.

Municipalities must implement the Act in co-op-
eration with the Public Employment Service (AR-
BVYOd) and the Social Security Agencies (Uvi’s).
The Public Employment Service is responsible for
the categorisation of persons belonging to the
target group. The Public Employment Service
decides if a long-term unemployed person will
belong to a target group for a WIW-work experi-

ence position or for a WIW-employment contract.
The municipality decides upon a trajectory for
unemployed youth, once again in co-operation
with the Public Employment Service. The Public
Employment Service remains responsible for
placement into work. Co-operation with the So-
cial Security Agencies is important when unem-
ployment benefit recipients (WW) apply for WIW
measures. The Social Security Agencies can buy
WIW instruments with the support of resources
from the General Unemployment Fund (AWF);
Municipalities can assign the implementation of
the WIW to a separate organisation.



AUSTRIA

A. General measures

In general it must be pointed out that, due to pre-
vailing conditions (for example, demographic
developments) a contribution increase would
undoubtedly have been necessary in the absence
of measures to supplement the financing of the
system in the long term, especially with regard
to pension insurance. In order to avoid placing this
unreasonable burden on the insured, the pension
reforms in the last few years endeavoured to limit
the expenditures of the social security schemes.
Especially notable in this connection are those

measures with the objective of raising the ‘actual

age at which a pension is first claimed (by making
the conditions for entitlement to an early pension
more stringent, as well as by changing the pension
calculation).

For further details, the MISSOC Bulletin n°2/96
may be referred to with regard to the pension
reform, as well as the MISSOC Bulletin n°1/97, in
which supplementary measures in the field of
sickness benefits were covered. Please see in ad-
dition the summary representation which forms the
introduction to the MISSOC Tables as of 1 January
1998. These measure packages made it possible to
ensure that contributions to the Austrian branches
of social protection need not be increased, at least
for the medium term.

B. Measures for special groups

Special allowances or promotion measures of-
fered by the Labour Market Service, with the ob-
jective of easing the integration of specific tar-
get groups into the Labour Market, are not in-
tended only to finance ancillary wage costs, but
rather are considered wage subsidies and usual-
ly are in an amount far greater than the social in-
surance contributions alone. These allowances
can be granted to companies that employ target
group members under certain conditions (with
full social insurance, wage according to collec-
tive labour agreements, regulated minimum ex-
tent and period of work, etc.). The allowance
amount usually covers a good portion of the
wage costs and ancillary wage costs (“Integration
allowance” and “Special integration allowance”
cover 66.7% of wage and ancillary wage costs)
for a specific period. An allowance which covered

only the employer’s share of the social insurance
had to be discontinued after a pilot phase due
to lack of interest on the part of eligible compa-
nies.

As a part of the “Apprenticeship Package” (i.e.
to promote additional training positions in com-
panies), from 1 July 1997 the employer’s contri-
bution to health insurance for the first three years
of the apprenticeship period, and that of the ap-
prentices for the first two years of the appren-
ticeship are to be directly financed out of health
insurance funds (exemption from compulsory
contributions). As an additional measure, for ap-
prenticeships beginning between 20 June 1998
and 1January 2000, the employer need not pay
his contribution to accident insurance.

Furthermore, there is also a measure package
offered by the Labour Market Service for the pro-
motion of training positions for apprentices:

Target group:

- Young women in vocational training for
occupations in which few women are repre-
sented;

- Youth who are considered disadvantaged;

- Apprentices who have lost their training
position;

- Youth who receive unemployment benefits;

- Youth over 19 years of age;

- Apprentices who undertake a course of
training going beyond the usual job profile.

The allowance is considered to be a subsidy of the
costs of the apprenticeship training (including so-
cial insurance) and amounts to ATS 4,000/month for
young men and women under 19years of age work-
ing in companies, ATS 6,000 for young men and
women under 19 years of age in training institu-
tions; uniformly ATS 10,000 for those over 19 years
old. The allowance is uniformly regulated for the
firstapprenticeship year and can be granted further
for the entire period - usually 3 years - according
to theregulationsin the particular state. ATS 947.80
million was spent for special measures for youth in
1998.

