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SUMMARY

Aim of the report

The working of the highly elaborate system of social security in the Nether-
lands cannot be viewed in isolation from developments in society. An analysis
of various interrelationships has led the Council to conclude that the existing
system is not adequately geared to operating under the divergent economic
and social conditions to be expected in the next few decades. The system ther-
efore stands in need of a more radical review than that currently being carried
out by the government in the light of present-day problems.

In this respect, one of the main background considerations is the fact that
most people’s standard of living, general development, level of education and
social sophistication are now a good deal higher than they were when the
present system of social security was first devised. This means that more room
can now be provided for personal initiative and individual choice. At the same
time, however, alternating periods of economic slump and recovery are likely
to remain the pattern so that the state, as a risk-sharing community, will have
to continue to impose limits on the personal freedom of choice of its citizens
as regards insurance against loss of earnings. This therefore means that provi-
sion of a guaranteed minimum income should be viewed as the most import-
ant function of the social security system. To achieve this, a reconsideration is
required of the way in which the ggvernment gives expression to the principle
of social solidarity on the one hand and of the responsibility it accepts for the
continuity of benefits above the minimum level on the other.

The labour market and social security system are closely inter-related.
Social security acts as a supplementary source of financial security to paid em-
ployment and has grown in importance over time. These two sources of finan-
cial security have come into increasing conflict with one another. A solution
must be found to this conflict.

Over the course of time, the current system has become highly complex and
difficult to understand, both for the public and for the bodies required to ad-
minister it. Although the scope for far-reaching simplification should not be
over-estimated, the Council considers that, given the important part played in
the Dutch system by the social partners, substantial improvement should be
possible. :

The problems that have been encountered in the government’s present at-
tempts to revise the social security system have reinforced the Council in its
belief that reforms must be placed in a more wide-ranging perspective. The
Council hopes that its report will set in motion a thorough re-appraisal of the
type of system needed to carry the country through until well into the next
century.

Problems

The existing system took shape at a time when it was believed that full em-
ployment could be maintained by government policies, and the system still
bears the marks of that assumption. Since then, however, it has become evi-
dent that periods of full employment can alternate with times of large-scale
unemployment, to which the system is not properly geared. In addition, pres-
sure on the social security system has grown as the result of factors that were
unforeseeable at the time, such as the ageing of the population, the decline in
household size, the increase in participation by married women in the labour
market and the growth in employment disability. The result of these factors
has been to call into question the narrow link between employment and-social
security and to highlight the importance of providing a national minimum for
the lowest-paid in society.



Since the system was first introduced, there has been a considerable improve-
ment in the purchasing power of the minimum level of social benefits. Partly
as a result of this increase, income differentials at the bottom end of the scale
have diminished considerably. Taken together with the increasing demand for
social security, this has resulted in a sharp rise in public expenditure on social
security. In so far as such expenditure is passed on to company profits, invest-
ment — and hence employment — can be placed at risk.

The social security system is largely financed out of levies on labour. The
high level of expenditure has resulted in high labour costs and high marginal
rates of income tax and national insurance contributions. The relative prices
for labour-intensive goods and services have consequently risen, thereby dam-
pening demand for these products and encouraging producers to operate in
the informal economy.

The flexibility of the labour market is notably inadequate, partly as a result
of the structure of social security, based as it is on the notion of a single
breadwinner per family with a full-time job. This concept, which is also be-
hind the idea of a statutory minimum wage, no longer corresponds with rea-
lity; in many households, both partners are earning.

The present system to a large extent took shape in a social and cultural cli-
mate radically different from that of today. Marriage, with the husband as
breadwinner and the wife responsible for household management and care of
the children, formed the dominant way of life. Now, however, many married
women have paid work outside the home and the formerly dominant way of
life has lost much of its significance, both in practice and in a normative sense.
These shifts have raised the question as to how far the system of social secur-
ity should in the future be based on individual rights and obligations, irrespec-
tive of an individual’s family situation. In addition the system has been pro-
gressively differentiated in an effort to achieve the greatest possible distributive
justice and material equality. This has, however, had the effect of making the
system difficult for claimants to understand and for staff to administer.

The government amendments to the system currently under consideration
are primarily concerned with reducing the level of public spending on social
security. Other elements include the need to bring the system into line with the
third EC guideline concerning the equal treatment of men and women and the
protection of the older long-term unemployed. So far, however, insufficient at-
tention has been paid to the problem of high labour costs, lack of flexibility in
the labour market and the necessary simplification of the system.

For some time now two radical alternatives to the existing system have been
under discussion, especially in the literature. These are the idea of a negative
income tax and a basic income. The wholesale replacement of the present
regulations by either of these alternatives is not, however, to be recommended
in the current circumstances in the Netherlands. Nevertheless they do contain
a number of attractive features which, as the report discusses, might be cap-
able of implementation.

Broad outline of the new system

In the light of the considerations and problems summarized above, the
Council has outlined a new system, consisting of four inter-related elements.
1. A partial basic income (PBI), to which all persons legitimately resident in

the Netherlands and all persons now coming under the social security pro-

visions would be entitled. The PBI would be fully individualized and would
be equal to the difference between the national minimum for a couple and
that for a single householder (at 1 January 1985 a little under 450 guilders
per month). PBI would be claimable without any obligation to register for-
mally for employment.

