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CORRIGENDUM

- Introduction, page 2 : the second part of the first sentence
should be read as follows :

"in the conclusion, the Council is invited to take note of the
present communication”.

_ Chapter 1V, page 25 the first sentence of § 7 should be read
as follows :

"the Commission invites the Council to take note of the present
communication™.
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DYNAMIZATYON OF SOCIAL SFCURITY BENTFITS

(Communication to the Council)



SUMMARY

Introduction
. Chopler I : .Situation in the Member States (outline)
Chapter II : Preliminary views of the Commisszion staff
Chaptef ITX : Summary of the opinions of the Governmenf experts
_ and the two sides of industry
Chapter IV : Final conclusions of the Commission

APPTNDICES :I.Actual situations in the Member States

IT. 3ummary record c¢f the two meetings of the
government experits

II a. Opinions of the Member States

II b, Summary record of the meeting of the two sides

of industry.

g AR e,

TIRRLTIE e PTG

U,

s



e

~ P

Fotey e e o i - M e o vt v s em e

V/1023/ 768

INTROTUGTION

In ite Resoiution of 21 Janﬁéry 1974 cencerning a social action '
. programae for the European'Communit&'(1974~76) the Council

" proviGes, under point II, Y"Imprcvement of living and working
'conditions g¢ as to make possible their harmonization while thé
improvement ig being maintained", for the graduzl introduction of
mechanismsto adjust social sescurity benefiiy to increasing

prosperity in the different Member States (iction No 10).

To ecarry out this mendate the Commiésion has collected information
on the current situation in the Ilember States with regard to the
adjustment of social sécurity berefits. From such data the
Commisseion has preparzd a synthesis which compares the various
systemé and methode adopted by Member States o dynamize social
'security banefiis, This synthesis constitutes the first part of
the documents

A more detailed description of the ourrent’situation inn ths

variocus ilember States is given in Annex I.

The seconi part contains the initial thoughts of the Commission

stuff on the protlem.

Government experts and both sides of incdusiry were consulied oa
the thrse abovensntioned documsnts at meetings held in 1975 and
1976, The third part contains a summary of the views of the

government experts and both sides of indusiry.

Annex II gives more details on the govarnmernt experts! positicns
as reflected in the minutes of the meetingsz.
Wiritten communications from the experts are containad in Annex Ilas

innex IIb contains the record of the meeting of 4 and 5 Marck 1976

with both sides of indusiry,.
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The fourth part of the dbcument contains the Commission's general
_views on this matter, based on the work done and consultations held to date H
the conclusion calls upon the Council to het 'upon the presént communication,
The Commission reserves the right to preseat to the Council whatever

propositions it deems appropriate in due coursecs
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Te The expression "aynantzatlon of social seciiity benefito™ x

e Caa- . : V/‘J“3/7“~m

OUTTINE OF TEE
EXISTING DYNAMIZATION STSTENS FOR SOCIAL
'SECURITY BENEFITS IN THE VARTOUS 'EBE? STATES OF THT
(ROPEAN FCONOMIC COIMATNITY

L

- (Sitwation on 1 Jumary and i.July 1975)

I, GPNFRA* COI‘H‘ INTS
refers to
the systematlc ad*ustment'of these beneflus acenrding to certain

pr*n01p1es laid down by Jeglslaixon or established by custom, and not

simply to g7 hoo adjustments wade From time to time.

2a Forms of dynamization (ad “stment adaptaticn) of sacial security
y “ -4 ¥ J .
benefits exist in all +he Member Statas cf +the Cormmuiity. Ixcept in

Ireland, these systems are governed by legal provisions. In that

country, however, the dynamizaiion of sscianl security benafits has

become ‘a question of con=aiderable imnortance; reguiar zdjustments have
been mass in recert years and tho princ,ple b= become an =sttblished

part of irish susial policy.

3o In all the Hember tates, the greatest progress has been made on
legislation concorning dynamizetion systems for "long~ierm” benafits (old
ag=, disability and survivors! pensions); under erisiing provisions,
therefore, the latter should enjoy the most realistic and advsetageous

ad justiment to incruasing prospecity as regards,both thie drrrativn and scale

of bLenefits.
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Ae  For "shorteterm” benefits (sickmess, unsrpioyment) and family
allowsnons there are in some cases syshens similar to these zdopted for
the dynamization of long=ierm benefits; however, the latter frequenily

operaié in a different waye.

5« In some Member States all social secuiliy benefits are dynamized
but in others, as a result of policy decisions, certain benelits such as

unermployment and family allowances are totally or partially excluded,.

6. In France and Taxembourg uvnemployment benefits do not come within

the scope of the social security system but are provideﬁ_by supﬁ*ezensary
' gystems or social assistance. However, in view of their’imporﬁance,

" their widespread ravure and the laws governing them, and also bscause

they ore adjusted according o wellwestablished rules; tncy also have been

taken into cowsldoration in this decumente.