“Integration allowances” and “Special inte-
gration allowances” target wage subsidies for
(long-term) unemployed persons (if under 25
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and over 45 years of age, unemployed for at least
6 months, for those 25 to 45 years old, unem-
ployed for at least 12 months). The empioyer re-
ceives a maximum of 66,7% of the assessment
basis (current gross salary + 50% lump sum for
ancillary wage costs) for the duration of the work-
ing relationship, for a maximum of 2 years. For
persons who receive benefits from unemploy-
ment insurance, the allowance can be financed
out of the integration allowance budget up to the
amount of the unemployment benefit or unem-
ploymentassistance. These allowances are grant-
ed regardless of age, education, wage group,
handicap, etc. In 1998 ATS 449.34 million was
spent on wage subsidies in the form of integra-
tion allowances and ATS 475.21 million for the
“Special integration allowances”.

Under the Equalisation-of-Burdens for Families
Act (a law dealing with family benefits), it is des-
ignated that all employers who engage employ-
ees within Federal territory must pay the “em-
ployer contribution” in accordance with this law;
this is calculated based on the total of all wages
paid monthly by the employer to his employees.
Excepted from this calculation are those wages
paid by the employer to persons employed as
beneficiaries under the Handicapped Employ-
ment Act. Under this law, Austrian enterprises —
over a certain size - are obligated to hire certain
handicapped persons.

In the field of unemployment insurance, the fol-
lowing special regulation was introduced for old-
er workers: if a person who has completed his

50" year of life is hired, the employer’s share of
unemploymentinsurance is reduced by half (thus
1.5 rather than 3%). if the person is already 55
years of age when hired, the employer's contribu-
tion is dropped in its entirety (see in addition the
MISSOC Bulletin of 2/96 ~ Bonus Malus System).

C. Special Regulations for Small to Medium-
Sized Enterprises and for Self-employed
Persons and New Enterprises

As a measure to facilitate the creation of inde-
pendent enterprises, as of 1 January 1999 the
minimum contribution basis for commercially
self-employed persons who are taking up a self-
employed activity for the first time was reduced
from ATS 13,761 per month to ATS 7,400. This
minimum contribution basis applies — as a lump
sum contribution basis irrespective of the actual
income of each self-employed enterprise - for
the respective beginning year and the two fol-
lowing years of first-time self-employment. This
reduction is financed throughrestructuring with-
in the framework of the overall solidarity of insur-
ance contributors in the commercial economy.

Under a new law for the promotion of new en-
terprises which is being prepared at this time,
further measures are to be taken, including some
in the field of social protection. Thus, it is planned
to exempt employers from contributions under
the Equalisation-of-Burdens for Families Act,
housing promotion contributions, as well as ac-
cident insurance contributions in the first calen-
dar month of the founding of the new enterprise.



— PORTUGAL

A. General measures

In Portugal, the level of contributions to the gen-
eral social security scheme, specifically with re-
gard to the scheme for salaried workers, has not
changed significantly in recent years. However,
several measures have been adopted to allevi-
ate the effects of non-wage costs on business
competitiveness.

For instance, law 34-B/94, of 27 December (law
on the 1995 national budget) established a 0.75%
reduction in the employers’ general rate of con-
tributions.

The legislation in force provides for an exemp-
tion or a reduction in the employers’ rate, in cer-
tain circumstances, to promote employment,
under the terms described above.

B. Measures for hard-to-place groups in
the labour market

The social security system has established active
employment measures designed to create or
maintain jobs for the recruitment of groups that
are particularly difficult to place on the labour
market.

In order to promote jobs for young first-time job
seekers and the long-term unemployed, an Or-
derin Council promulgated in 1995 provided for
total exemption from payment of employers’
contributions for a period of 36 months in the
case of an indefinite employment contract.

For the purposes of applying this measure, young
first-time job seekers are defined as people aged
between 16 and 30 who have never worked un-
der an indefinite employment contract.

The long-term unemployed are people who have
been jobless for over twelve months and are reg-
istered in a job centre as looking for work.

If the employment contract is terminated by the
employer on the grounds of unfair dismissal,
mass redundancy, job termination or dismissal
due to unsuitability for the job, the contributions
concerning the exemption period are payable.

With regard to disabled people, the law provides
for employers recruiting on an indefinite employ-
ment contract to benefit from around a 50% re-
duction in the social security contributions for
such workers.