The introduction of a PBI would be coupled with the abolition of the legal

minimum wage. The elderly, widows, persons handicapped at an early age

and the permanently disabled would receive a higher-rate PBI to take them
up to the national minimum (comparable with the present old age, widows’
pensions and disablement benefits), and children would receive a lower PBI




(comparable to the present child benefit). The way in which this scheme
would be financed and administered is examined below.

2. General loss of earnings insurance (GLI) for all employed persons, provid-
ing cover against loss of earnings from sickness, employment disability and
unemployment in the form of a supplement topping PBI up to the national
minimum for a single householder. This form of insurance would be based
on the equivalence principle and financed by means of employees’ and
employers’ contributions. The benefit rate would amount to 100 per cent of
the insured element of earnings. The duration of the insurance could be set
at half the number of years of employment, for a maximum of (say) six
years.

3. National assistance (NA), as a supplementary provision of collective social
security, funded out of taxation and corresponding in broad terms with the
present National Assistance Act. NA would be subject to a household
means test on income and assets, although the latter would be relaxed by
setting the threshold at a considerably higher level.

4. Voluntary loss of earnings insurance (VLI) which could be taken out by any
individual to insure against loss of earnings above the national minimpm.
This would not take the form of full-scale privatization but would be
devised in such a way as to draw the social partners into its administration.

Under this system the compulsory nature of social security above the natio-
nal minimum level would be abolished. Collective provision would find
expression in the PBI and NA; the GLI would offer a combination of collec-
tive and group provision, while room would be left for individual and group
provision in the sphere of VLI supplements. Since the phenomenon of sur-
pluses and shortages in the labour market is inextricably bound up with the
nature of the economic system, it would not be justified to leave social security
below the national minimum level to personal provision as well.

Under such a system the link between employment and income would be
retained. The introduction of a partial basic income at the level proposed
would leave sufficient incentive for people to seek employment, while at the
same time meaning that for the employed, the desired collective income guar-
antee would not have to be generated through the labour market alone. The
provision of an income floor of this kind would promote flexibility in the
labour market. Less regular forms of employment contracts would gain in
attractiveness for employers, a reduction in working hours would be encour-
aged and it would be easier to switch to various forms of part-time work. The
introduction of a PBI would be coupled with the abolition of the legal mini-
mum wage, thereby removing the need element from wage determination —
which, given the increasing diversity of household types, could not be main-
tained indefinitely anyway. Here, too, flexibility in the labour market would be
encouraged.

Depending on the financing and administration of the PBI, the following
objectives could also be attained in conjunction with other elements in the sys-
tem: a reduction in labour costs; discouragement of black-economy activities
and a simplification of the structure of social security benefits.

The reduction in labour costs would be achieved by a reduction in gross
wages and salaries combined with a widening of the tax base for public expen-
diture. In introducing a PBI for wage-earners, gross wages would be reduced
so that the new net wage was equal to the former net wage minus PBI. The
total amount of gross PBIs would, however, have to be covered by new forms
of taxation, since these PBI would have to be paid to everyone, while the
remaining revenue would continue to be needed for existing forms of public
expenditure. For the relative decline in labour costs to be achieved, a levy-base
other than wages and salaries would, therefore, need to be selected. To this
‘end the tax field would need to be extended to corporation tax, VAT, import
duties, motor vehicle tax, excise-and the like, and/or extra taxes levied on
scarce sources of energy and raw materials and on environmentally harmful
activities. These taxes have in common that they do not increase labour costs.



A major difference with wage-cost subsidies is that under this system, the rela-
tive reduction in labour costs would also extend to the self-employed and to
the government.

The reduction in labour costs and corresponding relative drop in the price
of labour intensive goods and services would result in a shift in demand in the
industries concerned from ‘informal’ back to ‘formal’ labour. The payment of
a PBI by the government would, however, lead to an increase in the total bur-
den of taxes and national insurance contributions burden, which would in
turn stimulate the black economy. This increase would not arise if the PBI for
employed persons were to be paid by companies themselves, which then offset
these payments against their tax liabilities. This is not just an accounting point
but a material difference, since the attractiveness of black-economy activities
would decline as a result.

PBI would also be paid out as a basic income for benefit claimants, where
necessary at a higher rate. In order to maintain net benefits at the same level,
gross benefits would also need to be reduced by gross PBI. National insurance
contribution rates would consequently fall and, because PBI would be
financed out of taxes that did not bear exclusively on employment, labour as a
factor of production would be less heavily taxed than at present. There would
be no increase in public expenditure since these incomes already form part of
1t.

PBI would also be payable to all residents currently without earnings from
employment or not drawing benefits. If the existing distribution among house-
holds of net income is not to be disturbed, adjustments will (depending on the
means of funding adopted) be required in the taxation sphere. The payment of
a PBI to this category would lead to an increase in the total burden of taxes
and national insurance contributions, but much of the funding could be
achieved by the abolition of compulsory social security above the national
minimum and of the general-purpose investment grants for industry, which
would obviously square uneasily with the intended reduction in labour costs.