Te Supplementary company schemeé; exceﬁt for the mnemployment scheme in
France, ahd schenes which are genérally appiied and valid for a whole
occupational category or which cover the majority of this category, have
not been examinaed in view of their compléx nature axd the lack of

available information,

8. In certain M:nber States the rumerical basis for adjusiments is the
price index or the ccst of Living index, whilst in olhers tie wage inlex
is useds The exprescions "general prosperity” (kien-Bine gdnéral)
(Balzium) or "prosperity™ (Dennark‘ ere alcs used, btut are not deflncl in
detail - which leaves some scope for evaluaalon or negot:aﬁiona on the
exact coefficients to be useﬁ ca dynamizatiore
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9. Some countries (Belgiﬁm, Luxembourg and, with certain qualifications,

TDenmark) have a tuwo—tier system of dyrsmization based partly on the pfice

index and parily on a secordary factor which is defined as a "wage” or
"prosparity® index; oihers use only one referance scole, il.e., the
price or wage index, whilst in ceriain cases one refercncc scale is used

for some beneiits and another ons for others.

i0¢ DNor shouid onge negiect the importance of vhe frequency with which

adjustments ere made (time~lag), which diffeors greatly from one Member

‘State to another; rox exarple, every +twe months in Belgium for the

piice index and ahont every two years in Germeny ond Iuxembourg for the

real wage index. , ‘ A

11, Only Belgium and Imxembourg have systams which enable an alimsh
¢me ~ A1l the other

imnediate roaction to chaages in the prics

systam3 ave bzsed on periodic adaptation, that is to say, adjustmorts
taking place at regular intervals. Hawever, in the majority of caces,

ment i ~owered to make more freduisn jusiments,
the gover: t is empowered t alkc re fre t ad jusi L

12, Moreover, considerable differences exict tetween systems modelled
on the samsz prinfiples,> Price and wa s inlices z2x¢ often calculated
according to different m-thods; for example, the reference prodicts
{<he "rasewiie¥s shopping baéket") used for ecalculating ths nrice index
may vary from cuvniry to countiry, while for the wage index seme'eainings
are disir:gerded, ruch as those above a certain fixad ¢ailing or those of
worksrs not coverosd hy moclal security, whilst in othér caszes oniy lasic
wagés arnpeecved Ly collactive agreements in ceris.on bLranchesd of anﬁivﬂﬁy

are token inte acteunt.  The time-lag betwesn caicunlating the refernance
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index ﬂnd reassessing bPIJPfluS also *mrieﬂ» 1*1 ";rrmarv esd Imxeriourg
tite amoimts of beneﬁ’ru axre fixel in 1‘61a+ion to ave arage rzal wages over
8. per.sod of several yerrs ‘termnab* rg some monthe befere adjnstment.
There arve a¢so dllLL"GhOCB in the min_mum index change necaosnary to |
trigger off an adjustiment. Feny ouhnr Tactors may also infiusnse the
real elffecis of the method of dyma.m.cfzt‘ cny muny of thess sre listed in

Annex II of this document on the situation in each Member State.

'13.  Chapter 2-giveé a brief, but more détailed; outlinn of the

legislation on the dynamization of social securiity benefits in the

various Member Siatese. .

ITo MAGHINERY SR THE ATJUSTMEN? OF PABTICULAR FENGFITS

A,  ADJUSTUMENT OF STONC~TTE Y BEAIT LTS (on age pans:Lons, cioability

and survivors? pens:Lons)

as Two-tior srstems

(1) Zrigger-index mumber + national prosperity or wage irdex

‘ . : : T
14. In Beigium the law of 2 August 1371 provides for the sutcmatic
é,i justment of =ocial security benefits on 1hz bacis of a trigger poiutbe
#ach tims ths avorage consumer price inlex reaches one of the trigger
points in two consecutive months (m:mb'nrs forming rars of 2 seriﬁs, of
which the first is 114.2C and the following are obtaaned oy mu*t:,plmng
the previous Iipuve by 197 an adaus‘bment of tae same amowr‘ mist be

nade. The advantiage of tihis method is 'tuaf, 1.. anavies & rapid respense

to cori~ofwliving increasess  However, because of ithe two=month ’uime-»_a.f,”

and the twowpeoint intervel bstween the trigzsr index rumbers, adjustments

" are always siightly below the cronsumer price curvee
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ﬁ Th cse pravmsions ware sv“plemented by the Laws of 28 March 1973 snd
16 Ju;J 49 4, e“ which it Hpcame ”OITJICOTy to review sooial sz cu”mtyk

; benefi+s eauh year to keep then in ]1a° with "na+1u1a1_prosperity"a

Pursuant to tnesa laws, an a*justwe‘t coefficient is Tixed on 1 January
of each yeer by Royal Decree, ¢1tnr oonsideration by the Council of

Ninl&ters.

15. luxembourg also tas a systen whereby pensions are adjusted in

~keeping with the cest of living indesx. Since May 4972, the interval

betwcen the triggec pcints has been 2.5%. This index is fixed by the

iPric Office, which is responsitle ia the Minister fwr Economic Affalrs.

