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Social security systems worldwide are encountering financial problems of increasing magnitude,
which prompt frequent and growing criticism that calls into question the very legitimacy of social
security itself. Social security is often accused of:

C encroaching on liberty by generally forcing individuals to insure themselves without
leaving them free to choose their insurer: they are hence not regarded as responsible
adults, but as children;

C weakening the sense of responsibility of beneficiaries, anaesthetising them, over-protecting
them and encouraging a mentality of dependency on assistance;

C being bureaucratic and poorly managed because it does not face market competition: as
social security authorities do not risk bankruptcy, their managers have hardly any incentive
to be dynamic, and when financial problems arise the State or the social partners
undertake to provide solutions;

C being too expensive and placing an undue burden on the economy, increasing taxation and
contributions, thereby damaging the competitiveness of enterprises and contributing to
unemployment;

C reducing incentives to work, save, invest and develop enterprises, etc.

Such reproaches tend to overlook a fact that is often misunderstood, deliberately or otherwise,
but which needs recalling: social security is not comprised of “wealth-devouring” bodies. It is
rather a set of mechanisms for the redistribution of income: from the well to the sick, from
working people to the retired, etc. Contrary to so many claims, it does not “soak up” or “absorb”
any percentage of the gross domestic product (GDP): the amounts collected as taxes or
contributions are put back into circulation in the economy as social security benefits, and
indirectly as the cost of running the institutions that manage them.
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The only real problem is that there is no immediate or direct relation between what one pays and
what one receives. This, however, is a reflection of the very purpose of social security, which is
to apply mechanisms that ensure solidarity. Most of those covered pay more than they receive
at certain stages of their lives, but receive more than they pay at others, particularly when in
retirement or unemployed, or stricken with chronic and serious illness.

The main source of the difficulties faced by social security is the fact that it is evolving in a socio-
economic context that makes it at once increasingly necessary and increasingly difficult to finance.
This major contradiction raises many questions and issues for reflection, which are here only
touched upon in answer to the following questions: Is social security responsible for economic
difficulties or is it the victim of them? Where do we go from here?

Is social security responsible for economic difficulties or is it the
victim of them?

Worldwide, it seems clear that it is not the countries where social security is most advanced that
are showing the worst economic performance. Nor are the countries where social security is in
its most infant stages showing the best performance.

However, in a world that faces the growing problem of unemployment and increasingly has to
cope with the demands of international competition, social security is often presented as a burden:
employers’ contributions allegedly have a negative impact on employment, while social security
benefits sap economic vitality. After describing and discussing such arguments, the paper will
conclude that economic change increases the need for social security.

Are employers’ contributions a source of unemployment?

Practically since the inception of social security, employers’ contributions have been cited as
weighing heavily on labour costs and contributing to unemployment. Such criticism has become
increasingly marked with the rise in unemployment and the increasing pace of international
competition. Without going into the detail of the arguments involved, reference will simply be1

made to the links between social security contributions and manpower costs, and to the effects
of reducing such contributions.

Employers’ contributions and manpower costs

International comparisons show clearly that it is not the countries where employers’ contributions
are the largest that have the highest manpower costs. If one considers countries with largely
comparable levels of economic development, such as those of Western Europe for example, it can
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be seen that in those where enterprise contributions are particularly high, wages are relatively low.
In this respect two comparisons are particularly significant.

The first comparison is between France and Spain, on the one hand, and Denmark on the other:
while enterprises pay only very low levels of contributions in the latter, wages are by contrast
considerably higher than in France and Spain and taxes there — particularly income tax for
individuals — are also much higher.

Secondly, one can compare the Netherlands with Finland and Sweden: the low level of employers’
contributions in the Netherlands is due to the fact that the larger part of contributions are paid by
workers. However, gross wages are much higher than in Finland and Sweden, where by contrast
employers pay the bulk of social security contributions, and they are not therefore disadvantaged
by comparison with employers in the Netherlands, since the high cost of their social security
contributions is offset by considerably lower wages.

International comparisons of contributions are not therefore relevant, as they focus on only one
component of manpower costs. These should be regarded as a whole, regardless of the
breakdown between wages and social security contributions, and should be examined and
compared as such.

