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INTRODUCTION

The perception of a world-wide crisis in social security benefit or income transfer systems takes place against a backdrop of widely differing systems. Common problems in virtually all developed societies are the system consequences of ageing populations, the rise in the proportion of the working-age population supported by income transfers from the public sector, and the issue of how care and upbringing of children is to be provided for. However, the issue of how the problems are approached or even defined, and what types of solutions are seen as feasible is heavily conditioned by the types of income support systems operating in each society.

Even terminology can be misleading. The phrase "Social Security" in the United States covers provision of old age and disability income support. It does not include provision for the unemployed (who are covered in the first instance by a separate Unemployment Insurance scheme), or other transfer claimants who are covered by a variety of programmes collectively described as "welfare'. Conversely, in Australia and New Zealand the expression social security refers to virtually all forms of public cash-transfer payments to individuals. In Europe the term social security may cover a variety of different social insurance assistance schemes, as well as some social entitlement provisions.

The focus of this paper is the reform of social security benefit systems and, more particularly, those affecting the working-age population. For this purpose, the term social security is used in a relatively wide sense, covering all public-sector cash transfers to individuals, excluding those derived from private ownership of wealth. Even this definition is not without problems. It is clearly narrower than the concept of social transfers, which may also include provision of services in kind (e.g. for health, education, public housing or analogous entitlement vouchers such as food stamps). Tax credits or concessions may play a comparable role to cash transfers. Further, the boundary between public and private is often blurred. An example is a pension fund which has both a publicly mandated and a private or collective-bargaining component determining the entitlements of fund members. In principle, though, what is public is defined by requirements mandated in law or public regulation.

In adopting the "publicly mandated" definition, I also acknowledge that there is another viewpoint which would include financial arrangements negotiated through collective bargaining – e.g. occupational pension funds – as social security.

To assist in scoping a framework it is useful to classify social security systems three ways;

a) The nature of entitlement;

b) The sources of funding;

c) The institutional structure.

The Nature of Entitlement

Entitlement to social security transfer payments in modern economies arises from three very different conceptual systems: contributory social insurance, universal entitlement systems, and targeted social assistance systems.

· Contributory social insurance, often called the Bismarck system, links entitlement to the contribution made by the insured person or their employer. Conceptually, the level of payment an insured person is entitled to receive depends on the contribution level paid in. For retirement pensions entitlement reflects the length of the contribution period and an earnings related rate of payment.

An actuarially pure social insurance system is very close to the concept of private insurance, and the pension component of Social Insurance is close to the concept of income derived from private wealth or investments. In practice, most social insurance schemes are not actuarially pure, and may involve varying degrees of cross subsidisation.

Because entitlement is seen as an entrenched right based on prior cash contributions, social insurance schemes pose particular problems for a "benefit reform" approach.

· Universal entitlement, or social citizenship systems, attach entitlement to citizenship of, or qualified residence in, a particular nation or state. Examples of universal entitlement include minimum public pensions paid to all older people, or universal family assistance.

· Social assistance, which is income and/or asset tested, forms the third main type of entitlement system, one based on assessed need for support by people in defined categories of entitlement. In some countries (e.g. Australia and New Zealand), it is the main form of social security, and is alternatively referred to as a categorical benefit system or an income-tested benefit system. In other jurisdictions in Europe and North America, social assistance is a second tier residual category of assistance for those lacking adequate social insurance or unemployment insurance entitlement.

I have problems with the Esping-Anderson characterisation of social assistance as necessarily a minimalist or residual system associated with a parsimonious social policy. While it takes this form in many countries, income-targeted benefit systems can also be highly redistributive. A smaller share of GDP is required to achieve a more egalitarian income distribution than in the two other sets of entitlement systems. Conversely, highly targeted systems by their nature can involve significant work-disincentive problems.

In practice, most social security systems are of a more-or-less mixed nature. In particular, social insurance based systems are modified by cross-subsidisation and redistribution between categories of people, and are backed up by a social assistance safety net.

Sources of Funding

Because social security is by its nature compulsory, funding sources fall within two basic groups:

· General taxation or other forms of general revenue, and

· Specified contributions from fund members, including employee and employer levies

A variant of the taxation option is a dedicated tax (such as the long-abolished social security tax in New Zealand). However, if payment of this tax is unrelated to subsequent benefit entitlement, it is more accurately classified as general tax revenue. If it determines entitlement, it should be classified as a compulsory contribution.

A second crucial funding distinction is whether social security or social insurance funds operate on a funded or pay-as-you-go basis. Public social assistance and social entitlement schemes almost universally operate on a pay-as-you-go basis. A pure social insurance scheme should be fully funded with investment assets which match the actuarial liability of the fund to make payments. However, in practice, many public social insurance schemes are only partly funded, or even operate on a complete pay-as-you-go basis.