) 'lo.‘ : [ » . ‘
In sddition to this systei; an aljustment to econsmic chunges is mode

under the law of 13 ey 1964, At least every five rears, the

government examines tho need to aﬂiust pensions in the light of wage and

':ﬂsa3?ry trends and submiis a report ace ampanied, if necessary, by a draft

law for submission to Parliamente

[
o
Pt
W
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. PROBESLiLY. % ﬂl“ sage dndex

16 TItaly has a comﬂJicathi s;stem which was introduced in 1974 and

.revised e;teu81vely *n the LOI;QW*HF YEGT e For self-emloyed workers,

who account Ter a larse ""ceniage of the Itnlian working povulatiog,

" persions are adjusizl camually in line with tha prxre inde Waras and

galery corners?® pernsicns are aijusied ahc&rdang to a sysiem of flat-rate
increases based on price fluctuations and variable increases based on
wage tra:lc. The pinimum pensxon for fu:mer wage and saiary eorners is

30% of the miglmum WAgS ad justed wnnuallyo

- C e s e C N cn e mse e e
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17« Inn Denmavric, pensions ave adjusted porwowlca’iw in line with ihs ooet
of living. This adjusimnt occure twice a year, in iLpril and October.

Yhe April inoregse takes iuto account the general trend dwring November,

' Tecember awi Jamary and she OCtober one that in Moy, June anl July.

11,

Inareacses ars colculated on the basis of indices putlished Ly the Daiish
statistical office. To trigger an increase in pensions, the index rust
rise by three points in the reference periodl; when thlis occurs, pensions

are increased by ti:roe points,

Pensions are slso linked 4o economic trends by adjvstments every two

years on the basis of the rrsults of wage negotiations between the two
gides of irdnsirye This aljustment is not legally bimiing, but for +he
last fiiteen years ithe negoiiallons between pensionsrs? orgenizations and
the bodiss respensitle For paymeﬁt have besn regarded a2s entailing legal

obligatici. The aljuutnent arrived at is ratlflﬂa Ly a special law.

bs  Pepindic adiusiments linked to wage trenis

18. Ia the ue1;er1ands, pensions are linked to the real wage 2 nd e,

Since 1972 thay bhave buoan reviewed on 1 Jannary erd 1 July of each year by
Ministerial Decree. The 1 Jomuary adjustiment is carried out on the basis
of the 31 Ociobar index axd that of 1 July on the basis of “he 30 April
index. In eddition to tlhcse periodlo adgustmenus, the Government - may
order a spacial inorease; in that event, however, this increase is taken

into acoyunt at the nexi anmuul adJusbuent.

19, In Fraune, pensions wnder the sta«“+ory systemy Wthh ccvars the
majority of workers, are adjust ed twice ‘a ysary, on 1 Jamavy and 1 Julys

From 1948 uvntil Jamary 1974, this ad justment was made anrmally, the July
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-review being the main ocue,. The latter is barcd on a corperison betwsen
cvarall average enrnings for the year cnding ¢ ioril and the same figure
for the praeceding yzar. The Jamary slinstment is interded as a
prcv*sional increase in anticipation of dhe July aljusiment. Tn
p“:nclplp, pensions are increased in Jaucary by huolf the rate of increase
for the previous year, this teing taken into account for the July

" adjustment. Tn practice, however, the first increase represents only
tNOmthirds of the rate for the previous year, in view of the exceptionally
high rate of inflaiion. Persions commencing during the year in question
are not-included in the ad justment (same measurs in Gurmany and in Italy).
20. Ia Germany, ths adjustment of cld age, invalidity a~d survivors’
benefits is linked %o changes in the so-called "geueral bhasis". This
figﬁre represents the average gross amual earrings of all insured
workers (not inciunding apprenﬁices sl trainers) during the threényear
pgridd rreceding the year prior %o th hat in which the new benefis rates
_cone into'foﬁce.' o evample, sensions payable in 1975 are sdiusted
‘accord*v to the pernentage difference between average snvinl earnings
for the period 19"”‘-71.-7? and 1971=7273, Tuis iime-lag was
saec:rlcallv de51gn‘ 0 even out excegsive fluctuations in warning

levels, iatrcducing sa suii=cycliocal element inio the eccnomy.

‘The eystan was. enpplemented recently by a provision which acis as a
safety net to protect the relative wvalue of pansiocuns Guring periols of

roplG inereades in wages ani_salarl 33 a speciel adjustrant ic wmade If

\J

i ve Yor e hypoiheilca nsione whe has bzen insared fur fordy
the rat r . hypoih 1 pensioner, whu has b ine: fors
Years and received an avurage wage or sals ve falls below 50% o the. .
average wage o the last year of the reference poriocd, that is to say

the last year but cns, Lo
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te a varisble reference unit

ce  Adjusirenis iinked

21 Under the new sooial seourity legislation in the Un1+eﬂ Kingdom
(Soclal Secuirity Act 19""5 persion increases are linked o wage'trendsQ
fAjustments will be mads at least cnge a year. Ii', Lowever; prices rise
more than earnings, the former will be useld as a busis for caleulating the
new pensicn rates, Provisicn is olso made for dilfersnt fooms of
aljistment for basic andl supplemertary pensions, to be introduceld at a
later date; the latier supplement ‘he basic pensicn ard vary according %o
former earnings. Basic pensions will be linked to wage and salary trenis

whereas supnplemenizry pensions will be iinked to price trerds. .