The general loss of earnings insurance (GLI) would be compulsory for all
persons in employment (i.e. including the self-employed and civil servants),
and would form a necessary supplement to PBI in the event of a loss of earn-
ings from employment. The GLI would cover loss of earnings from sickness,
employment disability and unemployment up to the national minimum for a
single householder, as a supplement to PBI. Since the level of PBI is equal to
the difference between the national minimum for a couple and that for a single
householder, a benefit claimant with a dependant partner would under the
new system still draw an income equal to the national minimum for a couple.
With respect to loss of earnings insurance, this would thus eliminate one of
the most awkward problems of the present system, namely the choice between
individualization of benefits or provision according to need. Despite the indi-
vidualization of GLI benefits, no supplements would be required in order to
meet minimum household needs.

Collective insurance against the risk of unemployment for the self-employed
would entail problems, but not insuperable ones. Because the GLI would re-
main confined to the national minimum for a single householder the temp-
tation deliberately to resort to unemployment would not be great.

For reasons of simplicity and clarity, it would be best to set the relationship
between the last insured earnings from employment and GLI benefits at 100
per cent. At this percentage an increase in the number of GLI benefits can
never result in extra demand for national assistance. If the rate were to be set
lower, demand for national assistance could rise sharply among people whose
previous earnings were below the level of the maximum insured income.

To prevent large numbers of unemployed persons and disabled persons
from ending up on national assistance, the duration of GLI would be set at
half the period for which contributions had been paid, up to a maximum of
(for example) six years. In this way a reasonable balance would be struck
between benefits and contributions (the benefit principle). In comparison with
the present situation, an extension of the benefit period would run into fewer



financial objections since GLI relates only to the difference between the natio-
nal minimum for a single householder and the PBI.

For most working people, the combination of the PBI and their earned in-
come would bring them up to at least the national minimum. For those not in
employment the national minimum would be achieved by the PBI and the
GLI, supplemented if necessary by national assistance (NA). Such assistance
would apply to persons not receiving higher-rate PBI or without a partner
drawing sufficient income, and whose income from employment or GLI was
insufficient to bring him or her up to the national minimum.

Given the fact that all employed persons (i.e. including the self-employed)
would be covered by GLI, and given the duration of GLI benefits and the 100
per cent benefit rate, national assistance would be much more of a residual
provision than at present. In addition, the elderly, widows, persons handi-
capped at an early age and the permanently disabled would qualify for higher-
rate PBI. The fact that a PBI in conjunction with GLI would solve the di-
lemma of varying national minimum levels would, depending on the compo-
sition of the household, also reduce resort to national assistance. Particular
groups that would continue to depend on NA would include those unable to
build up a history of employment (i.e. school-leavers) and divorced women
with young children.

To prevent the many dependent partners from applying for national assist-
ance so as to bring their PBI up to the national minimum for a single house-
holder, a means test covering the earnings of the employed partner would be
unavoidable. Such a means test would at the least need to cover the PBI and
household income from employment and GLI. To avoid thrift in the past
from being excessively penalized, the means-testing of assets and income from
assets would preferably be less strict than at present. The same applies to in-
come derived from VLI.

In view of the possible incidence of large-scale unemployment, the national
minimum laid down for NA purposes, and applying also to GLI, would pre-
ferably be linked to per capita national income rather than to wage develop-
ments. By making PBI equal to the difference between the national minimum
for a couple and that for a single householder, changes in per capita national
income would work through to all incomes, thereby reducing the pressure on
the government budget and the GLI fund, especially in times of recession.

The problem of the poverty trap would continue in relation to administer-
ing national assistance since there is no practical alternative to a virtual 100
per cent withdrawal rate fore any earnings. The NA arrangements would also
continue to involve an invasion of privacy. Under this system of social secur-
ity, however, NA would once again amount to a residual provision, as orig-
inally envisaged under the National Assistance Act. Administration of the ar-
rangements would have to rely on civil servants, who would have to be given
the freedom to act on their own authority in close consultation with individual
citizens pressing their claim-to national assistance.

Voluntary loss of earnings insurance would be a supplement to GLI, once
again based on the principle of equivalence between contributions and ben-
efits. The insurance would not be compulsory; payment of VLI contributions
would be voluntary and would come out of personal disposable income in the
same way as (for example) life insurance premiums. Although it would be
possible for such contributions to be passed on to companies under collective
agreements this would be made more difficult if employees held differing views
about the scale and nature of voluntary cover. In these circumstances, any
upward pressure on labour costs would therefore be reduced.

Expression would, however, be given to the group element by enabling the
employers and trade unions to take part in the administration of VLI and by
incorporating provision for company involvement in individual collective
agreements. The government would limit its own involvement to laying down
the conditions that private and group insurance arrangements would need to
satisfy and to the provision of tax concessions. In the case of organizations



that offered voluntary loss of earnings insurance, there would have to be a
prohibition on varying contribution rates in line with differences in the degree
of risk, together with an acceptance liability. Regulations of this kind would
safeguard both individual choice and the principle of responsibility for sharing
the degree of risk. VLI could, therefore, be administered in a way that fell
short of the wholesale privatization of social insurance above the national
minimum level but which also did not amount to full collectivization. In this
respect the social partners would play an indispensable role.
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1. INTRODUCTION

1.1 Background to and aims of this report

A detailed examination of the present system of social security and the way
in which it operates has convinced the Council of the need for a fundamental
review of the system. This report seeks to make a contribution to that end. A
critical,while at the same time constructive, appraisal of what has been built
up over the past century is required since there have been such radical social
changes, especially in recent decades, that the system will have to be adjusted
if it is not to lose its relevance. These changes have taken place in both the
socio-cultural and the economic field, examples including the increased desire
for economic independence, the growing diversity of marital and familial pat-
terns and the steady rise in the general level of education. Other relevant deve-
lopments include the growing participation by women in the labour market
and the increase in part-time employment.