The implications of "pay-as-you-go" are that as the ratio of beneficiaries to workers rises (e.g. from demographic ageing or from rising unemployment) then the scheme must alter. Either taxes and contribution rates have to be increased, or real entitlement levels reduced. This painful reality now faces many European social insurance systems.

The Structure of the Social Security Institutions

Social Security is often delivered from a variety of different institutions:

· A few countries, including Australia and New Zealand, have an essentially unified social security system, administered by a single government department. Even in these cases there may be some forms of public cash transfers outside the system. In the New Zealand case, income support for accident victims is administered by a separate Accident Compensation Insurance Commission. In the Australian case, the separate state governments administer a number of supplementary social assistance schemes, which provide some extras on top of the central (Commonwealth) government social security system.

· A common pattern in a number of European countries is to have separate schemes for pensions, unemployment, and other social security. A number of countries also have different institutions for separate occupational groups. This latter pattern is common where social insurance grew out of a variety of occupational schemes set up through collective bargaining or employer provision.

· Common also is a pattern where social security policies are set by central government but administered by local authorities, as in Sweden. This may lead to geographical variation in actual practice inside an apparently homogeneous scheme.

· Federal systems may be even more complex. For example, in the U.S. the social assistance systems ("welfare" in American terminology) are set up under federal law with federal programme specifications and part funding from the federal government budget, plus part funding from the fifty state governments responsible for their implementation. In practice, most state governments operate their welfare programmes under a negotiated "waiver" arrangement, which allows the state programme to differ significantly from the original model set up in federal legislation. A further layer of differentiation, in practice if not in law, may occur at the level of the local authorities which administer the state programme. Even without this last consideration, the U.S. is probably more accurately described as having fifty separate welfare systems rather than one.

The more complex the institutional structure of social security, the more difficult it is to co-ordinate common policies or even to be clear what the impact of centrally mandated changes actually is. For example, the real impact of the U.S. Federal Welfare Reform will depend on what policies each of the fifty states actually follows.

welfare reform – is there a common solution?

The focus of the New Zealand Beyond Dependency Conference is on identifying policies and programmes which actually work in reducing avoidable benefit dependency amongst working-age adults. That this should be a concern of the New Zealand authorities is hardly surprising. Approximately 20% of New Zealand adults of working age are now dependent on social security benefits for their principal source of support. Thirty years ago the equivalent ratio was between 2% and 3%.

The rise in benefit dependence in New Zealand is a dramatic, but not unique, situation. Similar stories can be told about most other developed countries. In some cases, particularly in a number of countries in Western Europe, unemployment is the main manifestation of the problem. In the Netherlands, the extraordinarily large numbers on invalids and disability benefits are the most remarkable feature of benefit dependency. In other areas, sole parents are a large component of the benefit dependency situation.

Whether there is a common solution or set of solutions to benefit dependency, and hence a common benefit reform philosophy, is a topic of active debate.

The Poverty Lobby View

To begin with, what might be described as the "poverty lobby" dispute that benefit dependence is actually the issue. Instead, the poverty lobby would argue that inadequate real incomes amongst beneficiaries and low-income earner families is the real problem. Associated with this is the concern that many children are growing up without sufficient developmental opportunities. The poverty lobby approach presupposes that Governments, not individuals or families, are responsible for the living standards of all of their citizens. Accordingly, the poverty lobby solution is to devise tax and transfer policies which ensure comfortable real incomes for all, irrespective of their employment or family status.

One grouping within the poverty lobby is now promoting the idea of a universal basic income, reviving the ideas of Bellamy and (ironically) the early Milton Friedman support for a "Negative Income Tax". The mainstream of the poverty lobby, however, tends to focus on real benefit levels, family assistance, access to social services such as health and education, and supplementary social assistance.

Less clear in the poverty lobby approach is how high and rising levels of benefit payments are to be funded in the long term, especially with ageing populations. The incentive impacts on individuals and enterprises; and the longer-term consequences of having large parts of the adult population excluded from the employment mainstream, are a major concern. New Zealand data, for example, indicate that youth justice and care and protection cases among children of beneficiaries occur at three times the rate found in the rest of the population.

In principle, there is no necessary conflict between an anti-poverty stance and a commitment to moving people out of passive welfare dependence. However, many in the poverty lobby see benefit reform as a distraction from their main concern. An alternative perspective is that the resources now tied up in what the Māori Economic Summit called "negative funding" – paying people to be passive income recipients – represents a major wasted resource. A benefit reform strategy which gets people back to work would free up resources to meet other social needs, including family assistance and higher real benefits for the unavoidably dependent.