T pet e 24 A

de o syshonslig adjustment

22. Ireiawd is tho on]v Merher State where there is no provision in law
for the remilar adjustment of pensions' in practice, however, adjustments
hove bezi made sanmally for thie past fifteen years ~ twice in 1075 ~ and’
have moxne than compensaied for nrice and wags 1uoregseu. The.puns;on

system is currently Leing studied with a view to making radical chan 23e

B

B. . MECHAN'SYS _ATOPTED FOR® ADTUSTING "SHORT-WERM' BENFFITS: .. ...

8o Dlvﬁ“ S . WAt e"“L v ani agcidont beneiits

- i

(1) Ajustnents forlowing a similer sysien 1o ihe’ adopted for pansinng
23e In th» Netberlards, benefits for short-term inc acity for wersk ars

in principle incrcased in the same way os pensions, i,e., twice a year cn
1 Jexwary awvi 1 July. These benefits ere calculated on the basis of

daily roference wager regarded as being in meening with the rules fixed by
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thz Saciel Sascurity Connoil
24, In Cermany, sickness bonefite are aljuctizd each vear on the same
basis as pensions, wxcopt for benefite grantel during ihe year in
question, which are nct reviewed until the Following yoear. The same

system applies to shorteterm emplojuent injury benafitse

25, Tn Irelano3 where there is no bystemit¢v edjustment, shori=term:

benefits are; in practice, adijusted in the same wzy as longwterm benefits.

26, In the United Kingiom, basic shorieterm benefits must be adjusted
arrmallr in line wita the prics index; howsver, the low perr mits more
frogquent aldjustments., Supplementary proporiiconal tonefits reflect

individual earnings during the proceding Tinansial year.

There i~ nn regulation concerning the index to Te nsad. Tn theory, the-
Government muy choose whichever index it considers most appropriate, or
draw up 2 now jndeXe in y sractice, adjusimonts are begsed on the

¥

index published by the Depariment of Employmenta

. . -
o P -
: e cnth T n o

ic 2liustments linced to wers trenis
AN RN N L E e SRk O LA

27« In Meiuns iy sickness, ucc;aen’f argd mafarnlty benofit ceilings bhave,
gince T frril 1973, becn augu“J~ aunualﬂ. in line with the treni of
avorage wages for all munual workers The benefits tued. alves ares
caiculated individually on the Lasis ot the wages which the parsons
- conneaerned would hava received if they'weré'at 11 working; <they are

aljusted twice a v0a.

Radlan s ST L L TR A TR T Y
Gatwl vy Alediniogy ivdy whish aleo supervises t“e apﬁllfu‘lhd of tho
WM .‘c‘z‘. u\\\\i : ~
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28. In France the daily sickneoss benefit rate reproseris halfi tae
individval®e dailly wage up 1o o ceiling fixed on the basis of “he
maxisim level of eariings lm.ble for cocial security coaiributions, The
latter is reviewed 'aimuc-,lly in keeplng with gensral wage tronice '
Moreovef, variable adjustments in basic wages are made for workers who
are 11l for more ‘than six mon*hv. At the present time there are saveral
realjustment onefficienis, which are arplicable to basic wages deperding

on the year in guesticn.

‘s . 2 i —
(1ii) pdjvstpents Llinked directly _lz_omh;;jgg irenls

29. In Luxeumbourg, the law of 2 Moy 1974 provides that sickness
benefite will be fixed at a vercentage of the gross wage which the
worker would have earned if he had not fallen ill. fieal wares, and
chan:'cs therein, are {alken iiute considorations The peri~i f.ur which

compansation is payalle was extended to 52 weeks.
L justment after award
5. ma gu WY oap e Lo

30,' In Ttaly and Belgium, siciness beneflts represznt a percentage of
earnings reccived linmediately bsfore illness and are not aljusted {except
where collective agreements include retrospective provisions concerning.
salaries). In Italy, benefits ere granted for a maximum of six months

ard in Belginm, for one year.

31s 1% sheuld be noted that in France, Demmari and Luxemboury, sickness

‘benefits are more closely lirked 4o wage trends than peneion raiss.

Luxemiourg is en extreme cxample, whore potential iniividual carmings

ke

32. In the United Kingdom, the besio amount of the sickness benefits is
linked to price trenls, wherezs pensions are linked Lo wage trerds,
Eowvever, wage-relsted supplements are pald in the case of shortwterm
Yorelits so thab tohal berefits reflest previé;ié earnings with a time-log
ol ootween one and two years asccording 4o the date on which the illness:

2 -
[£2gec)
TN : . 4

noreases arc immeliately reflested ih the amounts of short~term benefits.

G
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De Ajustrent of vrnemployment benefits

(i) fdjustments on a similer syshem to _that for pensjons
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33, In Belgivm, unemplorment benefits'ani the ceiling on ihe related
contributions are beth linkel to changés in the consumer price index;
hoﬁevef, the contributions ceiling ié also raised by an anount‘linked_fo
' the growth in pational oprosperitys '
34. Since { October <574, unemploymenf benefits in Cermany lave heen

linked to changes in the ''gencral basis" adopted for the calcﬁlation of

~‘old-~age and invalidiiy benefitc,

35 In the Netherlands; unemployment benefits, like pensions, are
reviewed every six monthse. Daily reference wages are determined in the
pame way as for sickncess benefits.
(i1) pdjvetnents on a similar system to that for sickness eusfits
e 2 LED ar 1240 6w D0 MY Gk LY IR IR e & O Ll WD O4% O R U &P sl Sext a3 ey o
36, The ceiling for unergloyment benefits in Demmzii: {#ml in Imxambowrg
" the unemnloyment benefiis thenselves) is edjusted according %o the rules
applying to sickness benefits; however, benefits granted before “he new
‘rezilaticns came into force are calculated on the basis of enrnings .in the

last five weeks worked, 110 provision being made for-adjustment.