For the purposes of such a reduction, disabled
workers are defined as individuals whose work-
ing capacity is less than 80% of the normal ca-
pacity required from an able-bodied worker.

For older workers, the law provides for possible
entitlement to an old-age pension, provided that
they are aged at least 60, have completed the
waiting period, stopped work at the age of 55 or
older and have received unemployment benefit
for the statutory period.

The Orderin Council 119/99 of 14 April came into
force on 1July 1999 also provides for the right to
receive an early retirement pension at the age of
55 for workers who became unemployed at the
age of 50years or under and have paid contribu-
tions for atleast 20 years. In this case, the amount
of the pension is reduced.

The law also provides for the contribution rate
for workers in the early retirement scheme to be
specifically lowered.

Furthermore, as part of the active employment
measures specially aimed at the most vulnerable
groups on the labour market, there is the mini-
mum income guarantee, a benefit from the non-
contributory scheme, accompanied by a social
integration programme, aimed at people of very
reduced means who more often than not are ex-
cluded from the labour market.

C. Special measures for small and
medium-sized enterprises

Since the above-mentioned exemption or reduc-
tion in employers’ contributions helps to ease the
burden of non-wage costs, it could be concluded
that the Portuguese social security system offers
a very significant body of measures aimed at en-
couraging employers to take on more staff, espe-
cially in small and medium-sized enterprises.
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D. Special measureé for new companies

Measures have been adopted under the general

scheme of self-employed workers, aimed at re-

moving any obstacles encountered by people

wishing to set up in business for themselves or

to promote self-employment. These include:

- Affiliation to the non-compulsory scheme for
self-employed workers whose gross annual
income is equal to or less than six times the

business, in the case of a first affiliation to
the scheme.

For the purposes of establishing the basis of
contributions, workers whose annual work-
ing income is less than twelve times the
national minimum wage, have the possibility
of choosing the sum corresponding to 1/12
of the said income, up to a maximum of 50%
of the minimum wage.

amount of the national minimum wage
(however, it is not compulsory for such
workers to join the scheme and, in order to
do so, they must make an application).
Exemption from paying contributions for the
first twelve months after starting up in

Finally, it is important to point out that the law
establishes the possibility for unemployed peo-
ple toreceive in one lump-sum the total amount
of the unemployment benefits to which they are
entitled, in order to help them to set themselves
up in business. _—



~ FINLAND

In Finland social security is provided by an inte-
gration of residence-based schemes and insur-
ance schemes. Schemes based on residence
complement the insurance-based schemes to
provide guaranteed minimum benefits. Insur-
ance schemes generally provide earnings-relat-
ed benefits.

Social security is financed by employer premiums
based on payroll, employee premiums/ premi-
ums paid by the insured and tax financed. The
structure varies between different schemes. In
1999 the main financing structure of different
schemes is as follows:

Scheme Share of financing in 1999  Basic principle
Em- Em- State
ployers ployees
insured
Pensions "
National pension 71% - 29% PAYG
Employment 78% 22% - Actuarial risk
pension (TEL)
Unempioyment ¥
Basic allowance
and labour market - 8% 92%  PAYG
support
Eamings-+related 44% 20% 36%  Shares
scheme according to
agreed
financial
responsabilities
Health Care ¥
Sickness insurance  49% 35% 13% PAYG
(3% other income ; annually fixed
such as interest, premiums for
payments from employers/
accident and traffic insured
insurance schemes)
Employment
Accident insurance  100% - - Actuarial risk

1) National pensibn is paid only as a guarantee amount to
persons with small or no employment pensions. National pen-
sion is reduced by 50% of the amount of employment pen-
sions paid in access over FIM 3024 per annum.

2) The percentages vary slightly for different employment pen-
sion schemes. The TEL-scheme covers 59% of all employees
(the public sector schemes 34% and other private sector
schemes 7%)

3) The earnings-related unemployment scheme is voluntary.
The state covers the cost equalling the cost for basic daily al-
lowances also within the earnings-related scheme. The earn-
ings-related part of daily allowance and the cost for allow-
ances paid to aged, long-term unemployed for the extended
period are financed by employer and employee premiums
only.