An analysis of various inter-relationships has led the Council to conclude
that the existing system is not adequately geared to varying socio-economic
and socio-cultural circumstances. The close link between social security and
labour, for example, operates to the disadvantage of labour-intensive indus-
tries and encourages the informal economy. The high transfer payments have
an adverse effect on investment and hence employment. The flexibility of the
labour market is hampered by continued adherence to the premise of a single
breadwinner per family at a time when marital and familial patterns are in
fact steadily diversifying. These - often unintended - effects cannot be reme-
died by partial measures but require a fundamental review of the whole sys-
tem. A further consideration in favour of such a review is the fact that the
level of income, general development and hence social sophistication of most
of the community are now so much higher than they were when the system of
social security was first brought in, thereby paving the way for greater per-
sonal provision and freedom of choice.

Alternate periods of economic recession and recovery are likely to remain
the pattern in the future. This means that the state, as a risk-sharing com-
munity, will have to continue to impose limits on the personal freedom of
choice of its citizens and that safeguarding the position of the lowest-paid in
society must be taken as the prime function of the social security system, a
premise which consistently guided the Council in formulating its views. In any
review of the system, special attention will have to be paid to those groups in
society which would otherwise fall below the socially acceptable poverty line.
This is all the more true since there have for some years now been signs of
growing competition between these population groups and the rest of society,
including those drawing benefit above the national minimum. This compe-
tition was starkly evident in the most recent round of expenditure cuts, when
the sense of solidarity with the lowest-paid came under such pressure that the
position of the genuinely worst-off had to be redressed (at least in part) by
means of ad hoc supplements.

The premise that safeguarding the position of the lowest-paid in society is
the most important function of the social security system calls for a reconside-
ration of the way in which the government gives expression to the principle of
social solidarity on the one hand and of the responsibility it accepts for the
continuity of incomes above the national minimum on the other. In order to
preserve the principle of social solidarity the government will have to find
solutions that remain affordable in times of recession and the administration
of which disturbs the economy and labour market as little as possible. In
doing so, the same weight need not be assigned to its responsibility for ben-
efits above the national minimum level as to the preservation of minimum



standards of living. The separation of these two categories of income transfers
— between which little if any distinction is at present drawn as a form of public
expenditure — has become possible and desirable as the result of the changes in
society referred to earlier. This means that the fixed relationship between
social contributions and benefit entitlement will have to be maintained for
benefits above the national minimum level. This would also mean that indivi-
duals, or groups of individuals, rather than society as a whole would have to
accept primary responsibility for making arrangements which, where necess-
ary, provided an entitlement to benefits above the national minimum.

The relationship between the government, social partners and citizens as con-
tributors and benefit claimants would need to be carefully determined in a
new system. The present control and administrative structure contains valu-
able elements, apart from which the involvement of employers and trade
unions is widely regarded as an important asset. In addition, the main politi-
cal streams in the Netherlands attach great importance to a statutorily based
security system for preventing poverty (by Dutch standards). It does, however,
need to be borne in mind that the fundamental elements of the Dutch social
security system were laid down before the Second World War. Since then the
system has been elaborated, with the result that coverage is now provided
against a very large number of social risks. The group of people entitled to
make use of the social security regulations has also grown considerably. The
system impinges on virtually every person in the country, either as a payer of
taxes and social insurance contributions or as a benefit claimant. For many
people, social security forms the last resort as a source of income.

Because of its far-reaching impact on society, the detailed system of income
transfers has brought in its wake a large number of laws and regulations:
rights, obligations and the operative procedures necessarily require a solid
legal basis. The system does not, therefore, just affect the working of society
but, conversely, important social, economic and administrative developments
have consequences for the operation of the system. If only for this reason, the
system stands in need of thorough overhaul from time to time. In doing so, it
will become evident just how much the system of social security — including
the present one — is the product of its setting, i.e. that it was devised to meet
the needs and assumptions of a particular time and society. This can easily be
overlooked. ,

Any system of social security must guard against interfering excessively with
objectives in-other areas of policy, such as the socio-economic field. Whether
or not it succeeds in doing so depends primarily on the will of those involved.
Where convergence is taken for granted but not worked at, the implemen-
tation of any system whatever is bound to run into difficulties.

Finally it should be noted that, contrary to everyday usage, it is not really
correct to speak of the ‘system’ of social security when referring to the existing
complex of social security regulations. The complex lacks two features charac-
teristic of a true system, namely unity and cohesion. Given the fact that the
regulations were not devised as a coherent whole but each have their own
background and history, this is hardly surprising. In present-day practice,
however, these regulations are inter-related in many — often unforeseen —
ways, for which reason we may nevertheless employ the term ‘system’.