37» In the United Tingdom; the flatwraic portion of the unempleoyment

]

allowance is linked 1o ihe price iudex,-as for sickiess benefits.
LBaroings~relatedl supplemsnts. are so caleulated that the total Lenafit '

refiects previcus esraings with a onew to twoeyear tims-lag, depending on

when wuerployment begane
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(iii) No_siystematic adiustment
L S I TN
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38.  In Fronce, uwnemployment benelits are hot part of the Social
Secvrity syetenm but are covered Ly a sunplementary scheme agreed by both
sides of industry and backed up by the sociel assistance systeme . The
adjustment.of benelfits is negeiiated 22 hose

39. Italy has a standard flat-rate zllowance payable to all workers,
supplemented by various special systems of proportional benefits for

particular industriess

There is no systematic adjustment.

40, In Irelani there is no statufory adjustment schems for these .

benefito,e Eowevar, in practice they are adjnsted regulsrly.

P

¢o  Adjusimen’ of family ailowances

(1) Adjwetpents on s similar system o that for pensions

 41, Belgium is the only count:y in which all family allowances fallow

the samc oljusiment system 28 long~term benelits; that is to eay,
fluctustions of “he consumsr price index with an anmal increase linked

to the growth of rational prosperitye.

42, 1In ithe Netherlands, the allowanco for the first child is "frozen" at
the amount® in force on 1 July 1972. Denefits for subsequent chilizen
are aljusted twice a year on “he basis.of wage tronis. This is au
intereating exampie of inflation being used‘deliberately to whittle azway
a benefit mo as to ghift the emphasies of the Social Security. scheme
towards arsas which have assumed greater priority (in this case, the
disabled). '

sratens differing from those for pensions
= o LA S D T e BB O B ey D oW

- T LA VRS en o and

4%s  In Denmavk, family benefits are adjusied twioe a year on the basis of

4.0 price index; the counivy®s prosperity irerds are hot taken into

considsratior. Since 19%7% it has been decided to increass family

v

w
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allowansos by only 50% of the ries in prices, in view of the faot that
thay are not not taxsd and their valuo is therefore greater then ths

indexed incresse in wages and salaries,

44, In'F"'an.'!e, family oenef‘.ts follow the price index, Adiusinents

are nnrmally mzde only onse a ysar hut can te greater ithan would he
warrant ed aolely by price trends, The "sinzls ezrner" allowa.::ca -
prinoipally for moihers withoul paid erployment = is not adjusted, in.

line with a deliberaic polioy to reduse this benefit,

45, T.n Luxemno Drgp family benefiis are lirked to the comt of iiving

indoxe

(141) Ho_| syshena mavio adjustment

46, In Germany, Ireland, Italy a.nd 'hhe United Xingdom theve 1o no

provision for the systematic adjustment of family allowancec.

"IIT. | PINA

UL DD

VTN, THE ADJUSOVEYS (R SO0TAL, STOUETY BERFTITS

LAY, 35237 T IiAA I NI T e

47. . ™a thoss countries (excopt Dénmark) vhere Suoial Ueourity benaliis
are cdjusted rogularly by law, "i:he adjustmants are financed primarily by

sir:ltaneousiy adjurting the con tributiions by incured. PaOrTBons &k

Cevpleyers e ususlily by raleing 4he oeL,._»nL; oa the latter

.48, -+ Tn Demmark, the majority of Scoial Security are financed from

tha 113,1:.'10119,1. budgfat; there are 'impwta*"‘t contrihutione frou the

genorai budget in some olher court i ns.
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er I1 : 1UITIAL_TUQUGHIS_OF THE_COMMIZSIONIS STAEE
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The Major Princinle

The Council resolution of 21 January 1974 sgpeszks of the progrecsive
introduciioﬁ of machinery for adapiing gocial security benefits to increased
proeperity. Several Membsr States have in fact for some time past used
"national prosperity" as a criterionagainst which the value of socisl securi-
ty benefits should be assessed, but the concept is not given a precise defi-
nition - indeed it seems to be used doliﬁerately to introduce an elcment of
flexibility which might otherwise e lacking in a system of measurement

against 5 formal index.

However the major clement in gquantifying nationnl prosperity in practice
‘hos alviays boen *he level of carnings, and the relation between social secu-
rity benefiis and earninge is surely the crucial comparison from the point
of wview of theze living on oc1al security benefits. This is what fixes .
their status :nd dignity vis & vie the rest of society. Therefore in trans-
lating the Council resolution intd’operational:termé the Commiséién proposes
that the Comminity should seek to secure the evolution of all social security
benefits in line with the evolution of éverdge earnings in the Member State
concerned. udational prospurity can of course be acccpted as an adequate

criterimin so fa. 15 1tv encompasses this requirement.

