Supplemental Security Income for the Aged:

Foreign Experience

One aepproach to the problems of aged persons
with limited means who qualify for a very low
pension or none at all has been the provision of
regular payments to supplement their income—
means-tested benefits. This article summarizes the
experience of such an approach in five European
countries. The comparative extent and costs of
these programs are measured and the patterns and
trends are cwamined.

HOW TO MEET the needs of impoverished
aged pensioners has been a matter of concern in
the United States for many years. An overview
of the search for solutions to this problem in sev-
eral European nations may provide a back-
ground for any consideration of the efforts in
this country.* These nations, with a longer tradi-
tion of social security, have tried and sometimes
abandoned a variety of approaches. Their experi-
ence is examined here from this point of view.

In developing international data for a coun-
try-to—country comparison a somewhat unex-
pected picture has emerged. In economically
advanced countries, the aged segment of the pop-
ulation has increased at a much more rapid rate
than the general population while the proportion
of pensioners to contributors has grown to such
an extent as to cause serious concern. Yet the
number with means-tested benefits has declined in
both relative and absolute terms. Why is the

* International Staff, Office of Research and Statistics.
For a fuller comparison of these programs, see Max
Horlick, Supplemental Security for the Aged—A Com-
parison of Five Countries (Staff Paper No. 15), Office of
Research and Statisties, 1973.

1The Social Security Amendments of 1972 repealed
the existing Federal-State programs of aid to the aged,
blind, and disabled, effective January 1, 1974, and estab-
lished & new Federal supplemental security income pro-
gram for the needy aged, blind, and disabled, which will
pay monthly benefits if monthly income as defined in the
law is less than the monthly payment (January-June
1974, $130 for an individual and $195 for a couple; be-
ginning July 1974, $140 and $210, respectively). A State
may supplement the Federal benefits, and such State
payments would be excluded as income for purposes of
the Federal program.
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need for this type of assistance to the aged
diminishing? Have certain countries developed
successful policies that eliminate economic inse-
curity for their senior citizens? If they have,
then what can be learned from this experience?

Since it would not be possible to research
trends in this area for all of the advanced
nations, five countries—Austria, Belgium, Fin-
land, France, and Switzerland—were selected for
study. The choices were dictated in part by the
availability of data, the opportunity to confer
with officials, and the kind of approaches used.

Four of these countries have pension plans
that yield some of the highest earnings-replace-
ment rates in the world, yet their elderly fre-
quently need financial aid. How the aid is given
through the social security systems, the level of
income replacement provided, and the methods
of distribution and financing depends largely on
the social outlook of each society. In addition, a
country’s decision on social security needs reflects
demographic, financial, and political considera-
tions beyond the immediate scope of social secu-
rity.

The countries studied are in the midst of a
long-range trend that has seen the proportion of
aged persons in the total population continue to
rise. Because of employment declines in agricul-
ture, mining, and small retail trade, the number
of disadvantaged retirees from these sectors also
continues to rise. There are, consequently, strong
social pressures for the development of measures
to help those unable to provide adequately for
themselves. Such measures involve greater finan-
cial expenditures. At the same time, in some
countries, the active workers—particularly young
contributors—are beginning to feel that they
may already be overburdened in terms of payroll
and income taxes.

Each of the social security approaches devel-
oped by these countries is accompanied by its
own problems. In a social insurance system with
earnings-related benefits, those workers who
could never consistently earn even a minimum

3



wage or work regularly would receive a pension
too small to live on. In response to this situa-
tion, some countries have statutory minimums
for their old-age pensions. Such a system, how-
ever, covers only earners and their dependents
and survivors. It omits many who have never
established an earnings record, including casual
and domestic workers, migrant workers, workers
in family establishments, and, in some countries,
agricultural workers.

Systems with universal flat-rate benefits, on
the other hand, cover nonworkers as well as
members of the labor force. Not only is this
approach costly, but its benefits are lower than
those the earnings-related system can finance.

In theory, the earnings-related approach
achieves greater adequacy of benefits and the
flat-rate approach more universality. In practice,
however, the minimum social security benefit
under either system is often not enough to sus-
tain an aged retiree or couple since it may have
been initially related to a minimum wage or
subsistence level.? The original intent may have
been to keep the amount low, and this philoso-
phy has continued to guide planners. In more
recent years, however, social pressures generated
by such factors as inflation and economic growth
have led some countries to supplement the mini-
mum benefit amount. One way is the addition of
an earnings-related layer to supplement the flat
rate. This method has been used during the past
decade in Canada, Norway, Sweden, the United
Kingdom, and, among the countries studied here,
Finland.

Some persons do not qualify for even the mini-
mum benefit. A number of countries have there-
fore simply blanketed-in whole groups of such
ineligibles by granting benefits to those too old
to qualify when a new system started, by reduc-
ing the required years of contributions under
certain conditions or by exempting the indigent
from any contributory flat-rate systems.