The proposals outlined by the Council in this report will undoubtedly be
compared with the recent government plans for modifying the system. Current
government policy is, however, primarily concerned with cutting back public
spending on social security. Other elements include the need to bring the sys-
tem into line with the third EC Directive concerning the equal treatment of
men and women and the protection of the older long-term unemployed. The
programme of government cuts has run into particular criticism on the part of
those seeking to maintain the achievements of the social security system, who
argue instead for different economies in which social security would be largely
spared. With a view to the future, however, the debate cannot remain confined
to this level; the interaction between social security and the economic and
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social system is too great. Social security can no longer be regarded as a more
or less closed system, and any proposals for reform need to acknowledge this
fact.

The Council hopes that this report will point the way for a long-term review
of the system. The report is primarily a broad outline for change, not a blue-
print for government action. For the present, the direction in which a new sys-
tem should be developed is more important than a detailed elaboration of all
the component parts. The report only goes into more detail where the broad
outline of the system and the concrete elaboration of regulations converge clo-
sely. This means that a great deal of study and preparation is required in rela-
tion to other aspects before a start could be made with introducing a system
such as that outlined in the report. The concern is, in other words, not so
much with presenting specific, partial measures that could be introduced in the
short term as with fundamental steps that would have to be taken in the com-
ing periods of government. In publishing its ideas in this form, the Council’s
main aim is to stimulate serious consideration of a new approach towards the
objectives and nature of social security: an approach that will have to be able
to demonstrate its merit until well into the next century. It is high time for
such a reappraisal, especially since radical changes in social security could well
take place at European level over the next fifteen years — to the preparation of
which this report may perhaps make a contribution.

Finally it is only to be expected that many will feel a need for a period of
calm in the field of social security following the numerous changes made in
recent years and the changes under contemplation by the government. Such a
period of undisturbed calm is not, however, in prospect; as we have seen,
economic and social developments call for fundamental reforms going beyond
the present modifications to the system.

1.2 Functions and nature of social security

The social security system forms a major part of the system of social income
transfers. By the latter is meant the complex of official regulations on the basis
of which funds obtained from taxation and national insurance contributions
are re-distributed within society. Social income transfers fulfil three functions:
a. a safeguard function, under which the freely disposable income of indivi-

duals and/or households is guaranteed up to a particular level. That level

may be the national minimum, but it may also exceed it. Examples of these
cash benefits include the present loss of earnings provisions, child benefit
and the periodic national assistance provisions;

b. a state provision function, under which certain goods and services are made
available as in-kind benefits for individual use because the market mecha-
nism fails to do so, or does so only ineffectively. Examples include statutory
health insurance benefits and rent relief;

c. a regulative function, enabling social or economic developments to be selec-
tively influenced, as with various forms of state aid to industry; regulations
of a safeguard or state-provision nature may, however, also be used in a
regulative sense.

In the current political and social debate concerning the need for social
security reform the accent has gradually come to lie on regulations with a
safeguard function. The debate has recently gathered pace, since it is precisely
these sorts of regulations to which modifications have been proposed. For this
reason the Council has decided to confine itself in this report to proposals for
reforming the system of income transfers with a safeguard function. In princi-
ple, therefore, income transfers with a state provision or regulative function
have not been examined. This means that the report concentrates on the fol-
lowing acts and regulations:

— General Old Age Pensions Act (AOW)

- General Widows and Orphans Benefits Act (AWW)

— General Family Allowances Act (AKW)

— Unemployment Insurance Act (WW)

— Unemployment Provisions Act (WWYV)



— Government Unemployment Assistance Regulations (RWW)

— Disablement Insurance Act (WAO)

— General Disablement Benefits Act (AAW)

— Sickness Benefits Act (ZW)

— National Assistance Act (ABW)

— legislation providing for once-only payments for the genuinely needy

The AAW and ABW do not just provide for freely disposable income
transfers but also for special-purpose in-kind benefits. With a few exceptions
these have not been considered separately in the report since they fall outside
the main lines of the proposed system. Other regulations with a safeguard
function include the Sheltered Employment Act (WSW) and the Artists’
(Financial Assistance) Scheme (BKR). These too have been left out of con-
sideration since their objectives are too specialized to fit in readily into such a
broad sketch of a new system.

Payments made by pension funds and life insurance companies have also
been left out of account since these do not form part of the public sector. The
same applies to benefits exceeding the statutory level and to the voluntary
early retirement regulations (VUT), although where necessary attention is
drawn to the links between these payments and social security benefits.

As will be seen, the system of social income transfers and hence that of
social security, is closely related to the tax system. An exhaustive analysis of
the interrelationships between the two systems would, however, be on too
large a scale, for which reason the Council has confined itself in the report to
indicating a number of significant consequences which the new system of
social security could have for the taxation system.

1.3 Structure of the report

Against the background outlined above, the Council has asked itself the
basic question of how the safeguard function can be preserved in the future
while at the same time maintaining certain important features of the inherited
system. In developing the main lines of a new system the Council proceeded
first of all to examine the problems associated with the present system and the
extent to which those problems could be said to derive from the nature of the
system itself. As was to be expected this did not prove straightforward, es-
pecially since the system of social security is affected by various developments
in society that are to a certain extent autonomous. The interplay of forces is a
complex one, in which the social security regulations sometimes play a central
role and sometimes a less central one. It would be unrealistic to suggest that
all the problems identified would simply disappear if the system were revised.
For that purpose more would be required, but a survey of the full range of
feasible and desirable measures would go beyond the scope of this report. For
this reason measures outside the immediate sphere of social security will only
be discussed in so far as they have a decisive bearing on the operation of the
proposed system.

