Social Security Abroad

Social Security Funding Practices 1n
Selected Countries*

Recent discussions regarding the size of the
social security trust fund in the Umnited States
have triggered a number of inquiries with respect
to funding practices 1 other Western countries
The general belief 1s that the practice of aceu-

mulating large funds to safeguard or stabilize the .

social security system 18 quite common In fact,
however, few countries follow this practice The
programs with sizable reserves are, for the most
part, relatively new and will not pay full benefits
for some time When full benefits are eventually
pald, the funds are expected to dwindle

Most countries base their social security pro-

_grams on pay-as-you-go financing The long-time

practice of accumulating sizable capital funds
largely disappeared in the post-World War 1I
period as a result of inflation In the newer social
security systems, the pay-as-you-go approach ap-
pears to require only modest contribution rates
to cover the small number of retirees inmitially
recerving benefits To avoid subsequent frequent
increases as the number of beneficiaries grow,
however, contribution rates are 1nitially set higher
than needed As a result, funds are built up m
the early stages of the program, while pensioners
are few and benefits low, with a subsequent de-
cline as benefits overtake contributions

Funding practices 1n Austria, Canada, Finland,
France, Germany, Norway, Sweden, Switzerland,
the Unmited Kingdom, and the United States are
presented here in some detaill For easy compari-
son, the development of each country’s fund m
terms of size 1n relation to expenditures 15 shown
1o tabular form when appropriate Some of the
programs are relatively new and will not pay
full benefits for some time Canada (1965), Fin-
land (1961), Norway (1966), Sweden (1962)—
all earnings-related programs—and Switzerland
(1948)

By far the largest fund 1s bemng created in
Sweden for the earmings-related pension program

* Prepared by Leif Haanes-Olsen, Office of Research
and Statistlcs, Comparative Studies Staff
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In 1975, 1t was more than 21 times total benefit
payments Emphasis 18 being placed on 1its rate
as a source of investment, however, rather than
on 1its pension-funding potential

AUSTRIA

Austria uses a pay-as-you-go funding system.
Employee and employer contributions (at 875
percent of wages and 85 percent of salaries
each) provide the main source of revenue for the
old-age, mnvahdity, and survivor program, with
any deficit covered by the Government A “sup-
port fund” for the health msurance system 1s
limited to 5 percent of contributions A stmlar
fund for accident msurance 18 limited to 2 percent
of contributions

CANADA

The Canadian social security program 1llus-
trates the bwildup of funds that often takes
place during the early stages of a program In
the Canada Pension Plan—the earnings-related
portion of the Canadian social security program—
the relatively modest amounts pard out since the
program’s inception m 1964 had resulted in a
buildup of funds of more than $8 billhon (Cana-
dian) by 1975, or about 19 years’ payments at
the current rate of expenditures

Table 1 reflects the year-to-year growth of
the balance 1n the Canada Pension Plan account,
as well as the increasing expenditures, through
fiscal year 1975 Contributions and benefits are
projected to become equal by 1982, however, with
the fund disappearing 1n the early part of the
next century

&

Employers and employees contribute to the
program 1n equal proportions—18 percent each
of annual earnings from $700 (Canadian) to
$7,400 (Canadian) !

FINLAND

The Finmsh old-age, invalidity, and survivor
program has a basic pension as well as an employ-
ment-related component The basic program 1s
based on the pay-as-you-go princitple Contin-
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Tapre 1 —Canada Status of Penmon Plan Fund, 1966-75
[In millions of Canadian dollars, U8 $1 aqualed Can $1 01, 83 of Dec 31, 1975]

Bize of fund

Year ending March 31 at end of [Expenditures
Yesr

1966 - . - .. . . . - 89 6
1967 — - = - - - - - 84t 8
1988 ... . - c e s mea e e 1,853 13
1969 - e - e 2,108 a0
1970 _ . .- . - 2 932 85
197 . ... - - - - - 3,844 109
1972 . - .. . 4,779 187

1973 . . - - - - - - - & 793

94 . . . . ... . _ 6,934
Lo/ . . . 8 262 430

Bource Canada Pension Plan, Sfatisticel Bulletin, varlous 1ssues

gency funds are built up only to the extent
necessary for mamtaming hquidity Insured per-
sons and employers are the mam sources of
revenue Employers contribute a percentage of
payroll according to a unique system of capital
Intensity, as expressed in the annual deprecia-
tion of capital used in the production process
From 4 3 percent of payroll to 55 percent, de-
pending on the amount of depreciation of capital
assets Employee contributions are 2 25 percent of
mcome subjeet to mumicipal tax

