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This presentation on the Future of social protection in Europe reflects the opinion of
the author only, and cannot be construed as representing the project or any other
entity’s views. It is based on the author’s experience, on the materials worked out
under SPRP framework and on activities conducted by others, notably international
organisations specialised in the labour and social fields.
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Aspects of social protection in Europe to be reviewed: f
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Social security protection may be described by some as a colossus with clay feet.
Others see it as a more than ever needed instrument at the service of the working
class. Things are never as simple as one may pretend or hope they are.
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Social protection in Europe: a very powerful tool for publicﬁies

EU-CHINA
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Be it for social benefits or for social expenditure more generally — includes benefits
in kind such as health care — social protection represents quite a substantial
proportion of GDP in European and other highly developped countries. With an
average of 20%, it mobilizes more than 25% of GDP in 10 countries of great
economic significance, and less than 15% only in a few, otherwise considered as
vulnerable. Great leverage indeed in the hands of Governments.
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Social protection seems to work for income redistributio¢
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After After Impact
in in of in Health Education Children Housing LTC

Gini  cash  kind  kind
France 0306 028 0,22 -22,5% 57,8% 258% 8,0%  4,9% 3,6%
Italy 0327 032 026 -190% 484% 41,1% 7.9%  2,6%
Sweden 0,274 024 0,18 -23,8% 521% 23,5% 6,3%0 4% 17,6%
UK 0351 033 025 -22,9% 54,6% 30,6% 31%  4,8% 7,0%

JY Hocquet, SPRP C1, Income distribution — 2018
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According to a survey on 4 European countries with different approaches to social
protection, documented in a SPRP project report in 2018, social security cash
benefits always had a strong positive effect on equality in income distribution.
Benefits in kind (health, education, services for children, housing) had an even
stronger impact, with a prominent role for health care.
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In Europe, Social protection could respond to all major
challenges it was confronted to.
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Examples abound of European social security systems helping overcome economic
difficulties and accompany societal changes — such as the alleviating the
consequences of 2008 economic crisis and acting as counter-cyclical instrument,
responding to demographic ageing through adaptation in benefits, introducing new
types of coverage as society evolved, taking into account new family patterns,
helping in workers’ mobility required by structural adaptation, accommodating
technical upgrades and achieving highest levels of governance.
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Despiteits successes and public support, the institution was under
constant strain of reforming
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SELECTED MAJOR SOCIAL SECURITY PENSION REFORMS IN EUROPE, 1995-2014 Source: ISSA Databases

: EU-CHINA

COUNTRY AREA YR | SUMMARY OBJECTIVE POSSIBLE EVALUATION CRITERIA®
- Actual pension amounts
Replac lic pensions 2 tiers by flat rate, increase
United Kingdom | Pensions 2018 “t'pl.s ng pub o by "m“ oc) - Cohorts retiring
e e € - Activity rates elder workers
Spain General 2014 | New system contributions collection (direct billing) - Improved revenue
- Level of benefits
Spain Pensions 2014 | Pension reform (indexations, sustainability factor) - Balance of the scheme
- Standards of Iving pensioners
ireland Pensions 2014 | Early increase in age OO -
- Activity rates elder workers
- Cohorts retu
Benefits improved for workers with long careers, pension credits o
Germany Pensions 2008 | . - Average pension benefit
- Life expectancy workers arduous occupation
- Actual retirement age
P 2014 Pension reform (slight increase contribution rate, longer
qualifying period, taxation some benefits, changes in indexation) - Balance pension insurance
- Cost of adjustments
Chang. indexation method (1/3 of CP1, 1/3 owth), [~ o1hieg foc
= e pension on met (1/3 0o l, wage gr h I =
Czech republic Pensions 2013 create 2™ pillar voluntary accounts (i te) Enrolment rate 2 ptla
- Contributions paid 2™ pillar
- Cost of running 2™ pillar programme
- Cohorts rets
The Netherlands | Pensions 2013 | Increase retirement age and years of coverage il
- Activity rates eider workers
- Actual retirement age
New pension law — long term viability (demographic concerns) - Replacement rates
i s 4 e (accumulation rate, incitation to extend working life) - Activity rates elder workers
- Financial balance
in contributions allocation (increase share for 1st pillar) - PAYG balance
Uthuani Pensions 2013 | Chanee
o (opting out from 2™ piliar) - Contributors 2" pillar
to reduce age, decrease
Smach 0131, high » pensions, decrease retirement bonus for low pensions) =Ralunce of passion fusdl
F Siovenia Pensions 2013 | increase retirement age SONRONS SRS
- Activity rates elder workers