4) Basic Health Care is provided by local authorities and fi-
nanced by tax revenue. The compulsory Sickness Insurance
covers all residents. It provides sickness, maternity and paren-
tal daily allowances, subsidies for medicine costs in out-pa-
tient care, subsidies for travel expenses and also subsidies for
private health care (at a fairly moderate level).

In financing earning-related schemes, general
actuarial principles are used particularly for em-
ployment pensions and occupational health.
National pensions, Sickness insurance and partly
unemploymentinsurance are financed by a com-
bination of tax revenue and annually fixed pre-
mium rates. All schemes set their premiums
individually.

A. General measures

No changes in the premium structure or pre-

mium rates have been carried out with the sole

purpose to affect the labour market. However,
during the 1990's the financing structures have
been revised. The basic principles have been to

a) increase the financial responsibility for
employees by introducing employee premi-
ums for earning-related and employment-
related benefits and increased tax financing
(employees’ employment pension premium
and salaried employees’ unemployment
premium introduced in 1993)

b) increased use of the ‘insurance principle’.
The linkage between premiums paid and
benefits received as well as between pre-
mium rates and actual risk performance has
been increased.

These are supposed to be favourable also for the
labour market indirectly through increased finan-
cial awareness and better general cost control.

B. Measures for special groups

Employment of long-term unemployed is sup-
ported by labour market measures by granting
employers a temporary employment grant.

Several studies have been carried out investigat-
ing the connection between unemploymentand
labour costs especially for lower wage groups. A
working group studying the question gave its
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recommendations on 30 June 1999. According
to the group, small reductions in employer pre-
miums have little effect on employment. The best
employment resuit can be reached by a combi-
nation of several measures that affect labour sup-
ply, labour demand and incentives. The group
states that in social security financing the insur-
ance principles should be used as far as possible.
This goal would be supported by abolishing em-
ployer payments that are not directly linked to
work. Gradually such premiums should be abol-
ished in accordance with the economical possi-
bilities of state finances. An effective way of di-
minishing the gap between total labour costs
and net wage is tax deductions targeted at the
lower wage levels. Introducing premium deduc-
tions based on age or wage levels would com-
plicate the present system and increase admin-
istration costs.

In order to lower the threshold for new employ-
ment of especially older workers, the social part-
ners have agreed to longer the pooling period
for disability pension costs. The pooling has so
far been voluntary and has comprised disability
pensions starting during the first year after em-
ployment. This change affects only companies
with more than 50 employees, where the com-
pany itself is responsible for a part of the disabil-
ity pension cost. When pooled, all companies
with more than 50 employees share the cost. The
pooling period is agreed to be prolonged to three
years for pensions payable to persons older than
50 years.

C. Measures for small and medium-sized
enterprises

The employer premium for national pension is
based on payroll and the proportion between
depreciation and payroll, which means that small,
labour-intensive enterprises in general always
pay the lowest premium. Aiso the unemploy-
ment premium is graded according to the size
of payroll. In other schemes premiums are calcu-
lated according to actuarial principles.

D. Measures for the founding of small
enterprises

The social protection of self-employed is basically
similar to that of employees, but the self-em-
ployed have their own pension scheme and (vol-
untary) unemployment scheme. Self-employed
can on a voluntary basis take out employment

" accident insurance within the statutory scheme.

The pension premium equals the average TEL-
premium. As this is not enough the keep the pen-
sion scheme sustainable, the scheme is subsi-
dised over the state budget. In addition the pen-
sion premium for the first three years is reduced
by 50% for new self-employed who are younger
than 43 years.



~ SWEDEN

The employer pays a general contribution for
social protection of 29.50% of the payroll. The
insured person pays a certain amount himself,
from 1 January 1999 the insured person pays
6.95% of his or her income to the National Pen-
sion Insurance scheme up to a certain limit (8,06
times the basic amount).

Of the general contribution 5.84% of the payroll
are addressed for the labour market. These con-
tributigns cover the unemployment cash bene-
fits and educational benefits from the labour
market etc. and have not been used to finance
special measures to promote employment.:

No extra measures have directly been taken to
lower the contribution for social protection with
respect to the labour market. However there are
measures where the total cost for labour has
been lowered in order to facilitate employment.