The effects of reducing social security contributions

An analysis of the expected effects of a reduction in social security contributions in terms of
employment outcomes shows major uncertainties and a number of contradictions. Four kinds of
links are involved.

C Substitution: this can occur when, if labour becomes cheaper, enterprises replace
machines with workers, or at least slow the rate at which they replace workers by
machines. However, in economies that are increasingly open to international trade, the
idea that by slowing investment and the modernisation of enterprises one is promoting
employment is a dangerous one. It is preferable to place emphasis on the
complementarity of investment and employment. If machines make it possible to produce
more and more with less and less manpower, is this not more likely to result in reductions
in working time rather than in unemployment?

C Competitiveness: a reduction in labour costs can lead to lower prices of products, or to
an increase in profits that will enable enterprises to develop their capacity to finance their
own activities and modernise. Both cases favour productivity and increases in sales and
production. It may be noted in passing that the aim of modernisation is in contradiction
with the desired stimulus to employment that is sought by some supporters of reductions
in labour costs. Experience also shows that enterprises can equally well make use of
reductions in their social and fiscal costs to distribute greater profits or to make financial
investments or take part in speculative ventures. Nor does increased productivity
necessarily mean reductions in costs or prices: it also depends on the quality of enterprise
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management, the prevailing social climate in the enterprise and various “non-price”
variables, that is, factors such as the quality and reputation of the products, the
improvement of marketing networks and after-sales service, respecting and reducing
delivery deadlines, etc. But above all, as a result of the demands of international
competition, the drive for competitiveness has largely become an imperative that targets
employment in the bargaining strategies of enterprises, regardless of the incentives offered
by labour-cost reduction measures. If competitiveness is a means of preventing the growth
of unemployment, it is certainly inadequate to reduce it by any substantial amount, as it
implies increases in productivity that make production less and less dependent on
manpower.

C Recruitment incentives: this mainly concerns the cost of low-skilled manpower, which
is the area most affected by unemployment as a result of technical progress and
competition with low-income countries. This cost is also often regarded by employers as
excessive in relation to the productivity of such workers. Reductions are therefore often
advocated in these costs through a reduction in the related social security contributions.
Countries such as Belgium and France have also implemented measures of this type, but
their effectiveness is quite limited against the onslaught of machines that replace human
labour.

C Demand: measures aimed at reducing labour costs have various consequences for
demand. For example reductions in both wages and employers’ contributions result in a
fall in the purchasing power of households and as a result in consumption and in the
activity of enterprises. This fall is a direct one in the case of reductions in employers’
contributions that are offset by reductions in certain benefits (in their amount or in the
duration of their payment), and is indirect where the reduction in costs results in a transfer
of the contribution costs to households (in the form of an increase in workers’
contributions and/or those of the self-employed, or an increase in direct or indirect
taxation).

Beyond the immediate effects, which may seem positive, the reduction of social security
contributions unleashes a chain reaction, some of whose elements may cancel each other out, so
that the net outcome in terms of employment depends on a number of parameters and their
relative size. The findings of various econometric studies evaluating the impact of these kinds of
measures have shown only very small effects.2

Moreover, the high level of manpower costs that is characteristic of developed countries is an
essential element of the standard of living of their populations and the impact of these costs on
unemployment needs to be placed firmly in perspective. This is in fact largely attributable to other
causes, such as the growth of the active population (due to increases in female employment, and
the size of age groups entering the labour market compared with those reaching retirement age);



5

For a presentation of the vast literature on these issues, see S. Danziger, R. Havemann and R. Plotnick: “How3

income transfer programmes affect work, saving and the income distribution”, in Journal of Economic Literature,
September 1981, pp. 975-1028; N. Barr: “Economic theory of the welfare state: a survey and interpretation”, in Journal
of Economic Literature, 1992, pp. 741-805.

Chantal Euzéby

the difficulty experienced by countries with low birth rates that have attained high standards of
living in maintaining high rates of economic growth; and the impact of technical progress which
makes it possible to produce more and more with less and less manpower without hours of work
being reduced sufficiently to combat effectively the technological causes of unemployment.