As an alternative to these methods or because
benefits under such programs may still be inade-
quate, the five countries selected for study—and
many others—also provide means-tested cash

2 For a detailed analysis of adequacy, see Paul Fisher,
“Minimum Old-Age Pensions: Their Adequacy in Terms
of Average Earnings, Minimum Wages and National In-
come and Some Problems of Adjustment,” International
Labour Review, July and September 1970.
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supplements to bring income or assets up to some
national standard. Basically, the study countries
use three approaches: (1) A statutory minimum
old-age pension restricted to those who qualify
fully, plus one or more types of means-tested
benefits for those who do not qualify or where
the minimum is too low; (2) no minimum social
insurance pension but a means-tested minimum
payment; and (8) a means-tested benefit bring-
ing resources up to a national “poverty” stand-
ard.

Choosing the appropriate term for these sup-
plements is complicated by the fact that they
appear to represent a hybrid of social insurance
and welfare. Debate within the countries argues
that they are one or the other and questions
whether the two types should be mixed. The ter-
minology in all the countries avoids the words
“welfare,” “assistance,” and “aid,” in a conscious
effort to escape whatever stigma may be attached
to them. To describe these cash monthly pay-
ments to the needy elderly, the term “means-
tested” appears closest to neutral since it refers
to an element common to all the systems.

Administration by the national social insur-
ance system is another common element. Social
insurance seems to have become involved in what
might be called the welfare business mainly
through the process of evolution. Originally, a
prerequisite for the means-tested benefit was pre-
vious attachment to the labor force, and the
recipients had to be former salaried workers. The
prevailing postwar idea in countries creating
such benefits was that these former workers had
a right to means-tested help. Benefits of “right”
were administered by national systems. Social
insurance institutions therefore took over the
administration of the means-tested benefits, with
pragmatic rather than theoretical considerations
dictating this course.

TYPES OF MEANS-TESTED BENEFITS

The main characteristics of the programs pro-
viding means-tested benefits in the five countries
studied are summarized in table 1.

Austria makes what it calls supplemental
equalization payments to old-age and survivor
beneficiaries to raise their regular pensions to a
national minimum. Since the pensions are earn-
ings-related, the granting of the means-tested

SOCIAL SECURITY



TaBLE 1.—Minimum and means-tested benefit characteristics, five countries

Statutory ,
Country minimum under Type of means-tested benefit W grkuhiistgry Source of funds
general program equire
Austria. oo eaicans NO. e ecaececaae For pensioners. . _..o.cuocceciainauas D (- T General revenue
Belglum. ... ceeeeaans Yes o aceiacaes For former self-employed b I Voluntary cgnlt(;lbutions and general
revenue subsidy.
QGuaranteed minimum NOe e cveemeeccccnan General revenue
Finland. ... ceiaaas Nol e General assistance pensions............ NO. e eceeceecceemee Payroll tax, income tax, and general
revenue
France.nn o cccemencenmnne NOo e eeceecccacamaan For aged former workers .| Worker and employer contributions.
Solldarity 2 . oeeeeaae .| Worker and employer contributions
Special al Tocation 3. . . ooeeaeans Worker and employer contributions.
Bwitzerland. ... ... Yes. e Transitional ... .. oereeeaene. General and special taxes
Complementary. ... .oocuoeccenannne Canton and Federal share

1 The universal pension is in a sense & minimum
2 Payment to those receiving very low pensions
% For those who do not qualify for any other means-tzsted benefit

additions is premised on work history. They are
financed from general revenues.

The Belgian system has undergone an evolu-
tion, with remnants of some past arrangements
still in existence. It has (1) general-revenue-
financed benefits for the retired self-employed,
(2) a statutory minimum pension under regular
earnings-related old-age insurance (with such a
long qualifying period that many could not meet
the requirements), and (3) a new guaranteed
minimum for all of the elderly, financed by gen-
eral revenues and requiring no work record. The
third type of benefit is specifically intended to
remove the elderly from the jurisdiction of
locally administered welfare programs.

Finland has a universal pension. Retirees with
little income and resources may also receive a
variety of means-tested benefits that are financed
from a combination of payroll tax, income tax,
and general revenue.

The French system is now moving from the
use of various benefits—most of them requiring
past contributions to the social security system—
toward a simpler form of guaranteed minimum
for all the aged. Some of the benefits are
financed by payroll tax, others are subsidized
from general revenue.

Switzerland also has carried over several types
of benefits from the past that are paid from gen-
eral and earmarked taxes. One benefit introduced
in 1948, when the social security system was
inaugurated, was primarily to aid those who
could not become eligible for a regular pension
because of the time factor. In 1966 an additional
means-tested benefit was created to bring up the
benefit level, which was still considered inade-
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¢ Originally for workers who had retired or were about to retire when
system began

quate. The two means-tested benefits together
constitute what amounts to a guaranteed income
for retirees.

The scope of these means-tested programs is
broad. The number of beneficiaries ranges from
25 percent to 40 percent of all pensioners in the
country—except in Finland, where more than
three-fourths of the pensioners are helped. The
costs of these benefits range from 7 percent to 60
percent of the total cost of old-age pensions. The
cost figures are particularly worth noting since
they apply to countries regarded as having social
security systems with old-age provisions that are
among the best in the world.

It is surprising that a substantial proportion
(if not most) of the aged who need means-tested
benefits are not the low earners, early retirees, or
even the disabled but rather members of the
labor force and their survivors who have not
been taken care of under social security reforms
or those whose plans for old-age security were
undermined by economic and technological
change. These workers, caught in periods of
transition, were too old to profit from social
security improvements, had incomplete coverage
for technical reasons, were in mnoncovered
employment or were self-employed, or were vic-
tims of economic forces such as declines in cer-
tain industries or in agriculture.