Radical Opponents of Social Security

A second area of opposition to a benefit reform philosophy comes from the radical opponents of publicly funded social security such as Dr. David Green. In the view of the radicals, the main cause of benefit dependency and its associated social problems is the existence of the social security system itself. Social security is held to encourage idleness, lack of personal responsibility and evasion of family responsibilities. Consequently, the radical solution is to abolish or privatise social security, leaving residual problems to be dealt with by private charities.

Less clear in the radical position is what is consequences would actually be. Apart from the incredible hardship implied for some beneficiaries, the longer-term consequences might be an expansion in employment-based protection systems, leading to much higher non-wage-labour costs for employers, rather than the outcome Dr. Green seeks.

Institutional Conservatives

A third source of opposition to any systematic policy of benefit reform comes from what might be called "institutional conservatives", an approach particularly evident in the Western European social insurance systems. The institutional conservatives see benefit entitlements as an entrenched right paid for by past contributions. Each social insurance fund is seen as having its own particular rationale, funding sources and legal rights, which should not be subject to any "reform" direction instigated by central government.

The institutional conservative position might be difficult to dispute if all social insurance funds were fully funded, all entitlements actuarially based, and all situations of need adequately covered. Generally, this not the case. Visible cross-subsidisation and rising costs are creating a funding crisis for a number of West European systems. Full or partial pay-as-you-go approaches leave open the question of whether the future solution is to raise taxes and contribution rates, or cut entitlements. In addition, the visible problem of "social exclusion" of the long-term benefit dependent, particularly where their social insurance rights are exhausted, has become a political problem.

The picture which emerged at the 1996 European conference of the International Social Security Association was one where Ministries of Finance and Treasury were imposing reforms on reluctant, but cash-short, social security institutions. A recent straw in the wind was the Swiss decision to impose job-search requirements on qualified recipients of unemployment insurance benefits.

the social security reform philosophy

Despite the strong counter-views listed above, there is evidence that a benefit reform philosophy is beginning to emerge internationally on policies for working-age adults. While taking many forms, it accepts that social security policies need to change to reverse the massive rise in benefit dependence amongst working-age adults. Implicitly, also, the reform philosophy accepts that public social security systems are here to stay, and are an integral feature of advanced economies and societies. The real issue is how they should be reshaped both to better meet needs, and to provide an active vehicle for re-integrating avoidably dependent adults back into the employment and social mainstreams.

In my view, the emerging benefit reform philosophy has three key characteristics which distinguish it from the more limited objective of cost containment, a parallel driver of many social security changes. These three features are:

· a philosophy of reciprocal obligations;

· benefit redesign to support work incentives; and

· case management.

Reciprocal Obligations Philosophy

Benefit reform philosophy changes the traditional view of social security as a unilateral right (or one-sided charitable transfer) towards the concept of reciprocal obligations. For people of work force age receiving social security payments, this involves the obligation to take all reasonable efforts to become self-supporting, to support family dependents, and to take up appropriate employment, training or community work obligations.

Benefit Redesign to Support Work Incentives

A second key element is the recognition that many existing social security structures need to be redesigned to support employment rather than passive benefit dependence. These measures include ensuring that net income rises along with additional work effort. It also includes measures to support the position of low-income workers and, in particular, low-income families with children principally supported by a working member or members.

Case Management

Case management is also known by a variety of other names, including active assistance and client-focused services. Case management involves a shift in emphasis amongst social security administrators away from passive payment of benefit entitlement towards active advice and "brokerage" of services which enable people to exit from the benefit system. This may include counselling, provision of information, training programmes, linkage with employment agencies and support services, and other forms of facilitation. In certain cases it may also involve the use of sanctions for non-compliance with agreed or mandated requirements.

summary

The development of a reform approach to social security reflects a variety of economic, social, demographic and political pressures. In most social security systems the massive rise in the numbers of dependent working-age adults, and the concurrent problem of demographic ageing and the need to provide financial support for dependent children, have put social security systems under increasing financial pressure. At the same time, concerns have arisen about the social consequences of having large parts of the working-age population dependent long term on publicly funded social security benefits. Under pressure, a benefit reform philosophy is beginning to emerge.

However, the implementation of benefit reforms is not easy. To begin with, benefit reform is inherently part of a wider agenda of social and economic reform, which includes the need for a labour market which provides job opportunities. Further, there are both attitudinal and institutional barriers to benefit reform. These include complex institutional and legal situations in many developed countries, and the strongly entrenched view in some that social security is a unilateral right and not part of a complex of reciprocal obligations. There are also underlying differences of political ideology, and significant practical difficulties for the social security institutions in shifting from a passive payment to an active assistance framework. Nevertheless, social security reform is an idea whose time has arrived.