Does social security sap economic vitality?

In view of the financial difficulties faced by social security systems in most countries, neoliberal
proposals — to reduce benefits and privatise social security — may find increasing support.
However, the argument that social security benefits detract from economic growth by reducing
incentives to work and save are far from proven.3

As regards incentives to work, the argument is made that the effect of social security is to reduce
the price of unpaid time by comparison with the price of remunerated time, both in terms of the
level of taxation and contributions which affect income from work, and of benefits, which enable
beneficiaries to receive income without working. The taxation of work and the “subsidies given
for not working” allegedly incite individuals to substitute leisure time for working time in various
forms, such as voluntary unemployment, absenteeism for feigned or minor illness, or earlier
retirement from active life.

As regards savings, it is the public pensions systems based on the principle of simple distribution
that are attacked by neoliberal economists. Such systems guarantee an old-age pension financed
out of deductions from the incomes of the active population. Beneficiaries therefore have less
need to build up a reserve for their old age, which has the effect of weakening savings and
detracting from investment and economic growth.

There is no doubt some truth in such arguments, but they must be carefully qualified:
unemployment benefit has hardly played a major role in the spectacular increase in unemployment
seen in a great many developed countries since the mid-1970s. The causes of unemployment
discussed above have much bigger and more direct origins: the numbers of long-term unemployed
(more than 12 months), who receive little in benefit, has increased considerably and is the main
reason for the increase in poverty in a great many countries. Moreover, in periods of high
unemployment the allowances paid to the unemployed make a useful contribution to maintaining
consumption and enterprise activity, and as a result help prevent any further degradation in the
employment situation.

As regards the impact on savings of old-age pension systems based on simple distribution, the
large number of empirical studies of such impact have produced only inconclusive and
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contradictory findings. It hence seems that the impact is fairly low. However, even if it were true4

that simple distribution pension schemes weakened savings, this would not be sufficient to justify
replacing them by private capitalisation schemes, for the following reasons:

C They are the safest form of pensions, and as a result the best suited to fulfilling the role
of social security.5

C The savings already amassed by English, American and Japanese funds are fuelling
financial speculation and international capital movements, with all the risks that this
implies for exchange rates, interest rates and stock-market performance.

C Economic activity in most countries is suffering more from inadequate consumption than
lack of savings. A recovery in consumer behaviour is the factor most likely to stimulate
investment and economic growth.

The growth in the need for social security

First, social security must meet the needs of demographic aging, which has significant
consequences both for old-age pensions and for the provision of medical care, as well as the
destabilisation of family structures (since problems of poverty are linked to the separation of
couples). At the same time it is much more the victim than the cause of unemployment, as the
latter results in both loss of revenue and increased costs of paying unemployment benefits. Above
all, though, it should be recognised that economic change linked to technical progress and
economic globalisation is likely to result in a dramatic increase in the need for social security.

Economic life is increasingly marked by intensifying international competition, linked to
globalisation, and by rapid developments in technology that make production less and less
dependent on manpower. On the whole both phenomena are probably beneficial, but while they
favour an overall improvement in standards of living, they also result in uncertainty and exclusion.
In any case, while there are winners (in particular consumers as a whole), there are also losers
who are left behind by competition, such as those made redundant by closures, restructuring or
the relocation of enterprise activity, the low-skilled and those whose skills are of little use or are
outdated, farmers whose farms are no longer competitive, workers for whom only precarious
employment is left (part-time, temporary workers . . .) etc. Social security is hence an essential
mechanism enabling the winners to help the losers (through the means of unemployment
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compensation and social assistance measures). Until unemployment can be combatted effectively
or free trade so organised as to make international competition less inhuman, social security will
have a fundamental role to play in nursing those wounded by globalisation and international
competition.

The factors which threaten to unbalance the financing of social security and which thereby expose
it to criticism regarding its very legitimacy are highly likely to continue to make their major effects
felt beyond the year 2000. To protect social security against further retrenchment, and even in
some cases its dismantling, efforts must therefore be made to better adapt it to the economic and
social context in which it operates.