BENEFIT LEVELS

Examining the levels of benefits is hampered
by the fact that there is no single rate at which
the means-tested benefits are paid. Each country



either tailors the size of its payments to the
means of the applicants or bases them on such
collateral factors as geographic location and
family status.

Two basic approaches are used in determining
the size of benefits: (1) A specific monthly
amount is established for those judged to be in
need—but with variations according to family
situation, geographic location, or other factor;
(2) a national (or regional) subsistence level is
established and the applicant’s available income
is brought up to this level by a means-tested ben-
efit. .

In an effort to make a meaningful interna-
tional comparison of benefit levels possible, table
2 presents the amount of the means-tested benefit
for single and married recipients and the amount
of the regular old-age pension of an average
worker in manufacturing and shows the means-
tested benefit as a percentage of the old-age pen-
sion.

For a single beneficiary, the means-tested
amount ranges from 45 percent of the average
old-age pension in Awustria to 84 percent in
Switzerland. The benefit for couples goes from
53 percent of the average pension in Finland to
more than 100 percent in Switzerland. These per-
centages seem considerably higher than might be
expected, particularly when one considers that
(a) the average pension figure used here is that
for the worker in manufacturing and is thus
larger than the average for workers in most
other segments of the labor force and (b) many
social security authorities in these countries tend
to hold the view that “welfare” payments should
not be at a level that could be a disincentive to
work and personal savings.

To provide further perspective to these rela-
tionships between the means-tested benefits and
the regular old-age pension, table 2 includes the
replacement rate (average pension compared
with the average wage in the last year worked)
for a worker in manufacturing.®

For single recipients, Austria has the highest
replacement rate and, relatively, the lowest
means-tested benefit. The replacement rate for
Austria for a single worker with 35 years of

3For an explanation of the methodology, see Max
Horlick, “Earnings-Replacement Rates of Old-Age Bene-
fits: An International Comparison,” Social Security Bul-
letin, March 1970.

6

service is 55 percent. The average old-age pen-
sion in Austria is relatively high (more than
double the means-tested benefit). Planners fixed
it at a high level so that retirees could maintain
their previous standard of living.

At the other end of the scale, Switzerland has
the lowest replacement rate and, relatively, the
highest means-tested benefit. The Swiss old-age
pension was never intended by the planners to be
more than a basic floor of protection, as their
replacement rates of 21 percent for a single
person and 34 percent for a couple suggest. Since
the pension is regarded only as minimal, the
means-tested benefit is not very much less: For
the single person it is more than four-fifths of
the pension amount; for the couple it is larger
than the pension. The closeness of the two also
reflects the fact that the system is not fully
mature and that the basic level has been raised
more rapidly than the average over the past
decade.

All of the countries studied provide supple-
ments for dependent wives under their means-
tested programs, but there is no uniformity in
amount. The following tabulation shows the
dependent wife’s benefit expressed as a percent-
age of the primary amount paid to the husband,
for both the means-tested and old-age benefits,
where these provisions exist.

Wife’s supplement a8 a percent
of husband’s amount of—
Country
Old-age Means-tested
pension benefit
AUSEEIB. o oo oeicirececccee e None 38
Belgium oo - 25 50
Finland (universal).... 100 60
TANCE «oeevemcncnan 50 100
Switzerland. ... oeae 60 60

Although the recipients of means-tested bene-
fits rarely have dependent children still living at
home, the programs do provide additional
amounts for children. Finland provides a supple-
ment of 7-17 percent for each child, depending
on area of residence and family status. In Aus-
tria the benefit for a dependent child is about 11
percent of the primary means-tested benefit.

MEANS TEST

The means test is often difficult to administer
and usually less than popular. Frequent changes
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TaBLE 2.—Means-tested benefit in relation to average old-age pension,! five countries, January 1, 1969

Annual average oid-age pension Annual means-tested benefit
Earnings-replacemen
Country Amount rateg(spergent)nil t Amount As percent of pension
Single Single Single Single
person Couple pefson Couple person Couple pers%n Couple
Austria_ . 2 8 31,000 (%) 55  |oeececcieoes 8 14,038 8 23,660 45 76
Belgium. 3 BF 37,000 BF 46,250 3 41 BF 20,820 BF 31,224 56 67
Finland.__ ¢ Fmk 2,614 Fmk 3,442 31 41 ¢ Fmk 1,416 | 4 Fmk 1,836 54 53
France, old workers . s F 3,094 F 5,901 43 68 F 2,600 F 5,200 65 86
Switzerland, transitionsl. ... ... 78wk 2,832 8wF 3,531 21 M4 SwF 2,400 SwF 3,840 100

1 Based on average earnings of a worker in manufacturing.
2 Penstion as propertion of earnings In last year of work
3 After 35 years of work.

: IAT 8 wife’s supplement s pald for the regular old-age pension

e 85
¢ Medlum cost-of-living zone, basic means-tested benefit

in the amounts and limits of resources have cre-
ated difficnlties in rpnnrdkppnmo' and computa-

tion. As many as three changes have been made
in a single year. In the past, of course, no change
may have occurred for a number of years, with a
consequent loss in the value of the payments for
the recipients.