“he m@ve price protactilon of socizl benerits is clearly not enough te

saticfy the Cowicil mandate, althou zh the phrase og essive infroduction"

:

"gr
covld imply this as a fivst stagee ﬁvcry country which uses the concept

of‘prnspurity linked increases implies something beyond price protection.

The :.rasrement of Tarmdngs

The menrsurement of edrn¢n s varics betwecn llember States. In some coun-

A
trics social benefite are tied to the evolution of earnings on which socizal
scenrity contributicns are levied. Thus earnings over a certain ceiling are

vennlily excluded, as well perhaps as very small earnings and earnings in

ciovain occupations. Thiwm siould seem o bs a comvenient and acceptable

./
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mathad of measurement and is oonsistent with the contemporary insurance

. -conceps siw -the- ¢vointion of sucH pockonablao oaﬂﬁth'" ig reflected

direcvly in the level of receipts to-the ssheme which in justice should

pass on to the level of benefits. In other systems “earnings" are based

on ambunts fixed hy collective agreenents, often excluding premiuvm pay--
nente such as overtime end rest da ay working. Although this may wrcersiate.
the real. grow+h i1 earned incomes, tlc Commissioﬁ,does'not fecl it should
intervene in this field. . R ‘

| Once a Member
State is committed tc the princinle of ecarnirgs dynamisatim it can be lcft
to domestic procesecs,in which the social pariuers and other or ranisa=—
tionSVWill have their part,to work out its spolication. The same goes for
the choice and formulation of cost of living indices, which is relevant to

the section on price protection given below.

FPonefits Lo be dynomised

All Member States except Irelan@,rerﬁgnise the prinéiple of earnings
related dynamisation fortlong term"benefits (cld age, survivors and invali-
altv) in their main social securit Gy arrangements, either througn direct
indexation or as +he prlnclpal,oomponén; in the aseressment of national
ecrosperity. However the situation'variGO'ﬁith resard tofshort term'(sick-
ness, mxbervlty and uvnemplcyinent ). and .wml‘y bercfite. It is argualle that
dynamisation for these twc typez ol benefit is less importan. than for long
term bonefits, vince the first sct of benefits are of limited daration and |
the second are incoma supplements, not income veplarcements. Alshough thore
is some validity in this contention it im dirficult to éccept 24 without
rcve;vation, in some stuies the ﬂnﬁ*riﬁtihn she.t dotm henefits isvinapprdé
priate %or tnc" can be draim f“r e;benﬁea perids, and even asix mouiths is
not an ingignificant period for. a family to fall markedl; helow its normal

income,

In the cose of earnings relatad h““L +c;m benefits (.2, henafite as
a pdréentage of past earnings) it seems urxust to ailow those who have been
sick or unemployed longest to dri€: below the standard of those whose mig-
fortunate in of shorter standing. is rogards flat rate benefits,these erc

all whon first legislated tacitly or explicitly determined by the prevuiling

-

level of earnings; to allow this relativity to shift adversely ™7 reacon of the

dynapication mechaniom is to deny *he dignity that the counil, originally

decided to accord the cick ‘and employed. - S of o
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The latter consileration also appliss to family bcnefits, whose'main

comporent in each Member Stale is fiat rabe family allowances.

As a general principle thervefore the Commirsion believes that all social

security bencfits should be earmings dynamised. Short term beniefits can be ,
excepted from this however when thay are geiminely short term (i.e. not over

1 yeor duration) and are related to up—to—date'earnings at the +ime of award.
On the same principle sarnings related long term bonefits in several states
arc not dynamised during the first year after award, since they are already

based on up~to-date earninge.

ds a general rule any flat rale element in shorrt term benefits should be

gystematically revalued in relation to earnings, az should flat rate family
tenefite, Fornings related short term bencfits that have beean :in paymont for
" year or mwye ghould be subject to-systenstio revaluatlion in relation to

mord YesoniT eaininge levelso. -

Since in practice most nations are some distance from achieving this, T
full implencntation could well be. deferred o the second afage-in a Ypro-
gressive introduction'. '
4 further problem remains; nblnatioh cari be denied the righi;_tlo alter
the siructure of its social security arrangements, if neeessary by reducing.
“the value ¢f{ some benefits. Hhile a system of dynamisation does no more
than conserve the value of the benefits concerned relative to wages or
"pricvs wtil such time as the Gpvernment Qecides to rgise or lower it,strictr%ﬁgg—
might be conmtrued ai denying a means of lowering a benefit painlessly by :
leaving it to be wiittled away hv invlation. While not endorsing this
method ¢7 restructuring tic system, the Commission could accept a. policy
of “freezing" some benefites congidercd marginal to the overall system. -
‘e.g. family allowanceg for the first child in @helﬂctherlands. Provisionally
the list of berefits excused dynamisation might include family allowances
for the first child, mothers' allouancer and smaller lump sumnﬁprangements
much ag, birth and death grants. The status of other benefits cpﬁld Ye eon-
sicered as the occasioﬁ arose in the context of the meohanisms'for congcer-

ting social seocurity polioy also proposed in the Social Action Programme.

“ - -/-
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Lime Lags

The ideal system is probably one which responds directly to the
movement of an index without awaiting the get date feor a review. Howéver
gince this exists only in Belgium and Luzemburg and then only in relation

to price-changes, it is nol considercd that the Commission could reasonably.