Where do we go from here?

In countries where it is highly developed, social security is linked so closely to the lives of
individuals and families, and is such a powerful element in the life of the economy and society, that
there is no end to reflection on this question. We shall hence only touch on some major aspects.

Demography

A real understanding is needed of the causes of the reduction in birth rates, which has major
consequences for the financing of old-age pensions and the different options for managing this
(especially for the years 2005-2010, when the baby boom generation that followed the Second
World War will begin to enter retirement). This means reflecting on ways of life in industrialised
countries, the status that those societies accord to children and means of promoting an
environment that is more favourable to the family and having children. Encouraging the latter is
a very delicate task, as it is difficult to influence motivations in areas as fundamental as
procreation. It is society’s entire attitude to children that needs to evolve. This means a confluence
of policy in various areas: family policy offering women with children real freedom of choice in
how they organise their working lives (for example by taking a temporary break from work with
significant financial assistance, access to vocational retraining and the opportunity to return to
working life; or continuing work by means of rearranged work hours and collective facilities that
are sufficient in number and convenient); town planning and housing policy (no longer designing
the urban environment solely in terms of adults, but showing real concern for the damage wrought
by traffic, the lack of green areas and playgrounds, etc.); and youth employment policy
(unemployment is often high among young people and has a negative effect on the birth rate).

Caring for elderly dependants

The increase in numbers in this category is one of the main challenges that social security systems
will have to face. It is well known that, of all the ways of coping with situations involving elderly
dependants, family assistance and home help are in general greatly preferable, both in human and
financial terms, to accommodation in medical or other institutions. This means in particular that
the members of the family providing the help must be assisted and supported not only by advisory
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and home help services, but also by being offered the possibility of relief or respite care, for
varying periods (one day, a weekend, a week or one month’s holiday), which might be provided
by home-care services, day-care centres or temporary accommodation establishments.

To encourage the maintenance of family support, various forms of benefits and financial assistance
should be introduced or expanded. These include allowances in recognition of the work
performed, financial compensation for reducing or ceasing work, social security coverage for
sickness and old age for those providing the care, etc. As regards the actual task of caring for
elderly dependants at home, this involves creating or developing medical and social services that
visit the home: hospitalisation in the home, assistance with housekeeping, home help services,
delivery of meals, services to accompany elderly dependants on outings, and simple visits to
provide company, etc.

The financing of social security

In a great many countries it will be necessary to ensure that the methods of financing are better
adapted to the nature and eligibility conditions of various social security benefits. Thus, only those
benefits which are intended to compensate for the temporary or permanent loss of income from
work (daily sickness insurance allowances, old-age pensions, unemployment benefit paid to
workers who have lost their jobs) should be financed by contributions. By contrast, benefits that
bear no relation to income guarantees (medical care, family benefits, unemployment benefits paid
to young first-time jobseekers) are more suited to national solidarity schemes and public financing.

In view of the attacks being made on social security and the financial problems that it faces, it
would also be useful to initiate information programmes to publicise the advantages of social
security by comparison with go-it-alone or private insurance schemes.

Adapting to social needs linked to family instability

In order to tackle this problem, which is a long-term one — especially in the industrialised
countries — any solution must involve the individualisation of certain social security rights. The
system of derived rights, which enables those insured to cover their dependants against their
sickness and death, is no longer suitable, as it is too complex and inadequate, especially in the
case of survivors’ pensions, or where the dependant has remarried, or more particularly where
there have been successive marriages or cohabitations. In the field of health care, the system of
personal rights attached to individuals — which are much simpler to manage and are based on the
principle of solidarity at the national level, and not solely on income from work — should be
generalised. Some measures have been taken in most industrialised countries to maintain the right
of non-working spouses to medical care coverage in the event of divorce or separation and to
provide such entitlement to cohabiting couples. But to make entitlement to medical care a
universal right would in a great many countries be undeniable progress. In an affluent age
increasingly marked by family instability and material insecurity, such entitlement should be
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accorded to the individual, and should be free of charge for those living beneath the poverty
threshold.