Social protection is a complex institution that requires stability to work efficiently
and keep customers’ trust and confidence at high level. However, according to the
database of the ISSA, over the 20 years between 1995 and 2015, 27 EU countries —
all except Cyprus — and Switzerland underwent 58 major public pension reforms.
Almost all of them impacted negatively on the current or future pensioners —
retirement age, disability benefits, early retirement, benefits formula, indexation,
qualifying conditions, opting out ... were affected. Full table in Technical Notes under
http://www.euchinasprp.eu
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Somehow, the future may be in jeopardy ’
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European societies are changing — and these changes may strongly affect the future
of their social protection systems. New forms of employment and working
conditions, very different and more unfavorable to the workers, are spreading;
decision makers act on behalf of employers less and less involved in productive
activities but more vocal in their claims that cost of social security becomes
unbearable; ageing population and shrinking families point to new risks and
potential higher expenditure as time passes; social security is blamed for not solving
basic social and economic inequalities it was not supposed to address; and, most
important, the so-called “market forces” effected a very powerful come-back over
the last 25 years, leading to a questioning of the fundamental values of social
security institution itself — an institution they consider as incompatible with
predominant free market approaches.
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The EU policy formulation framework for its member States attaches a very high
importance to financial equilibrium in Government spending — hence a rather strict
discipline imposed to public spending which directly affects the social sphere. This
contributes to explaining why a multiplication of reforms in notably public pension
schemes parameters (age, qualifying conditions, level of benefits, indexation, taxation
...) that progressively build up compound effects. It is estimated on the basis of known
reforms that at the horizon 2060 the public pension replacement rate will in the EU
have fallen below the 40% threshold — the recognized minimum in 1952 . Decrease will
be particularly important in certain countries, representing up to 30 percentage points
in Spain, Portugal or Poland, despite efforts otherwise required concerning retirement
age or length of contributions period. Since the most vulnerable will not be in a position
to afford supplementary protection, the re-emergence of poverty among pensioners
which had been successfully combatted across the EU seems to be looming back.
People will work longer for lower pension benefits.
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NEW FORMS OF EMPLOYMENT =*
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OECD Employment outlook, 2019
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Atypical forms of employment are not negligible throughout Europe and other highly
developed economies. They are likely to spread further, since this model obviously
responds to some expectations of leading theoreticians in terms of employment
flexibility, labour cost and limited social responsibility. Workers will most likely be
more and more to engage simultaneously with multiple employers, to experience
loopholes in their careers and to suffer from incomplete or too low social security
records. The fact that this will lead to lower levels of social security protection seems
to be broadly “accepted” as a quid pro quo for less compensated unemployment.
Solutions to efficient social protection for such workers are still to be identified. It
might start from better employment conditions in individual countries and across
Europe. The risk however is that of downwards pressure towards homogenization of
protection at a minimal level.
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New social risk ¢
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Long term care expenditure in % of GDP