Enforced support for employment, this support will
enter into force from 1 October 1999. The aim
with this support is to facilitate employment for
long-term unemployed persons. The employer

will have a tax credit up to 75% of the total wage
costs up to maximum SEK 11,550 per month for
thefirst 6 months and thereafter 25% of the wage
costs for maximum a further 18 months. This will
cut the employers costs for wages but will not
directly reduce the contributions for social pro-
tection.

There are regional supports for the inner areas of
the northern part of Sweden. For example the
contribution for social protection in these areas
is lowered with 8%.

Wage subsidies for employers who employs handi-

capped persons into regular employment. This sup-
port is financed through government funds. The
legal basis is Wage Subsidies Ordinance of 1991.
The wage is paid in accordance with collective
agreements. The subsidies compensate for the
reduction in work capacity caused by a disabili-
ty. They are flexible and amount to maximum
80% of a monthly wage of SEK 13,700 payroll,
taxes are also covered. The subsidy may cover up
to 100% of the wage costs -and payroll taxes- for
severely disabled persons.
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A. General background

The UK has a comprehensive state administered
cash benefit scheme which covers the entire pop-
ulation. This cover is provided through a compui-
sory contributory scheme complemented by a
range of non-contributory measures.

Compulsory social insurance for the main con-
tingencies such as sickness, unemployment, wid-
owhood, and old age is provided through the
National Insurance scheme. National Insurance
(contributory) benefits are funded entirely from
the National Insurance Fund. These benefits are pre-
dominantly flat rate: an eamings-related component
can be paid with retirement and widow’s pensions.

Non-contributory benefits - funded from gener-
al taxation - are available to certain groups based
on contingency (e.g. benefits for disability and
industrial injury or disease, and universal child
benefits), or level of resources (e.g. Family Credit
for working parents).

The National Insurance Fund

The National Insurance Fund operates on a “pay-
as-you-go” basis. The rates of National Insurance
Contributions are set at a level which, annually,
should enable the fund to pay for contributory
benefits and its own administration while retain-
ing a prudent working balance. This is necessary
because the Fund has no borrowing powers.

Employees National Insurance Contributions
(from April 1999)

f i
Waeekly Earnings % of earnings

Below GBP 66 (lower eamings | Nil
limit)
GBP 66.01 to GBP 500

Over GBP 500 (Upper
eamings limit)

10%

No further contributions
payabie (apart from the 10%
above)

Employers National Insurance Contributions
(from April 1999)

o -
Weekly Eamnings % of eamings

Below GBP 83.00 Nil

GBP 83.01 to GBP 500 12.2%

Over GBP 500 12.2%

There are different rates of contributions in re-
spect of those who are ,contracted out” of the
additional State Earnings Related Pension
Scheme (SERPS). Such workers and their employ-
ers pay a slightly reduced rate of contributions.
In 1996 about 75% of all employees were con-
tracted out of SERPS by way of membership of
an occupational pension scheme or an appropri-
ate personal pension scheme.

Self-empioyed people have to pay a flat-rate con-
tribution of GBP 6.55 a week if their annual earn-
ings are more than GBP 3,770. In addition, those
people with annual earnings between GBP 7,530
and GBP 26,000 also have to pay an earnings re-
lated contribution of 6%.

How social security is financed in the UK

The total cost of social security spending, includ-
ing administration is projected to increase from
GBP 95.8 billion in 1998/99 to GBP 100.9 billion
in 2001/2002, accounting foraround 30% of Gov-
ernment spending. The costs are met mainly by
National Insurance Contributions (as described
above) and from general Government revenue,
mostly from taxation. Contributions are paid into
the National Insurance Fund, together with a
Treasury Grant, and this meets the cost both of
National Insurance (contributory) benefits and of
some non-contributory benefits. Other benefits
are financed from taxation.

General taxation finances about 50% of the total
expenditure on benefits, with employers’ and
employees’ National Insurance contributions fi-
nancing 25% and 20% respectively.

Organisational changes

Organisation

The Contributions Agency and responsibility for

National Insurance (NI) policy was transferred

from the Department of Social Security to the

Inland Revenue in April 1999. The transfer wiil:

- Benefit businesses as they will be able to
contact one organisation to deal with all
matters relating to tax and National Insur-
ance contributions;

- Introduce a new appeal system under which
the majority of appeals will be heard by the



Tax Commissioners;

- Ensure that all necessary exchanges of
information between the Department of
Social Security and the Inland Revenue will
be maintained to ensure timeous and accu-
rate payment of benefits;

- Maintain the powers of Contributions
Agency/Inland Revenue officers to inspect
National Insurance contribution records; and

- Facilitate greater alignment of tax and
National Insurance contribution rules in the
longer term.