The employment-related program 1s financed
from employer contributions exclusively 79
percent of payroll mn enterprises with fewer than
50 employees; mm larger enterprises, according
to the age of the individual employee In 1972,
slightly more than half the premiums collected
were pald back i benefits The employer may
automatically borrow back his contribution to
the fund (at 7-percent mterest) ; in which case,
the premiums i practice are paid in nsured
promissory notes Smce not all employers take
advantage of this option, the remaming funds
may be made available as investment loans (at
934-10 percent 1n 1973-74) or nvested mn bonds
(utihties, housmg, ete )

Table 2 shows the growth of the fund during
the 11-year period endmng in 1972 It 18 worth
noting that the relative size of the fund has
been reduced by one-half m the 4-year period
1968-72 and the coverage cut from 16 years of
paid-out benefits to 8 years

FRANCE

An employer tax (725 percent of payroll)
provides the main source of income for the old-
age and survivors mnsurance programs, with the
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TaBLE 2 —Finland Status of Employment Pension Program
Reserve, 1062-72

[In mililons of merkkas, UB §1 equaled 8.87 markkas, as of Dec 381, 1975]

8ize of 1o~
Year serve st end |Expenditures
of year
1962 ___ - e - - - . - P81 .. e oem
1963 . f e e o e a e e 339 3
1964 - —— - —— - .- 765 13
1085 . . e - = e P 1112 29
1966 _ . C e e e e e e e 1,441 [
1967 . e e e we mm e m e 1,796 5]
1968 - - - e ee e 2 196 140
1969 _ .. e e et e = - 2,621 210
1970 _ - - e am - - — - 3,185 287
bt i fa v e e momr e wmoaa 3,845 407
972 . - e e rme e e e - 4,667 593

Source Bank of Finland, Secial Fraurance in Finland, 1974

msured contributing at a lower rate {3 percent
of earmings) The system 13 basically pay-as-
you-go, with a relatively small contingency fund
(table 3)

There has not been a general revenue contri-
bution per se, but taxes on alecohol, tobacco,
and automobile msurance have been used to make
up deficits 1 related health care and other pro-
grams It 1s also the custom in France to transfer
funds from one program to another within the
general social security system, according to need
In 1974, for example, a reported 15 percent of
contributions to the family allowance program
(» major program 1n France) was transferred
to the old-age program Such transfers contribute
to maintenance of a contingency fund generally
sufficient to cover expenditures for 2-4 months
and to the stability of the program

In table 3, the contingency fund 1s shown to be
increasing or decreasing according to whether
the old-age program is running a surplus or
deficit The 1974 surplus of 26 billion franes
18 related to the transfer from the family allow-
ances program, mentioned above Data for total
expenditures on the old-age and survivors msur-

TaBLE 3 —France Status of old-age and survivor mmsurance
fund, 1972-76

[In millions of francs, US $1 equaled 4 44 francs, as of Dec 81, 1975)

Bize of fund at end of year
Year

Contlngency |OABI annual

fund balance halance
1972 -l .. .. - . memas s e 1,483 . .. . -
1973 .. . . - ce e e e e oema 513 =950
1974 . e e e e s . .. 3 078 2,563
75 . . . - er v emem w e = 4,739 1 663
1976, .. .. fme o e . 4,165 — 573

Bource Linisons Sociales, Documents No 88/78, November §, 1975, Paris



ance programs are difficult to obtain but appear
to have amounted to about 24 hllion francs for
the general system

GERMANY (FEDERAL REPUBLIC)

The payroll tax provides the main source of
income in the pension system of the Federal
Republic of Germany with employers contrib-
uting 9 percent of payroll and the insured 9
percent of earnings Historically, the system had
attempted to maintan a reserve fund, and until
1957 statutory regulations called for a fully
funded pension program with accumulated re-
serves large enough for capital accumulation to
cover pension expenditures Economic conditions
prevented compliance for long periods of time,
however The reserve was wiped out by inflation
m 1923, and by currency reform in 1948

With the introduction of the pension reforms
m 1957, a new process was begun whereby, over
10-year periods, reserves accumulated year by
year would equal expenditures during the last
year of the period A long-term balance i inflow
and outgo was to be maimntained Because of an
increasing number of pensioners m relation to
contributors, subsequent (1967) legislation pro-
vided for successive increases m the combined
employer-employee contribution rates To 14 per-
cent 1n 1967, 15 percent in 1968, 16 percent mn
1969, and 17 percent 1in 1970