The next step in the survey consisted of an analysis of the most important
alternatives to the system of social security to have been advanced to date.
These have been examined particularly in relation to the contribution they
could make to solving the problems referred to earlier. This analysis revealed
each of these alternatives to contain so many shortcomings that the Council
considered it justified to explore a different, fresh approach.

The nature of and reasons for this approach are set out in chapter 2. This
chapter begins by outlining the principal arguments in favour of a new system.
This English version of the Council’s report only contains a summary of these
arguments; in the original Dutch version they are discussed in greater detail.
Chapter 2 also contains an overview of current developments in social security
reform in the Netherlands as well as an outline of the two established alterna-
tives to the present system which have been mentioned earlier.

In chapter 3 the Council proposes the main lines of a new social security
system together with some observations on the possible consequences of this
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introduction. Since not all readers of this English version of the report may be
fully familiar with the present social security system in the Netherlands an
appendex has been added which outlines some aspects of the major regula-
tions in this field.
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2. BACKGROUND TO A NEW SYSTEM

The first three sections of this chapter briefly set out the main economic,
social and administrative problems that have been encountered with the pres-
ent system of social security. These sections also examine developments in
society that would have to be taken into account in any fundamental reform
of the system; existing proposals to modify the system; and some more radical
alternatives.

2.1 Reasons for a new system
2.1.1 Growth in number of recipients

As may be seen from Table 2.1, there has been a steady rise since 1960 in
the number of recipients of benefits with a safeguard function.

Table 2.1 Growth in income transfers having a safeguard function (x 1000 persons), 1960-1984

Category 1960 1970 1980 1981 19822 1983 1984»
a. Old age/widows pensions 915 1203 1494 1519 1542 1561 1577
b. Sickness benefits 92 204 268 253 240 230 227
c. Disability benefitss 158 287 663 690 711 728 744
d. Unemployment benefitse 22 59 239 359 509 619 668
¢. National assistancef 40 98 125 130 141 148 157
Total 1226 1850 2789 2950 3141 3286 3373

Source: Ministry of Social Security and Employment, Social Security Financial Report 1955;
Proceedings of the Lower House, 1984—1985 session, 18612, nos. 1-2, p. 14.

a) provisional figures. :

b)estimates.

c) number of benefit days divided by 261.

d)Invalidity Act, Industrial Injuries Insurance Acts, Disablement Insurance Act and General
Disablement Benefits Act.

¢) Unemployme t Insurance Act, Unemployment Provisions Act, and Government Unem-
ployment Assistance Regulations. '

f) Poor Law, National Assistance Regulations (excluding those covered by Government
Unemployment Assistance Regulations and those for whom national assistance acts as a sup-
plement to other forms of social security).

The sharp rise in the number of claimants, in particular, has led to a very
marked decline in the number of employed persons per claimant, from 3.4 in
1960 to 1.3 in 1984 1. There have been various reasons behind this trend.

Employment

Being the outcome of the level of employment and the number of persons
offering their services in the labour market, unemployment plays an important
role in determining the number of social security claimants. As may be seen
from Table 2.2, the 1980s have seen a particularly sharp rise in registered
unemployment.

These figures do not take any account of hidden unemployment, i.e. persons
looking for work but not officially registered as unemployed. As may be seen
from Table 2.3, the proportion of long-term unemployed has risen sharply in
recent years. It is difficult to forecast future trends in unemployment, particu-
larly since the likely level of output and the productivity of labour in the vari-
ous sectors of the Dutch economy is uncertain.

The high birth rate since the Second World War until the mid-1960s and the
increasing proportion of women entering the labour market mean that the
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Table 2.2 Registered unemployment by sex, 1980-1984 (annual average)

Number " % of employed labour force
(1000 persons)

1980 1981 1982 1983 1984 1980 1981 1982 1983 1984«
men 208.8 320.1 445.9 549.9 563 6.5 98 136 164 167
women 116.5 159.7 208.6 250.7 267 98 128 160 186 189
total 3254 479.8 654.6 800.6 830 74 107 143 170 173

Source: Ministry of Social Security and Employment, Labour Market
Report 1984; The Hague, 1984, p. 8
a) estimate

substantial rise in the supply of labour is likely to persist for some time yet.
The growth in the labour force has, however, been restrained by the fact that
young people are prolonging their education and by the large numbers of
workers availing themselves of the voluntary early retirement provisions. With
the decline in the birth rate since the mid-1960s, the growth in the supply of
labour may be expected to decline in the course of the 1990s.

Table 2.3 Level of long-term unemployment (12 months and over), by sex, 1981-1984 (annual
averages)

number % of total

(x 1000 persons) unemployment

1981 1982 1983 1984 1981 1982 1983 1984
men 56.8 118.1 2473 304.2 22 31 45 53
women 28.8 51.2 1049 128.2 23 31 42 49
total 85.6 169.3 3522 4325 22 31 44 52

Source: Ministry of Social Security and Employment, Labour Market Report 1984; The Hague,
1984, p. 60.