Following the transfer, the Department of Social
Security and the Inland Revenue will continue to

work closely together on the many areas of com- .

mon interest.

Reform of Financing

The Social Security Act 1998 introduced the big-
gest reform to the National Insurance contribu-
tion system since the mid-1970s. The radical
package of measures will improve work incen-
tives, encourage job creation, and make it easier
for employers to administer National Insurance
contributions. The changes will reduce contribu-
tion revenue by around GBP 1.4 billion a year
from 1999/2000.

Under the 1998/99 system, once someone earns
at, or above, the lower earnings limit (LEL) they
have to pay contributions on the whole of their
earnings below the upper earnings limit (UEL).
From April 1999, employees will not pay Nation-
al Insurance Contributions on the portion of their
earnings below the LEL.

The point at which employers start to pay Nation-
al Insurance contributions will be raised from the
LEL (GBP 66 a week in 1999/2000) to the level of
the single person’s allowance forincome tax (GBP
83 a week in 1999/2000). The changes also re-
move all employers’ liability to pay National In-
surance contributions on the portion of earnings
below this allowance, and replace the system of
multiple contribution rates for employers with a
single rate. The changes took place from April
1999.

The 1999 Budget built upon the National Insur-
ance reforms introduced by the 1998 Act. The
Government announced that the starting point
for employee National Insurance contributions

would be increased by over 25% over two years,
raising the threshoid from GBP 64 a week in 1998/
99 (GBP 66 a week in 1999/2000) to GBP 76 a
week from April 2000 and would then be aligned
with the employer threshold and the single per-
son’s tax allowance at around GBP 87 a week
from April 2000. As a result, approximately
900,000 lower paid employees will no longer pay
contributions, with no loss to their contributory
benefit entitlement.

The UEL is to be increased to reflect the substan-
tial increase in the starting point for employee
contributions. This will maintain a fair base the
contributions paid by employees.

National Insurance contributions paid by self-
employed people will also be radically changed
to bring closer tax and contribution alignment
and to spread the contribution burden of the self-
employed more fairly. From April 2000, there will
be a lower rate of flat-rate self-employed contri-
bution at GBP 2 a week, a reduction of over 65%
on the GBP 6.55 rate for 1999/2000. The present
earnings-related contribution rate will be in-
creased from the present 6% to 7% and the start-
ing point for this contribution will be reduced
from around GBP 140 a week in 1998/1999 to GBP
85 a week from April 2000, bringing it in line with
the single person’s tax allowance. These new
measures will encourage the start-up of new
businesses.

B. Measures for special groups
The Working Families Tax Credit (WFTC)

Proposals to replace the current means-tested
Family Credit (a cash benefit) by the WFTC from
October 1999 were announced in the March 1998
Budget. The WFTC will be a payable “tax credit”
which will provide GBP 4,200 million a year of
help to around 1.4 million working families. The
Inland Revenue will administer the WFTC and it
will be payable through the employee’s wage
packet from April 2000.

The WFTC will make work pay for families with
children. It willimprove work incentives, encour-
aging people without work to move into employ-
ment, and helping people in relatively low-paid
jobs to move up the earnings ladder.
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The WFTC is central to the Government’s major
programme of tax and benefit reform and repre-
sents an important step towards greater integra-
tion of the tax and benefits systems. It is accom-
panied by radical changes to the National Insur-
ance system (described above). The Govern-
ment’s strategy to help people move off welfare
and into work is be supported by a minimum
wage introduced in April 1999. The introduction
of the WFTC will make work pay by:
- Raising incomes: a working family with two
young children, earning GBP 200 a week (the
average wage for someone moving from

unemployment into full-time work), will be
more than GBP 23 a week better off as a
result of this measure;

Providing a guaranteed minimum income
for working families, over and above the
minimum wage;

Lowering the tax burden on working families
by raising the point at which they effectively
begin to pay income tax; and

Reducing the stigma associated with in-work
support and demonstrating the rewards of
work.
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