With the unfavorable age pattern expected to
peak during the 1976-80 period, the procedures
for covermg pension fund expenses were agam
changed 1 1969 It was decided to maintain the
reserves at approximately the level at that time,
mstead of building them up i 10-year phases
As a result, the function of the fund was basically
downgraded to cover only 3 months’ expenditures,
down from a previous full year’s coverage The
contribution rate was fixed for the period up to
1985, mecluding an increase to 18 percent from
1973 on, with provision for rate inereases under
certamn circumstances KFach year, financial fore-
casts are made for the 15 subsequent years, pro-
viding a more rapid evaluation of the pension
reserves ! If, according to these forecasts, reserves

! Separate funds are maintained for manual and non-
manual workers Data here reflect the combination of
the two, as shown In German statistics
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are too small to cover 3 months’ expenditures for
3 consecutive years, the rate of contribution may
be changed to increase the reserves accordingly

Thus, the fund has been reduced to the status
of a contingency fund An example of the fore-
castmg method used, covering the years 1972
through 1987, 13 shown in table 4 The size of
the fund 1s predicted here to dip below the 3-
month mark only once (2 9 months in 1985), with
the need for an increase 1n the contribution rate
thus eliminated If, on the other hand, this con-
dition had been mamtained for 8 consecutive
years during the 15-year timespan, present rules
would have demanded a rate increase

The current monitoring system rests on and
reflects the economic conditions in the country
m the year of the forecast, and the results of the
forecasts have therefore varied substantially from
one year to the next

NORWAY

The Norwegian social security system 1s based
on the pay-as-you-go principle Employers pro-
vide most of the financing by contributing at
approximately twice the rate for the msured per-
son (17 percent of income, compared with 89
percent), with relatively minor support from
national and local governments (each 225 per-
cent of mcome) In contrast to most other coun-

TaBLE 4 —Federal Republic of Germany Status of old-age,

mvalhdity, and survivor msurance fund and number of
months of ecoverage, 1972871

8ize of fund

8t end of year| Months of

Year {in millions coverage
of deutsche
marks ¥

972, . . .. . e e .- M0 91
1993 . . .. .. . . . . 400 98
1974 . . . : 438 91
1975 cr e = e me aa . - - 45 3 84
1976 .. . . 4 e e ae - . - 4 7 74
1077 . . - - - . - 4268 64
78 _ - . cl i e e . . e 39 8 . 3]
1979 | . - - - - 348 +7
1080 . . - - - o= . e - M6 42
1081 _ . . - - e e 83 3 38
982 . . R R 325 35
1983 _ | - - - . . . 316 32
1984 . . - . . 314 80
1985 __ - - - . . .. 28 214
1986 e e P - R 35 2 30
1987__ - - - . . . . 396 32

1 For manual and nonmantial workers Data profected

1UB $1 equated 2 81 DM, a3 of Dec 31, 1975

Bource Bericht der Bundesregierung @iber die gesetzlichen Rentenversi-
cherungen Rentenanpassungsbericht 1878  Deutscher Bundestag, 7
‘Wahlperiode, Drucksache 7/88, Jan 31, 1973
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tries, where the rate of contmbution to each
mdividual program has been earmarked, only
one contribution 1s made and the collected funds
are subsequently distributed to the individual
programs The reason for this procedure 1s that,
since 1970, the Norweglan social security system
has 1ncorporated work mmjury and unemployment
msurance programs, as well as the usual old-age,
mvalidity, sarvivor, and health nsurance (Chil-
dren’s sllowances are financed from general rev-
enue funds exclusively and are regarded as a
Government subsidy )

Collected revenues not used for benefits and
admmistrative costs are transferred to & national
insurance fund whose primary function 1s to
mamtam hqmdity In the 4-year period 1970-74,
as shown m table 5, the fund bad increased 250
percent ‘To some extent, this growth reflects the
ncreasing costs of the social security system,
although the coverage provided by the fund had
risen from 4 months of total outlays in 1970 to
more than 7 months in 1973

SWEDEN

The Swedish old-age, mvahdity, and survivor
msurance program conswists of a basic pension,
available to residents, and an earnings-related
pension introduced 1 1960 and financed entirely
by employers In anticipation of heavy outlays
when the latter matures in 1990, high initial
contribution rates have resulted in the planned
accumulation of a large fund Projections indicate
that 1t will reach more than 100 billion kronor—
or approximately 25-30 percent of the gross
national product—in 1976

This fund 1s now the major source of capital
formation 1 Sweden For admimstrative pur-
poses 1t 18 divided into three parts, each admin-
wstered by a board, according to source of contri-
butron—employer, Government, and the employee
and self-employed