Some of the problems stem from flexibility,
such as that produced by the multiple ceilings in
Finland. Certain social elements of difficulty also
occur in implementation. Several countries in as-
sessing the value of resources, for example, inves-
tigate and consider the assets the elderly may
have passed on to their children in order to meet
the means-test requirements. Strictness in defin-
ing and applying such standards varies accord-
ing to the intent of the program. The most rig-
orous standards are applied in Awustria—the
country that has the highest old-age pensions,
relatively.

The Austrians seem to consider that their old-
age pension is a good one and that the worker
with a normal career in covered employment
would therefore not be expected to need assist-
ance. There is a traditional stress on the virtues
of hard work, as reflected in the pension for-
mula, which pays the highest amount to those
who have worked the longest. Means-tested bene-
fits through the social security system are conse-
quently more controlled than in countries with-
out this approach.

Switzerland represents the opposite approach.
Since the old-age pension was not meant to be
sustaining and since the system is young and the
payments small, the controls are, so to speak, re-
laxed. It is felt that the persons who apply for
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7 The complementary means-tosted benefit may be given in addition.

NOTE At the beeinning of 1969, the following conversion rates were in
effect Austrian schilling, about 3 8 U.S. cents; Belgian frane, about 2 U 8,
cents; Finnish matk, about 24 U 8 cents; French franc, about 20 U.8 cents;
Bwiss frane, about 23 U 8 cents,

the means-tested benefit have very limit
sources for their old age, and the means
commensurately hberal.

In measuring the private means of an appli-
cant for an old-age pension, remuneration for
work, the partial value of property owned, and
other income may be included. Social security
and welfare payments are usually excluded. In
the countries studied, however, remuneration for
work has relatively little importance for the age
groups under consideration, since the beneficiar-
ics are retired and often very elderly. France has
no retirement test and pensioners may thus con-
tinue to work after starting to draw benefits, but
65 is the prevailing age for leaving the labor
force. Finland has no retirement test for the uni-
versal pension but has one for the earnings-
related benefit. Switzerland does not require retir-
ees to give up working. Belgium limits regular
work after retirement but permits casual work.
Austria has a retirement test.

Austria and France count all of the wage in
calculating the means, but the matter is virtually
academic in France since few recipients remain
in the labor force. In Belgium, three-fourths of
the gross wage is taken into account. Switzerland
disregards a modest amount of income from
work, annuities, and pensions—taken together;
only two-thirds of the income after this exemp-
tion is taken into account.

Most of the countries do not count the full
value of property or remuneration other than
wages. Some programs distinguish between assets
essential to maintain a standard of living and
those that are not essential. Finland and France
omit from consideration, for example, privately
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owned dwellings and furnishings valued up to a
specified amount, on the premise that these items
are essential to the recipients.

The value of social security benefits is not
counted under the means test in Finland but is
counted to some degree in other countries. Fin-
land disregards the national pensions, children’s
allowances, and the amount of the minimum pen-
sion paid by the earnings-related system. Switz-
erland and Belgium disregard a portion of the
regular old-age pension. Austria and France in-
clude public and private old-age benefits. Only
Switzerland includes family allowances within
the maximum income allowed. All the countries
disregard private and public assistance. Unusual
health expenses may also be deducted from in-
come, as under the Swiss complementary benefit
program,

SIZE AND SCOPE OF PROGRAMS

Demographic Considerations

In the countries studied, as elsewhere in West-
ern Europe, the proportion of the aged in the
total population has been increasing. This trend
is projected to continue into the 1980’s. Planners
question whether the proportion of the aged re-
quiring means-tested assistance will rise at the
same rate. If it does, then they must decide
whether to improve pensions or to take or use
other measures to make such assistance less nec-
essary. Underlying any attempt at improvement,
however, is concern about the increasingly unfa-
vorable ratio between the number of active con-
tributors to social security and the number of re-
cipients of old-age benefits.

Official concern over future financing problems
stems from the rise in the relative number of
aged. The trend in both absolute and relative fig-
ures is shown in table 8, which covers the perlod
from the early 1950’s through 1969.

The proportion of the population that was
aged 65 and over rose fairly steadily. In Austria
the relative growth from 1952 to 1969 was great-
est (3.2 percentage points), and in France it was
least (1.2 percentage points). The rising trend is
expected to continue.