The organisation of old-age pension schemes into three pillars — a universal and flat-rate first
pillar (subject only to residence), a compulsory second pillar linked to the volume and regularity
of employment, and a private, optional third pillar — would also be desirable. The pension paid
by the first pillar could be combined with entitlements acquired by individuals and their spouses
under the two other pillars (involving a mechanism for the sharing of entitlements under the
second pillar). This would be available to widowed persons, without resources, who are over 55
years of age (in most cases these are wives). It would take the place of the arrangements covering
such risk during active life (survivors’ pensions, social assistance or guaranteed minimum wage).
Such a solution would simplify and take pressure off public survivors’ pension schemes. The first
pillar would in this way offer a minimum wage to elderly couples who have not worked, or have
not worked long enough, during their active lives. Active persons wishing to work less, take a few
months off work or concentrate on unpaid work could do so with the assurance of a minimum
subsistence income in their old age without having to commit their own resources or those of their
children. They would hence be more inclined to “make room” for the unemployed. Everyone
would benefit: the former because they could work less and concentrate on family, social or
cultural activities (associations, electoral office ...), the unemployed because they would find it
easier to enter the labour market. This flat-rate pension should logically be financed out of taxes
(as in Denmark) or by deductions on all forms of income (like the generalised social security
contribution in France). This should result in a reduction, or at least a slower rate of increase, in
social security contributions payable to public pension schemes.

Adapting social protection to the new profile of the labour market

Various proposals should be considered. These largely concern three main aspects: security of
existence to cope with the problem of social exclusion that is linked to growing unemployment,
increasingly precarious employment and increase in social inequality; the protection of the self-
employed, whose situation has been made much more vulnerable with the growth in
subcontracting and monetary instability; and the involvement of social security in the promotion
of employment and job sharing.

C The introduction or improvement of a guaranteed minimum wage seems indispensable.
While material assistance must be provided to the needy, at the same time they must not
be lured into the assistance trap, and the growth of clandestine labour must be prevented.
Should the award of benefits be made conditional on the beneficiary’s making efforts to
find work or perform some work in return? Should an unconditional basic income be
preferred (in the form of a universal allowance)? Experience in France with the minimum
employment income (RMI), which was an innovation combining material assistance with
a contract for commencing work, has not succeeded in assisting people into employment,
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as there are not enough potential jobs. This has resulted in the introduction of
unconditional contracts and the payment of allowances for an indefinite period, and has
proved cumbersome and expensive to administer.

As regards the basic income — intended as an unconditional entitlement paid to
individuals throughout their lifetime in token of their participation in the shared collective
heritage — this offers some interesting prospects of a different form of distributing income
and employment. In particular, it seems an interesting means of reducing unemployment,
allowing workers to work at times they choose and developing activities that produce
social ties (home help for the aged, visiting the sick in hospital, assisting the employment
of the socially excluded, providing support to schoolchildren with difficulties, child care,
environmental maintenance ...).

By giving individuals the choice of whether or not to work or how regularly they should
work, the basic income would effectively reduce the supply of manpower and make it
possible to meet the need for flexibility of employment of both employers and workers.
By offering a minimum level of material security it would encourage the unemployed to
fend for themselves and would hence make profitable certain forms of work with low
productivity, in particular those that are socially useful. It should therefore result in
additional jobs, a better distribution of jobs and incomes, and enhanced appreciation of
activities in the public interest. However, a number of difficulties highlighted by the
opponents of this proposal should also be acknowledged: the risk that the expected impact
on the labour market will not materialise because the benefit is too low; the risk that it will
prove too costly for society and will prove a major disincentive to work if by contrast the
benefit is made adequate; the risk that society will divide into two groups, with
beneficiaries of the scheme very likely to be relegated to activities of little perceived value
or merely stuck at home, and the risk that innovation and economic progress will slow,
etc. For this reason it seems politically and financially more realistic to opt for an
intermediate solution, that is, a minimum income level without any work requirement,
which is allocated automatically to those whose resources are less than half the legal or
conventional minimum wage and which is not withdrawn when other income is earned,
so as to preserve the incentive to work (except that the latter will be taxable). This
solution is based on the assumption that the social security rights discussed above are at
the same time made universal.