- require this throughout the Commnity. Indeed it Has been pointed out fhat

this would be administratively imposeible without a complete reform of rmome

national. systens.
As regards pericdic dynamisation, every Clember State.now revalues at least

at. . annual intervals (this.is true even of Ireland, although there is no

logislative commitment to ammmal review) and three revelue at six monihly

intervals. From *tha point of view of the bene{?sarics the more frequent ~the
increases the better,but for the moment the Commisgion does not feel that the
Community should extend a six monthly régime to. all MNember States. Rather it
should consentrate on securing that all major benefits are adequately dynamised
within each Svate's exisiing rythm. of revaluation with the proviso that States
with an annual pattern should guarantee earlier reviews in periods of excep- =5m1

tionally sharp intlation.

The other aspect of time lag is the degree 310 which a revaluation is up
to date at the time it is implemented. Index figures arc published one or fwo.
months after the period tn whi¢h.they:re1até-and it takes a certain time for
regulationg to be drafitec and put int§ effect, This ad@ih'strgtive lag is
unavoidable unless-the revaluation is to contain an element of estimation to
allow for <iie delay. What the Comminity chould seek to avoid is deliberate

lags built into the system. - . .

The Commnunity should therefore ensure that social gecrrity benefits are
revised at leest mnually 1o meintain their value in relation %o average
carnings acsesced at some point_in ihe six monthe prior to the sutry into
forece of the new rates of benefit. ny increase over 2 ?ér'ceht'ahoﬁ1d ve
alloved for. The same considerationg should apply to revaluation in line with
price movements during any intarim stage iﬁ.thé introduction of a fully

earnings dymnamised system. -

o .
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Price Protection

Price protection is rore urgsnt'thaﬁ earnings related Gynamisation'and
even more self-evidently a mattor of social justice. Howcwver there remain
tenefits in scme sountries which are not price preotected, including major
bonefits as well ‘as boncfits now considered obsclescent. It is proposed
thorefore that oven if the implementation of some aspocts of full earnings
related dynamisation is deferred to a second stage, full price protection

should e given to all benefitves at the earlicst opportunity.

Complementary and Special Scheincs

Schentes which stand in liem of the mein state secial cccurity scheme
for certain categorics (e.g. civil servanis or farmers) should e subjcct
t0 tho same dynamisaiion requircments. Complementary schemes (i.c. provided _
by private employers in addition to the state schom) should alsc be included
at loast in so far as they are the only providers of a boasic branch of in-
surance (e.g. unemployment insurance in France) or carry partial excmption

from participation in the state scheme.

Summary of proposals

Phage I To_he implemqgia?.?mfore t}g_gnd of 1978

A. Long Term Deneiite (01a Age, Invalidity, Survivors)
‘1. Al benefits shall be systematically adapted to,thé geneéeral evolution

of earnings in the Member State concerned.
2. fdeptation shall take place at least at annual intervals.

3. Adaptations shouid be based on earnings levels curreat at some date
in th> 6 montlis: prior 4o the en*ry in force of the new rates of

benefit.

B. Shert Term Banefits (Maternity, Sickness and Unemployment)

1. All benefits shail ae a minimum b> zadapied fo. tha evolution of

consvmer prices in the Member State concerned.

N

. AMaptations shall telie place in accordance with poeints A. 2. and 3.

aonre,

o/

'
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3.However this requirement need not apply to individually assessed

earninge related benafits within the firet year of award.

C. Familv Benefits (Feamily Allowances and /ncillary benefits)

1. Family allowsnces for secord and subsequent children shall as a
minimum be adzpted to the evolution of consumer prices in accordance

"with points A. 2. and 3. above.

2. Family allowances for fhe first child and anciilaiy benefits are

1.

. 2e

exempt from this requirement where it is the clear and deliberate
poliecy. of the Mcmber State to reduce emphasis on these benefits in

favour of other categories of social security bercficeries.

. Phase TI To Le implomented wnfave the end of 1960
Aii;ﬁngfits shall be systematically adapted to the general evolution

of earnings in the Member State conceried.

Adaptations shall take vlace at least armually wizh prevision for more

frequent interventions during periods of porticularly sharp price rises.

IMaptations shall be based on earnings levels current at sone deate in

the =ix months prior to the entry in force of the revised benefit rates..

The exception in relaticn v earnings reiated short term benefits noted

in point ' B.

-

3. above (Fhase I) shall apply.

v

Exceptions may be wade where the Member State can demongtrate that in
not dynamising a benefid it is aoting with the dzliberate intens of
restructiring its social security arrangemenis to accomodute changing

pricrities.



r

- v/1023/7% g

Orig. : F

:&3&2?3 IT; ¢ SUMMARY CF THE OPINTONS OF THE GOVERHMENTS EXPIRTS AND THE
T TWo SIDES OF INDUGSTRY

The Commission consul ed the sociel security experts of the Ilember
States and representatives of the two sides of indusiry to learn their views
on the dynamigmation of gocial security benefito énd the initial proposals
put forward by the Commission gtaff, Special attention was paid to the need _
Tor Community legislation making compulsory or recommending the dynamization

of all or most social éecurity benefits by 1978, as a first step.