A more accurate measure of the total old-age
picture, needed to determine the percentage of

TaBLE 3.—Total population and population aged 65 and over,
five countries, selected years, 1952 and 196069

[Numbers in thousands]

Country 19521 1960 1965 1869
Austria
Total population........o..... 6,949 7,048 7,255 7,373
Aged 65 and over
Number._. 750 862 958 1,034
Percent____ 108 122 13.2 14.0
Belgilum._._._.
Tatal population. . 8,730 9,154 9,464 9,646
Aged 65 and over,
Number.. . cacaanann 983 1,005 1,196 1,280
Percent. .. ..oooeeenccannn 113 12.0 12.6 13 3
Finland
Total population. . ... ........ 4,091 4,430 4,612 4,635
Aged 65 and over
Number. .o ececneccceaun 275 324 366 408
Percent. .. oo 67 73 7.9 8.8
France
Total population_ ... _._.. 42,995 45,684 48,758 50,325
Aped 65 and over
Number__ . eiiieaanan 4,001 5,318 5,906 6,479
Percent. . .oociiuimnnnnn 116 116 121 128
Switzerland
Total population. ... ........ 4,715 5,352 5,853 6,150
Aged 65 and over
Number. .....commeomoaaaa. 453 549 825 704
Percent....covoeceaes 96 103 10.7 11.4

1 Data for France are for 1953, for Switzerland, 1950

Source Organization for Economic Cooperation and Development, Labor
Force Statistics, Parls, 1971 and 1972,

those requiring means-tested help, would be a
comparison of the total number of pensioners
with the population group aged 60 and over, since
many persons under age 65 are old-age benefici-
aries. Such a comparison is not feasible, however,
because demographic data on individual years
within the group aged 65 and over are lacking.

IDENTIFICATION OF RECIPIENTS

A substantial percentage of the aged are con-
sidered to be in need of means-tested assistance
in each of the countries. This dependency occurs
despite economic conditions that seemingly limit
the extent of poverty among the elderly. Most of
the countries have highly developed economies;
except for Switzerland, they have social security
systems that are among the oldest; and the re-
placement rates for their benefits are very high.
In addition, Western Furope has undergone a
period of great prosperity, with little unemploy-
ment for some years. In the light of this situa-
tion, why are there so many needy aged and pre-
cisely who are they? »

A very large percentage of pensioners in
poorest financial circumstances are not disadvan-
taged because of their own career contributions
record but rather because of technical social secu-
rity reasons or because of the effect of economic
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declines. Those who lost years of coverage be-
cause of war are covered by special provisions or
special benefits in most of the countries.

Advanced Age

To some extent the presence of elderly persons
requiring assistance is a legacy from the past. In
developed countries it is generally agreed that
every person who has worked for many years in
employment has earned entitlement to a retire-
ment pension. Yet in many countries this princi-
ple may not apply to the oldest citizens—left be-
hind, in effect, in the improvement of the social
security system.

A surprising number of the social security sys-
tems have undergone revisions in the past 10 or
15 years, basically aimed at coping with inflation
and productivity increases. The aim of these re-
visions has been to provide or improve a system
for automatic adjustment of earnings records
and pensions, to add an earnings-related layer to
a universal or other form of old-age, survivors,
and disability insurance, or to provide some
other mechanism for raising payments. Neverthe-
less, the very old citizens have not been in a posi-
tion to benefit, as they have found it impossible
to meet the eligibility conditions for any pension.

Among the five countries being compared, only
two made special provision right from the start
to help these elderly—Switzerland in 1948, when
its system began to function, and Belgium from
the early 1900’s for the self-employed whose only
protection was voluntary insurance. Austria in-
troduced its means-tested cash supplement under
a 1955 law that revised the long-existing social
security system; previously, those with low pen-
sions were entitled only to a housing allowance.

In Finland, the first National Pensions Act of
1937 excluded persons who were older than age
55 at that time. Critics maintained that it was
unfair to use public funds for the pensions if
they were to benefit only a part of the popula-
tion. As a result, special laws were subsequently
passed entitling the aged of limited means—
those too old to qualify for a regular pension—to
receive allowances equal to the supplementary
pensions then being paid from public funds.
Under 1957 revisions of the National Pensions
Act, a flat-rate basic pension was granted to all
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residents, plus the assistance benefit based on the
means test.

In France, also, the means-tested benefits were
granted after the system was well underway and
in response to need. The present system started
in 1930, and the benefit for aged workers was in-
troduced In 1941, when it became evident that
many of the elderly could not earn a regular
pension. In Switzerland, more than half the
means-tested benefits are transitional.

Incomplete Careers

A second phenomenon that has led to low pen-
sions or none at all is the incomplete or “mixed”
carcer of persons who may have worked all of
their lives but have had only sporadic coverage.
Social security coverage of the entire population,
even in the advanced West European countries,
is a relatively recent development. Such segments
of the labor force as the self-employed and farm-
ers may have been included only in recent years.
Either special funds were established for such
groups or they were newly incorporated into the
regular social security system. They did not, of
course, have a previous record of contributions.
In either case, a full pension could not be earned
for many years, and the result was that the older
persons could not gain adequate security through
the new arrangement.

Other workers who were middle-aged when a
major revision of the social security system oc-
curred may also have incomplete careers. Com-
putable contributions for new groups usually
start at the time of the revision. Full maturity
and full benefits may be deferred for as long as
45 years. Even if these workers still had 10 or 15
working years left, they might be able to acquire
eligibility for only a minimum benefit or none at
all.

Others who might be classified as having in-
complete careers are persons with long periods of
unemployment, early retirees, the disabled, per-
sons who felt they could not keep on working
but did not meet the definition of disability in
the law, housewives leaving the labor force be-
fore retirement age, and, possibly in one or two
of the countries, workers who lost coverage be-
cause of war. The normal benefit formula does
not take into account such curtailed work rec-
ords.