The role of the employer as a contributor has
been steadily increasmmg and, as a group, em-
ployers are the major source of finaneing for
the social security system They currently con-
tribute to the old-age, mvalidity, and survivor
Insurance program at the rate of about 14 5 per-
cent of payroll In addition, they contribute
about 8 percent toward health, work injury, and
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TasLE 5 —Norway Status of National Insurance Fund,
196774

[In billions of kroner, US $1 equaled 5,54 kroner, aa of Dec 81, 1975)

Bize of Expenditures
Year fund at for social
at end Insurance
of yenr 2 program ?
20 @
28 78
26 ®
38 93
51 107
64 118
1973 .. .. - . s & wamm amm mes o == 88 14 4
19740 & ciee & o i ccs meen mse eema e us *

¢ 1 Il))gtn] gﬁm Trygdekontorenes Landsforening, Sveial Trypd No 8/9, Bep-
ambet

) Data from the Statistical Yearbook of Norway, varions issues and from
National Insurance Institution, Sotizl Inturance in Norwray (vatious isgues)
and The Notwnal Insurance Scheme—en outline, 1972

! Data not availabie

unemployment msurance combined The employ-
ee's participation 1s limited to a small contribu-
tion to the union-related unemployment insurance
program The Government still contributes sub-
stantially to certain social security programs,
notably health insurance (about 25 percent of
the cost of the program), children’s allowances
(entire cost), and unemployment (entire cost of
labor-market support program).

Table 6 shows the rapid increase in the size
of the national pension fund (the ATP fund}), as
projected through 1979 In terms of the growing
expenditures 1n the earnings-related program,

Tapre 6-—Sweden Status of National Penmon Fund,
1974-791

[In billlons of krenor, UB $1 equaled 4 40 kronor, a8 of Dec 31, 1975)

Bize of fund
Year at end of Beneflt
year payments

bt et

SEART|AR
WNOWrelJda DOORID-ION O

mewm s w mEk ® 4 wamE  wmasdw

ot Bt
00 o O S o B0 03 43 bt 1
HNODTH RO -IE ®E eI

o
<3}

1979

g
-

1 Data for 197419 projected

% Legs than 01 billion kronor

Bouree Natlons] S8ocial Insurance Board, The Swedish National surance
Scheme (9th ed ), Social Farstkrng, Nos 8/1972 and 1/1973, OECD Observer
April 1968, International Monetary Fund, Iuternational Financiel News Sur-

vey, No 6, Feb 17, 1971, Bwedish Employer Association, Arbetsgivaren, No
10, Mar 14, 1974
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however, the fund has been dechining In 1970,
for example, the fund was 32 times the size of
annual expenditures By 1975, its size had de-
creased to equal 22 years of expenditures and,
according to the projected figures, will have
dropped to 18 years' expenditures by 1979 Thus,
over a 10-year period, the relative size of the
fund will have declmed by almost one-half

SWITZERLAND

The Swiss social security system maintamns a
central equahization fund, which 1s a contingency
fund designed to absorb fluctuations in income
and outgo and assure the stability of the system
Employees and employers—each contributing 4 2
percent of earnings and payroll, respectively, for
the old-age pension and 035 percent for the in-
validity pension—provide most of the financing,
with national and eantonal governments under-
wrniting a smaller proportion of the cost (20 per-
cent for old-age, 50 percent for invalidity) As
the contribution from public authorities has not
been used fully every year, the excess (plus the
mterest accrued) has been used to keep up the
reserve fund

Substantial mereases m pensions have caused
expenditures to rise at a much faster rate than
the fund itself In table 7, the relative decline
in the size of the fund follows the pattern ob-
served 1n other countries In the 10-year period
1966-75, for example, the coverage of the fund

TapLe 7 —8witzerland Status of Central Equalization
Fund, selected years, 1948-75

{In viltiens of francs, US $1 equsaled 2 87 Bw francs, as of Dec 31, 1975}

8ize of fund
Year at end of |Expenditures
year
148 . . - P . - - - . 05 01
1960 _ . [, - .- 14 2
1058 | . e e e e e e - 38 4
1860 ., | - o an e em . - PR, - 56 7
1965 .. . - - . e e e m = 72 17
1966 _ o ... . . L . . - - - T4 17
wer. . .. .. . e ema me o= - 77 20
1968 .. __ . e e e e e e . 19 21
1968 . . . ... ... .- - . 51 29
1997 - o . . -l el o 4 .- . a5 30
1971 o ol e i i e o 4 ee e aew - 91 34
1972 .0 __ . e e em e e = e ea 97 88
1978 ve o0 & ee i e e - . e e 10 4 68
1974 - cem e wme e e oam - 108 T4
197518 ... e e e mmm mma mae 103 87
1 Estimatad

Bource Office Fédéral des Assurances Sociales, AVS, AI, APG—Rappori
Annuel, 1973, p 87
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Tanre 8 —Umted Kingdom Status of the National Insur-
ance (Reserve) Fund, selected years, 1948-71

{In billiona of pounds, TS $1 equaled £0 49, as of Dec 31, 1975]

Bize of fund
Year at end of |Expenditutes
year !