Estimating the likely level of unemployment is even more difficult because
of the possibility of substantial changes in the length of working hours. The
high unemployment figures have given rise to a considerable growth in interest
in a reduction in working hours in general and part-time work in particular.
In turn, a reduction in working hours could have an effect on the supply of
labour; married women, in particular, could be encouraged to enter or return
to the labour market to secure the level of family income.

Depending on the interplay of the various factors at work, unemployment
could either persist at its present high levels or decline substantially. Nor is it
necessary for unemployment and economic stagnation to remain linked. The
various economic situations with which a new system of social security might
have to contend are shown with the aid of a matrix in Table 2.4.

Table 2.4 Possible combinations of economic growth and growth in employment

High

Economic growth

Low High
Growth in employment

Source: WRR
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Situation 1 may be designated as ‘jobless growth’: the level of output and
income grows strongly but the level of employment stagnates or even declines
because the productivity of labour more or less keeps pace with the growth in
output. If in these circumstances increasing numbers of people resorted to
social security, this could in principle be financed out of economic growth. In
situation 2 the growth in output exceeds the rise in the productivity of labour.
In this type of ‘expansion’, the demand for social security is held back by a
high rate of growth in employment. Unemployment ceases to expand, so that
the system of income transfers no longer creates major financial and economic
problems. Situation 3 is characterized by low growth figures for output, in-
come and employment, i.e. a state of general economic stagnation. In these
circumstances demand for social security would continue to rise sharply. In
this instance, the lack of any growth in the level of income makes it very diffi-
cult to maintain benefits at the level considered necessary, so that per capita
real national income can easily fall. Finally situation 4 combines high growth
in the level of employment with the absence of economic growth. Such a situa-
tion could arise if the satiation of human wants, the exhaustion of natural re-
sources and environmental strains set limits to growth. This scenario may be
described as ‘limited growth’. '

Ideally, any future system of social security would be able to flourish in any
one of these four situations or be capable of simple adjustment to them.

Sickness and employment disability

The post-war period has seen a steady rise in the use made of the Sickness
Benefits Act and the employment disability regulations. Since 1980, however,
there has been a 15 per cent decline in the volume of claims under the Sickness
Benefits Act, as a result of both a decline in the number of registered cases of
sickness per person per year and a decline in the average duration of sick-
ness 2. In this respect the sharp rise in unemployment since 1980 has in all
probability played a role.

The reasons for the steadily increasing resort to the disability schemes are
many and varied. One relevant factor was in itself the introduction of these
schemes. When the General Disablement Benefits Act (AAW) came into force
in 1976, for example, the group of insured persons was substantially extended.
Similarly the abandonment of the causality principle when the Disablement
Insurance Act (WAO) was introduced in 1967 had an important effect; since
that time the cause of employment disability ceased to be relevant. The insur-
ance no longer covers just occupational hazards but employment disability of
whatever origin.

Another factor of importance for the increasing demand for social security
has been the ageing of the working population. The risk of invalidity rises
with age: claimants aged over 45 form nearly 70 per cent of those drawing
WAO benefits. The re-entry into the labour market of the disabled is also
impeded by the favourable level of WAO benefits in relation to the benefits
paid to the long-term unemployed. In addition, the standards laying down
when absence from work may be justified on health grounds have been broa-
dened. An illustrative statistic in this regard is the fact that since the Disable-
ment Insurance Act was introduced, the proportion of WAO benefits paid out
in relation to syndromes in which the social environment is a factor has risen
from 40 per cent to 70 per cent 3.

Furthermore, the employment disability schemes cover a certain amount of
hidden unemployment, since the situation in the labour market is taken into
account in awarding benefits. People who are partially incapacitated and oth-
erwise unemployed generally speaking receive full disability benefit, so that the
WAO and the AAW have to some extent become disguised unemployment
benefit schemes. Estimates of the scale of hidden unemployment in the WAO
range from 15 per cent to 45 per cent 4.

Forecasts of the number of AAW/WAO benefit claimants suggest that there
will continue to be a rise over the next two decades. The Central Planning Of-
fice expects the number of such claimants to be around 1,175,000 in 2010. The



Social Insurance Council anticipates a considerably smaller rise, with a total
of 900,000 in 2005, followed by a decline to the current level of around
750,000 in the year 2030 5.

Age structure of the Dutch population

The age structure of the Dutch population will change substantially in the
coming decades (see Table 2.5). Between 1980 and 2030 the number of elderly
people will double, while the number of young people aged under 15 will fall
by over 30 per cent. As a proportion of the potential working population
(aged 15-64) the dependent population (aged under 15 or over 64) will rise
from 52 per cent to 61 per cent, a demographic development that will exert a
net upward effect on public expenditure.