Continued demographic ageing —a process that started decades ago across Europe — and the
accompanying changes in living patterns where children less and less would host dependent parents
until more and more advanced ages — has led to a growing concern on how to accommodate the
expectations of dependent ageing — and otherwise disabled — persons to still leave a decent life.
Alternative to hospitalization, long term care is often described as a new social risk per se, which may
generate quite substantial expenditure. 40 years from now, long term care expenditure may
represent up to 9% of GDP in certain countries (Norway), with a relative increase of 75% in other
cases (Netherlands) and 1 to 1.5% GDP percentage points more to be allocated to long term care in
13 other countries. Of course, increase in expenditure is not only related to ageing, it has to do with
the quality and extension of services available to the concerned population. Coverage of this risk as a
specific branch of social security is not yet widely developed in Europe, and trend may continue
towards this type of development. Simultaneously, progressive retirement and the pursuance of
active ageing are seen as likely to slow down the development of long term care needs. The European
Commission has established an ad hoc structure to review developments in ageing across member
states https://europa.eu/epc/working-group-ageing-populations-and-sustainability_en, and the
OECD also has established its own programme in this respect https://www.oecd.org/els/health-
systems/long-term-care.htm.
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Inequalities ¢
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Among the most commonly used arguments in favor of dramatically reforming public social
security, one finds the fight against alleged or real inequalities — inequalities between women
and men with often as a result a decrease in women’s benefits; inequalities among generations,
with often as a result a decrease in prospective guaranteed benefits for currently active
population; inequalities among employees and between employees and other categories which
often results in an alignment with the lowest levels of protection, etc. This trend may be
confirmed in future. It is true that, while European GDP in individual countries - be it globally or
per head count - has never been this substantial, resources seem to be lacking to finance public
social protection through contributions based on salaries. The main reasons for this apparent
contradiction may stem from the fact that the evolution in the cost of social protection is not
strictly proportional to wages (e.g. cost of medical care grows at a far faster pace, especially
when imparted by the private sector) on the one hand, and from wages not progressing at the
same rhythm as labour productivity since the year 2000 on the other hand. High levels of
unemployment is another factor adding to financial difficulties — and these “inequalities”- in
income, in access to employment, in enjoying decent standards of living — should certainly be
addressed by a forward looking European leadership.
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Ideological considerations ¢
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Lessons learnt from three decades of pension
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A. Coverage rates stagnated or decreased. ...............
B. Pension benefits deteriorated. ........covvvvninnnnn..
C. Gender and income inequality increased ..............
D. High transition costs created large fiscal pressures... ...
E. High administrative costs..........ccviiiuunnnenn..

F. Weak governance: Capture of regulation
and supervision functions. .............ccoiiiiiin...

G. Concentration of the private insurance industry ......

H. Who benefitted from people’s pension savings?
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I. Limited effect on capital markets in developing
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J. Financial market and demographic risks transferred

BRI 5.5 s A A R A ILO 2018 — Reversing pension privatization
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K. Deteriorated social dialogue. .......................
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As a matter of fact, the values underlying social security protection like solidarity,
non profit, democratic management, predictability, work as source of wealth and
welfare ... have been increasingly questioned in ruling European quarters where
other values prevail, more linked to private, and above all, financial management.
The fact that this type of approach produces allegedly unexpected results in terms of
social development does not seem sufficient to run counter a very strong tendency -
even though, after a few decades of experience, more than half — 18 out of 30 — of
the countries that had opted for pensions privatization, once the flagship of neo-
liberalism applied to social security — have decided to come back to public pensions
management.
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Is social security an obsolete instrument ? ¢
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Reducing social security protection down to its function of poverty alleviation, deciding
a priori how much can be spent on overall welfare, sidelining from hardly any decision
making in the field the main beneficiaries and financers of social security protection,
i.e. salaried employees, is supposed to promote individual protection as an alternative
to the collective and solidarity spirit that founds social security. There would then be,
instead of universal unified protection proposed by social security, a dual approach :
minimum benefits or services for the majority, and upgraded protection by steps
according to the means devoted by individual to purchasing supplementary protection.
This type of movement is quite widespread across Europe — where it generates
discontent and opposition votes by the people that could lead to prevailing skepticism
about democracy and the so-called European model and values. One may doubt
anyhow that individual protection through insurance companies would provide to the
vast majority of those in need appropriate responses to needs such as long term care,
which cost levels definitely require solidarity between dependent and non dependent
people to achieve universal coverage.
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Further data and information ¢
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The bilingual project website — http://www.euchinasprp.eu — contains a wealth of

data and information on all aspects of social protection —in Europe as indeed in
China.
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