- Tae Governmont experis gtated unanimously that the greatest pousible
prudence was required at present, In some Member States certain social
security benefits, e.g. family allowances, had even been cut back, while 4
other Member States were preparing restrictive measures, In one Member State,
certain genernl adjustments provided for by legislation had not bheen zpplied

in full because of their possible effects on the index or national prosperity.
P

Some (tovernment experts were oppbsed to the compulsory periodic adjustment

of family allowances, which could entail excesgive expenditure and wonld meet
with serious financial difficulties, especiaily in countries where social
security ic almost completely financed from the national Ludget. It was-
poinfed out that this benefit was meant to Bupplement wages, not replace
them. Others stressed the difficulties associated with compulsory regular

adjustment of unemployment benefit,

Several experts felt that any legal mecasures adopted should not g0
1nto details but should allow the Member States a certain freedom of action
depending on national needg, They favoured, defining or describing the targets

to be achieved rather than fixing Community standards,
. i

Most experts said that it was technically impossible to meet an annual
deailine for adjustments where tlie development of prosperity over the six

months prencding adjustment was to be teken into account,
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th regard to the Commission staff's first thoughts on the second
siage, gume experts fclt that they were not yet in a position to give an

opinion on the subgeot, while others gave no cuinion,

‘The rtwo sides of industry, on the other hand, favoured Community action,

BS

Workers and emplovers agreed unanimously that adjustment should be
linked to the dewelopment of wages and that statutory arransementis should

be introduced in all Pember States,

-

Their views diverged on several points. The workers supported, in

- principle, the adjustment qf all bpenefits wﬁile_the employers felt that in

a given country the State should be free to choose which aspects of the

15001a1 security system ougzht to be changed. The worlkers acéepted this .

proposal, on condition that the Hember State proved that the non-adjustment

of,any benefit war pari of a reor'anizatlon of the whole soolal security

Vsystem.

The employers' proposal that for financial ressons a saleguard clause

should be included was rejecteﬁ by the‘workers.

Both employerz and workers felt that adjustments saould apﬁ‘f to
general. and special schemes, industrial schemes and those Tor farners and

the self-emvloyed,; Neorly all the wor}erq warted company schemes -included,

" The enployers found the deadl ine for the introduction of Community

measures (end of 1978) too early,

Boih sides of 1ndustvy regeoted thn 1dcm that a 2 %-rlsc in the 1ndey

should be required onfore bny adjus tment could taite place, .

‘Details of these opinions arc contaired in the minutus of the meectirgs
of 16 June, .11 and.12 December 1975 (Annex II), 4 and 5 March 1976 (Aunexe II

and in the document Annex II a “Opinions of thée Government experts on how

to achieve dynamigation',

o)
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: gjéBTEE_IV CONCLUSIONS OF THE COITIISSICH

1, Only one lember State at prosent does not possess a gystem of adjusiment
established by law, but in prectice adjustmeonts tako place regularly on

the basis of a commitment by the political parties.

In all other Member States statutory systems for tho dynamisation of benc-
fité already exist. Sometimes the adaptation follows the price index, some—
times the earnings index, Somctimes both factors are teken into account

for the adjusiment of benellus or they may be adjusted somé according to
the one and others according to the other critcria,

2o Giwven the spiread of mechanisms for the systematic adjuatment of benefits
especially in the 19608, the present moment might be considered opportune
Foer the Community tc draw together these varied developinents and establish
certain common standards. But the commitment to systematic adjustment ‘

hag faltered in the lost two years with the économic crisisy

3« In the face of this situvation the Commission is impressed by the arguments
not tn impose too tight a Community requlrcment at this juncture. The long
+erm argunents for protecting the staﬂdarﬂ of living of gocial security
benef:clar*cq in an ora of .cconomic growth remains. In the short temrm,
howevar, there are pressing problens which face all lember States

especially in relation to their social security system8,

4o The oninions of the government experts reflect this hesitation to accept
fresh comaitments, On the other hand the social partners share the view
that, some Community actisn in this field would be desirable and are
prepared to go Turther thon the government experts in adaitting the
imposition of Community standards, whilét the employers cide is anxiogs‘

that auy rogquirement should not be too detziled and should allow rcom for

manocuvre in difficult economic circumstances,
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Despitc the divergent views which have been éubmitted to tho Commission, -

the Gommission notes that it was the Council Decision of 21 January 1974

. relating to a social action Programme which foresaw the prozressive intro-

60

':7Q

duction of mechanisms for the adantation of social benefits to the growth

of prosperity in the lember States, It considers that even though certain
Member_States‘have since introduced restraining measures in this area, these

do not imply a renunciation fo the pinciple, but are motivated by particular

current difficualties. If, for the time being, it is not safe economically to

allow benefits to follow the movement of earnings, none the less, and

especially an regards benefits which substitute for earnings they should at

least follow the coat of living.

Most Member States already go beyond price protection at least for benefits

which substituvte for earnings, although there are certzin benefits in certain
countries which do not enjoy guarantée (eeza unemployment benefits in Italy).
Even this limited guarantee should ensure that the living standards of the
weakest sectors of the population‘are”not sacrificed in the economic'diffiéulties

which face the Community at this times

The Commission invites the Council to act upon the preseht communication,
It reserves the right to present to the Council whatéver propositions it

deems appropriate in due course,’