Widows form another substantial group of
pensioners who may not meet the technical re-
quirements for a full pension. In France the hus-
bands of an estimated 1.2 million widows had
been covered under the general social security
system, but less than one-third of these widows
receive survivor benefits. In all of the countries,
the benefit for the survivor is normally some
fraction of the primary pension amount. Even if
the worker had always received good earnings,
the benefit that his widow receives may be small.
The data available indicate that widows are
among the main recipients of means-tested bene-
fits.

For those with a “mixed” career—that is, with
some coverage under more than one system—the
carry-over of rights from one social security
fund to another was not possible in the past. To
some extent, this situation still exists.

Economic Factors

General economic or industrial trends beyond
an individual’s control have been responsible for
inflating the rolls of those who need supplemen-
tation of their income. The influence exerted on
the retirement plans of the aged by a decline in
the economic sector has been felt particularly in
agriculture, mining, and self-employment. Social
security provisions for the self-employed, for ex-
ample, are of relatively recent origin in some
countries. A full benefit may thus not be avail-
able to this group for many years. Those ap-
proaching retirement or already retired may be
eligible for only a means-tested benefit, where
such a benefit is available.

The small entrepreneur who is retired or about
to retire under these programs has been at a par-
ticular disadvantage in many ways. Tradition-
ally, he has been a small farmer, the owner of a
little village store, or an artisan or craftsman on a
small scale. His field of activity has been rapidly
declining in recent years. If he gives up his busi-
ness to work in a factory, he can qualify for a
pension only on the basis of an incomplete or
mixed career—unless he is very young—since he
will probably not be able to make contributions
under the program for the 3045 years required.
Such persons have gone from being among the
most prosperous in their community to depend-
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ence on means-tested benefits or, in their absence,
on public assistance.

umauon 1S aﬁ()ﬂlel‘ é(‘:(‘)n()mlc IaCDOI' EH&E must
be considered in identifying the groups depend-
ent on means-tested benefits. Although the coun-
tries studied have advanced systems of adjust-
ment of wages and pensions, these systems are
relatively new. For the older members of society,
they came too late. Earnings histories that go
back beyond 20-25 years are virtually meaning-
less because of inflation and productivity rises
over the years. In the countries where earnings
and contribution records do count over a long
period, some device for assessing them had to be
developed.

FINANCING AND COST OF PROGRAMS

The means-tested benefits are financed from
general revenue in Austria and Belgium. The
Finnish assistance pensions, Swiss transitional
benefits, and the French solidarity benefits are
financed from employer-employee contributions
with some Government subsidy, primarily to
make up any deficits. The Swiss complementary
benefit is financed by the Cantons with Federal
subsidy. The Finnish benefits are also financed in
part by the administrative districts.

Earmarked taxes, in addition to general reve-
nues, have been used by some of the countries. In
France, for example, the National Solidarity
Fund, when it was created in 1956, was financed
from taxes on income, corporate profits, and
motor vehicles; in 1958, the general social secu-
rity system was assigned the financing of the
benefits from its regular sources of income; after
1967, the Government began to make contribu-
tions covering 10-15 percent of the cost of cer-
tain special benefits, In Switzerland, the transi-
tional benefits, like the regular social security
benefits, are financed in part by a tax on tobacco
and alcoholic beverages.

In Finland and Switzerland, “state” govern-
ments play an important role. The Finnish ad-
ministrative districts contribute toward specific
benefits. In 1970 they financed 19 percent of the

4 Based on discussions with J. Mertens of the Secre-
tariat General in the Belgian Ministére de la Prévoyance
Sociale. See J. Mertens, “Les ressources des personnes
agées en Belgique,” Revue Belge de Récurité Sociale,
April 1971, pages 749-800.
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TasLe 4—Total expenditures for old-age pensions and for means-tested benefits, five countries, 1964-69
[Amounts shown in basic national currency unit (see note, table 2)]

Country 1964 1965 1966 1967 1968 1068
Austria
Old-age pensions, total smount (In bilHONS) .« .o cn o amimeiccvecmeccecceacaan 13.7 15.3 17.6 19,9 21.9 24.2
Means-tested benefits
Amount {In billions). .. ....coceueun- 1.20 1.23 1.38 15 1.63 1,73
B lPereent of 01d-8g8 PeNSIONY. o oeamrm s s ce e mmasmaomaoammaee 88 80 7.8 7.9 7.4 7.1
elglum
Old-age pensions, total smount (I bIIHONS) ... uennevcmnrceacecaccasnannnn 14.5 156 197 21.3 255 28.6
Guaranteed jncome benefits
Amount (In billoNS) .. . oo cacciccaicnaccccaecmesncnasaneencm—am———— .763 .894 958 834 1.600 1.375
- lI-“erdcent of old-age pensions..... _— 5.3 5.8 4.8 4.38 6.3 4,08
nlan
Qld-age pensions,! total amount {in milloN8) . ..o enceercccrceevmcaenone 43,2 514.4 661.8 749.4 822.3 868.3
Means-tested benefits
Amount (n MIUORS) . vt ccvcc e eevcnereenancneennmcreamrmam—eme————— 227 308.4 390.5 446 4 487.3 517.6
F Percent of 0ld-8g2 PONSIONS. ... cvccenccecracorecnecacmareareanaam———ae———- 61.5 60.0 59.0 59 6 59.3 59.6
rance*
Pensions, total amount (In billions). 53 6.2 7.2 8.1 9.1 10.3
Means-tested benefits
Amount (in bIHoNS) et ccccme e am o a e 1.34 1.45 1.60 1.85 1.40 1.62
Percent of PensiONS. ... ... .ocovecemccecmcmcccamacmrccnvanaenarammamaana—aa 25.0 230 22.0 20.0 17.0 16.0
Switzerland- '
0ld-age survivors’ genslons, totsl amount (in blllions). . ...ccuencmcececcnaee 718 1 588 1.857 1.871 1.968 2.748
Means-tested beneflits
Amount (in billions)......... - 154 .190 .292 308 356 396
Percent of old-age survivors’ pensions. « e oo accmmacccmncnccnnnane 21.4 12,0 17.6 21.3 18,1 14.4