C The expansion of social security coverage for the self-employed is also a priority. Public
unemployment benefit schemes generally only cover wage earners. This also applies to
employment accidents, where coverage was initially reserved for wage earners but was
subsequently made available as an option for the self-employed. The self-employed are in
an increasingly insecure position. They are increasingly dependent on subcontractors (for
example road transport operators, handicraft workers, teleworkers, etc.) and vulnerable
to uncontrollable exchange-rate fluctuations. The small scale of their enterprises in many
cases prevents them from keeping up to date with the evolution of markets or benefiting
from the guarantees offered by derived products in relation to monetary instability. By
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contrast, some wage earners are overpaid or overprotected. If a way is to be found out
of large-scale unemployment, if private initiatives are to be stimulated and if the
unemployed are to be encouraged to fend for themselves, then the status of the self-
employed must be made more attractive. Granting them the right to unemployment benefit
or setting up a special unemployment benefit scheme for them would be a good solution.
The benefit could be a flat-rate allowance and payable for a limited period (six months to
one year), the time necessary for an entrepreneur in difficulties to restructure his work or
enter a different line of work. It should probably be subject to a ceiling level so as to
prevent abuse, as should the contributions paid for its financing so as to avoid penalising
more dynamic entrepreneurs. Similarly, it would also be desirable to extend to the self-
employed systematic coverage against employment accidents and occupational disease so
as to bring their status more into line with that of wage earners.

C Employment promotion and incentives to job sharing are now indispensable. Social
security schemes have hitherto been involved in the development or safeguarding of
employment by granting exonerations or reducing social security contributions in
conjunction with the training and vocational placement programmes for workers in
difficult circumstances (the unemployed, those receiving guaranteed minimum income
allowances, first-time jobseekers). This role should be maintained or enlarged in a number
of countries, particularly those where unemployment rates are high. It could also be
achieved by the imposition of a tax to replace at least part of the employers’ social
security contributions to finance national solidarity benefits, a solution that would reduce
labour costs and improve or safeguard the competitiveness of enterprises and have a
positive impact on employment. However, one should not neglect the role that social
protection should play in job sharing and the development of arrangements whereby
workers can work at times of their choosing. In order to safeguard existing jobs and to
create new ones, social protection cannot be left out of the advances needed in the field
of job sharing. Incentives are needed for enterprises to reduce normal hours of work, even
if this means rearranging working time and periods of inactivity so as to secure
compensatory gains in productivity. For it is not normal — and is probably very expensive
in terms of health costs — for some people to be overburdened with work while others
are unemployed or prevented from withdrawing temporarily from their jobs for fear of
losing social security entitlements or for fear of being unable to return to their jobs when
they wish. Certain measures, discussed increasingly in France, Germany and Belgium,
would be highly desirable: making social security contributions vary according to the
hours worked (a proposal made by the former French Prime Minister M. Rocard to the
European Parliament), reducing the minimum hours that must be worked to qualify for
entitlements, with the aim of improving the protection of temporary employment,
additional guarantees for intermittent work, and increasing the rate of social security
contributions payable for overtime as a disincentive to employers and to encourage job
creation. Such measures would be largely self-financing. By giving work to large numbers
of the unemployed, they would reduce the cost of unemployment benefit and increase
income for social protection schemes. In certain cases use could also be made of part of
the amounts hitherto allocated to reducing labour costs (exoneration from contributions,
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premiums or subsidies for recruitment) to encourage the recruitment of low-skilled
workers.

These proposals illustrate the need to ensure a balance between solidarity in the world of
work and national solidarity, which supports it. They are intended to strengthen the
solidaridistic character of social security and to encourage the emergence of a new social
security regime that is well adapted both to new technology and to the current socio-
economic context.

* * *

It is time to draw on the difference principle described by John Rawls, whereby social inequalities
are only justifiable in so far as they serve to improve the standard of living of the least advantaged.
Collective well-being cannot be reduced to the mere accumulation of material wealth. Nor can it
be nourished by growing social exclusion.