1948 _ e aee va = . 08 03
1962 .. - - - - 3 5
1963 . e e e mm o~ oa - . - - 11 ]
1986 . . . .. = m em = R 11 6
1966 .. . _ . - P 12 T
1968 .. . . . . e 4 ae e mw 12 21
1969.__ e e am e s . - ] 23
1870 _ - [, e e = ] 25
W, - - . e e e e e w aw 8 248

1 Fund ramalned unchanged during 1948-52, 1953585, and 195668

Source Department ¢f Health and Soclal Becurlty, Annual Repors, 1970,
P 360, and 1971, p 356

1 terms of current expenditures has decreased
from 4 years and 5 months to 1 year and 2 months
According to current estimates, this relationship
will continue to deteriorate as the fund becomes
progressively smaller after peaking m 1974, while
expenditures continue to i1ncrease

UNITED KINGDOM

The United Kingdom approach to social secu-
rity financing 18 basically pay-as-you-go The
system mamtams a national immsurance (reserve)
fund whose resources are applied to the whole
range of social security programs health, work
mjury, unemployment, as well as old-age, m-
validity, and survivor mnsurance The fund 1s
relatively small, however, and has been steadily
declining 1n terms of current benefit payments
The custom of keeping the fund at certain levels
for extended periods i the face of increasing
expenditures accounts for the declime Thus, at
the beginning of the program 1n 1948, the fund
was sufficient for the payment of benefits for 2
years and 8 months By 1971 (the latest year for
which data are available), that period had been
reduced to 4 months With improved benefit pay-
ments, the relative size of the fund 1s probably
still lower today

The size of the fund and the amount of ex-
penditures over a period of time are outhned in
table 8 Contributions by employees and em-
ployers cover about three-fourths of the costs of
old-age, invalidity, and survivor pensions, and
Government contributions cover the remamder,
The National Health Service carries about 83
percent of health care costs
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UNITED STATES

Separate trust funds are mamtained for old-
age and survivors mnsurance {OQASI), disability
imsurance, hospital insurance, and supplementary
medical msurance The entire system has been
mcreasmgly financed on a pay-as-you-go basis,
and the trust funds are therefore essentially
contingency funds, designed to ensure the smooth
operation of the social security system Table 9
reflects the operations of the old-age and survivors
msurance trust fund only

As 18 common 1n maturing social security sys-
tems, the rate of mcrease 1n the fund has fallen
behind the growth in expenditures Thus, the
coverage provided by the fund m terms of cur-
rent expenditures dropped from 1 year and 11
months m 1960 to 1 year and 2 months mn 1970
and had declmed to about 8 months’ expenditures
by 1975 Nevertheless, the fund itself had been
growing during the 1970’s The recent discus-
sions regarding the state of the social security
system are based on projections of the employee/
beneficiary numerical relatronship and on the
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TasLE 0 —Umted States Status of old-age and survivors
msurance trust fund, selected years, 1940-75

[In billions]
8ize of fund
Expendi-
Year at end of
yoor turest

1M .. . i s i o e ee em e . 17 [

1045 - - - - - 68 $03
1950 _ - i e e ea ea == 129 8
1955 . . R _—— - - = - - - 211 44
1960 . e e mm = a em = aa 208 111
1966 . e e e me e e e e e ae 20 2 a0
WO, . o eee = . . - es - 3z 6 273
97, & o« ae k4 e e = e o e e 43 a3
W2 . L. . .. - e wwoa 36 4 L)
1973 R - ., a6 4 43 @
1974, . . . - s e e e os omem s em avre 49 8
1975, . 4 = s sk ma r omeow owme = 890 57

L Cash benefit payments, rehahilitation services for disabled, transfers
to raflroad retirement account, plus net admindstrative expenses
¥ Less than $50,000,000

Boures Socinl Security Bulletin, January 1976, page 50

levels of mcome and employment, among others
Old-age, survivor, and disability cash benefits
are financed equally from employee and employer
contributions, each currently at the rate of 495
percent of earnings and payroll, respectively
The Federal Government finances the special
monthly benefits to those aged 72 or older
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