! GQeneral systems.

assistance pensions and 50 percent of the housing
allowances. Each district’s share is determined on
the basis of the total amount of assistance paid
to resident pensioners and on the financial status
of the district and is paid at a rate that ranges
from 7.5 percent to 32.6 percent of the total as-
sistance costs. In Switzerland, the Cantons ad-
minister the complementary benefits and receive
a national subsidy of 30-70 percent, according
to their financial ability to meet the cost of the
means-tested benefits.

The overall cost of the programs in 1964-69
for each of the five countries is shown in table 4,
as well as the proportion of the total costs of
old-age pensions that expenditures for the
means-tested benefits represented. The data indi-
cate a wide range in the relative position of these
benefits—from Finland, where well over half (60
percent in 1969) of all expenditures for old-age
pensions and allowances were in the form of
means-tested benefits, to Belgium, where these
benefits represented only 5 percent of the total.

Three of the countries—Austria, France, and
Switzerland—show a decline in the relative
amount of money spent on means-tested benefits.
The Finnish relationship is held constant, and
the Belgian guaranteed income program is too
recent in origin to permit an analysis of trends.
In Austria and France, the decline appears to re-
flect primarily a drop in the number of recipi-
ents. The Swiss pattern is unclear because of the
institution of new programs and the sizable pe-
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riodic adjustments that have been made in bene-
fit rates.

CONCLUSION

Did the countries deliberately set out to reduce
the need for means-tested benefits and did their
specific measures succeed ? The answer is no, ex-
cept in Switzerland. The main reason for the de-
cline has not been government policy but rather
the gradual shrinking in the size of the “transi-
tional” group—those recipients who were already
retired or approaching retirement age when the
means-tested system was inaugurated.

In some of the countries, the relative increase
in regular social security old-age benefits as the
systems mature has also had the effect of reduc-
ing the number of aged who need assistance. The
key factor in Switzerland has been the raising of
the minimum pension according to a schedule
that will, by 1975, make it four times the 1969
figure—a move intended to reduce the need for
supplemental benefits. Although in these coun-
tries there is currently little or no discussion
about the fate of persons in the transitional
group, in the future they would presumably be
included under the guaranteed income provisions.

Problems

The difficulties of administration must also be
considered in examining the operation of the
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means-tested systems. Over the years, various un-
connected programs have been created to fill spe-
cific gaps. As a result, many are ad hoc increases
that lack coherence. The process of “incremen-
talization” that characterizes such programs in
these and other countries may be described as fol-
lows:

—The country decides to reorganize (or in the case
of Switzerland after World War II, to organize) its
old-age and survivor insurance program because of
the pressures of inflation, awareness of social needs,
and new standards of adequacy.

—It is evident immediately, however, that retired
persons, their survivors, or those nearing retirement
cannot meet the qualifying conditions of the new ar-
rangement and cannot benefit from the improve-
ments, Even under the so-called universal systems,
many persons who are retired or near retirement
age do not initially qualify for the flat benefit, since
some years of coverage may be required.

—An “interim” means-tested benefit may be set up
to help these individuals and often their dependents
and survivors. This benefit, instead of being tempo-
rary or transitional, continues to be paid to substan-
tial numbers of persons for many decades.

—It becomes apparent that many more workers will
never be able to contribute for the number of years
required to earn a full old-age pension. In some in-
stances, even a minimum pension cannot be earned
for at least 10 years after the reorganization. A sec-
ond means-tested benefit is therefore created to help
this category—the solidarity benefit in France, for
example, and the complementary benefit in Switzer-
land.

—FEventually, other disadvantaged classes appear
—particularly dependents and survivors—and a
third kind of means-tested benefit may be estab-
lished for them.

-—Special arrangements may be made for individual
groups, such as the single women’s benefit in Fin-
land or a catchall intended for “all others,” hke the
“special allocation” in France. Where one benefit is
not sufficient, two or more may be granted to the
same individuals,

The existence of separate means tests for each
category, primarily as a consequence of the his-
torical process, has complicated the administra-
tion of these multiple programs. In time, the
system extended coverage to all the elderly, and
there was no longer a reason for the multiplicity.
In fact, several of the countries studied are
drifting toward that kind of solution. They have
extended coverage to all needy pensioners or to
all persons in need, thus eliminating some of the
administrative burdens.

Despite the measures intended to improve pro-
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grams over the years, all these countries feel that
the level of their means-tested benefits is too low
but that any sizable or rapid improvement would
simply cost too much. In adjusting the level of
the means-tested benefits—either by legislative
action or by use of a price or wage index—the
countries have debated what rate of growth is
desirable and financially feasible. They had to
decide whether to maintain the relative level of
already inadequate benefits or to raise the level
more rapidly than the increase in prices (or
wages) in order to improve the lot of the recipi-
ents.

Solutions

No adequate solution to these problems has
been found, but three of the countries have either
undertaken or studied approaches to (1) simplify
the systems, (2) raise regular old-age benefits to
a level that would eliminate much of the need
for assistance, or (3) try a variety of changes.

Simplification.—The guaranteed minimum
benefit adopted in Belgium has the advantage of
simplicity, but the benefits are extremely low.
That country hopes, at some future time, to
make these benefits large enough to assure at
least a subsistence level for an elderly individual
or couple. The Swiss have also taken a step to-
ward simplification by granting very -elderly
pensioners both of its means-tésted benefits in
what amounts to a guaranteed minimum stand-
ard income.

Improvement of old-age benefits—In coping
with the problem of improving the established
pension, the Swiss were willing to consider a sig-
nificant change in the basic philosophy of their
social security system. Swiss social security, like
that of the United States but unlike that of
other European countries, was originally de-
signed to provide a base of protection only, not
to be adequate by itself. This policy led to a need
for supplementary means-tested allowances for
the needy aged. A growing feeling that too many
people required this supplementation and that
the provision of a base of protection no longer
meets today’s needs led to a policy of raising
both the minimum and maximum pensions faster
than wages. In addition, company plans were
made compulsory, as a supplement to the regular

(Continued on page 24)
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TABLE M-2.—Public income-maintenance programs: Hospital and medical care payments, 1940-73

{In millions]
OASDHI (health ingurance)! Other programs
Perlod Total Hospital Medical T ‘Workmen' Publi
osp! 'emporary orkmen's ublic
Total insurance 3 | insurance Veterans | gieability s jcompensationd| assistance $
1940 $165 $70 $05 |meccceaccane
1045 222 97 128 Jeeccaccecanee
1950 832 573 200 $52
1955 1,265 688 325 232
1060, 1,846 41 435 522
1061 2,003 800 46 460 888
1062 2,406 940 46 445 925
1063 2,611 o971 50 525 1,085
1064 2,800 1,019 51 565 1,258
1065, 3,204 1,072 52 600 1,480
1066, 4,808 $1,019 $391 $128 1,137 54 880 2,008
1967 9,854 4,549 3,353 1,197 1,328 53 750 2,873
1968 12,107 5,607 4,178 1,518 1,420 85 830 4,008
1960 13,837 6,608 4,739 1, 1,578 59 920 4,881
1970 15,574 7,000 5,124 1,975 1,793 66 1,040 5,576
1971 18,064 7,868 5,751 2,117 2,087 71 1,150 6,888
1972 20,779 8,043 6,319 2, 2,400 5 1,280 8,372
1972

August. 605 440 166 214 751
September. 889 648 243 200 11

October. 817 597 220 211
November. 742 538 204 211 719

m 708 609 190 204

1073

Jan 81 579 203 229 706
February. 7 526 101 201 710
March 639 213 219 773
ﬁ{ —ea 80 573 207 208 761

ay. 827 613 214 220
June 826 618 208 224 787
July. 744 553 191 231 737
August... U I 820 585 234 216 805

1 Benefit exPendltures from the Federal hoapltal Insurance and supple-
mentary medical insurance trust funds as reported by the U.8 Treasury.

2 Excludes payments by Rallroad Retirement Koard for beneficiaries
in Canadian ho?ltals.

$ Benefits in California and New York (from 1950), including payments
under private plans Monthly data not available.

4 Benefits under Federal workmen'’s compensation laws and under Btate

laws pald by private insurance carriers, State funds, and self-Insurers. Be-
gltgnmg 1959, includes data for Alaska and Hawail. Monthly data not avail-
able
# Federal matching for medical vendor payments under public assistance
began October 1950.

€ Data not avallable.

Source U.8. Treasury and unpublished data from sdministrative agencies,

FOREIGN SSI PROGRAMS
(Continued from page 12)

social security pension, with the aim that eventu-
ally the two pensions together would reach 60
percent of final earnings.®

Remedial changes in general program—The
French Sixth Plan, drawn up as a blueprint for
guiding social and economic progress over a pe-
riod of 5 years (1971-75), proposes a series of
remedial measures to help the elderly needy by:
(1) Indexing the minimum benefits, (2) creating
a new housing benefit for aged persons, (8) in-

5 See the Social Security Bulletin, October 1973, pages
4647, and April 1972, pages 24-26.

creasing benefits for widows, (4) changing the
old-age pension formula to provide for higher
old-age benefits, and (5) relaxing the require-
ment for a disability pension.

A DIFFERENT MIX of countries and/or sys-
tems might bring out other approaches to aiding
the needy elderly. The present sampling, in sum,
has indicated a historic trend away from reliance
on local assistance programs, which at one time
had been the only resources, toward the establish-
ment of a general program for all-—as a matter of
right—on a means-tested basis.
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