Table 2.5 Age structure of Dutch population, 1980-2030

total - 15-64 65+ 3) 3) 0-14 @) 4)
popula- years as % as % years as % as %
lation of of of of
(x 1000) (x 1000) (x 1000) (1) ) (x 1000) (1) 2
M @ 3) @
1980 14,091 . 9,293 1.615 11.5 17.4 3,185 22.6 343
1990 14,849 10,205 1,896 12.8 18.6 2,746 18.5 26.9
2000 15,316 10,407 2,093 13.7 20.1 2,816 18.4 27.1
2010 15,258 10,469 2,308 15.1 22.0 2,480 16.3 23.7
2020 14,888 9,829 2,852 19.2 29.0 2,206 14.8 22.4
2030 14,234 8,838 3,239 22.8 36.6 2,157 15.2 244

Source: Central Bureau of Statistics, Prognose van de bevolking van Nederland na 1980 (Projec-
tion of population of the Netherlands after 1980); The Hague, Staatsuitgeverij, 1982.

Decline in household size

Between 1960 and 1980 the average number of people per household in the
Netherlands fell from 3.5 to 2.8. This decline — which is expected to continue ¢
— is the result of various demographic and social developments, such as the
decline in the average number of children per family and the rise in the
number of single householders and one-parent families. The latter two deve-
lopments, in turn, have been partly caused by the sharp increase in the
number of divorces and the growing number of widows.

Because benefit entitlements can depend on household composition and the
earnings of other household members, the decline in average household size
has placed additional pressure on the social security system. It also has the ef-
fect of increasing individual living costs, which again places the average level
of benefits under upward pressure.

Concluding reflections

Over the course of time, the social security system has come to cover an
ever-increasing range of social risks. As this has occurred, the relative import-
ance of industrial injuries insurance for employees only has declined, miles-
tones being the introduction of national insurance schemes, the abolition of
the causality principle when the Disablement Insurance Act was brought in,
and, as the finishing stroke of social security, the National Assistance Act. The
provision of assistance to meet basic subsistence costs has become a consti-
tutional obligation on the part of the government towards those in need. This
development has created the need for a reappraisal of one of the fundamental
principles of the present system of social security, namely the close link with
labour in terms of both financing and the payment of benefits.

Financing by means of levies on labour commends itself if the insured risks
are largely ones to which employed persons are exposed. Insurance against
loss of earnings resulting from industrial accident may justifiably be regarded
as a labour cost. Similarly the elimination of abrupt discontinuities in income
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resulting from tomporary inability to work may be regarded as an occupatio-
nal hazard. Sickness and short-term unemployment may be causes of income
discontinuities of this kind, and the ability to bridge a temporary loss of earn-
ings without severe effect on income forms the background to the Sickness
Benefits Act and the Unemployment Insurance Act. Many of the remaining
risks against which cover is now provided, have, however, a much looser (if
any) link with (paid) employment: old age, widowhood, employment disability
for reasons other than industrial injury, child-care expenses and long-term
unemployment. As it has evolved, the social security system is to a large
extent concerned with providing cover against a broad spectrum of social
risks. Instead of solely taxing earned income, therefore, there is now a case for
the equal taxation of all sources of income. There are various ways in which
this might be achieved, such as funding from general revenue or taxes on the
added value per enterprise.

Apart from the method of funding, the benefit structure is also linked to in-
come from employment. Net minimum benefits are coupled to the net mini-
mum wage, while gross benefits form a fixed percentage of previous earnings
and follow the development of average gross wages paid by industry under
collective agreements. These linkages were instituted at a time when full em-
ployment was expected to remain sustainable, but that notion has since been
superseded with the evidence of large-scale, long-term unemployment. In these
circumstances the growth in per capita national income can lag substantially
behind the level of earned income, for which reason it would be preferable for
national minimum levels to be officially linked to changes in per capita natio-
nal income instead of earned income.

In this context the question also arises of the extent to which a person’s em-
ployment history should determine eligibility for benefits. Obviously, there is a
need for regulations of a limited duration to guard against excessively abrupt
cuts in income, but in a situation of widespread, protracted unemployment
there is a less self-evident case for making the level of benefit dependent on
whether or not an individual was formerly engaged in paid employment, often
in the distant past. As the chances of entering the labour market have dec-
lined, so it has become more difficult to justify the existence of superior statu-
tory provisions for the long-term unemployed with a distant employment his-
tory than for the longterm employed who never had a chance in the labour
market. For this reason the construction of a statutory system of income
transfers based on provision of earnings-related benefits has become more
problematical. Under such a system benefits are linked to final previous earn-
ings: The level of earnings on the day before becoming unemployed, sick or
disabled. If full employment can no longer be assured, it makes more sense for
the system to be devised on the basis of minimum subsistence needs, with ben-
efits set at a minimum level irrespective of a person’s employment history. A
switch of this kind would not, of course, rule out the possibility of supple-
ments and related legislative provisions. Nor is it necessary for the responsibi-
lity to provide income support to meet minimum subsistence needs to be con-
fined to the state 7.

2.1.2  Purchasing power of social security benefits

After the essentials of the present system of social security had been laid
down between 1952 and 1967, there followed a period in which the purchasing
power of social security benefits improved considerably as net minimum ben-
efits were increased up to the level of the net minimum wage. Since then the
net minimum wage has served a twin function, as the minimum remuneration
for a full-time job and the national minimum for a family. In the early 1970s
changes in the legal minimum wage were linked to average changes in wages
paid in the private sector under collective agreements (the wage index). This
form of automatic indexation was applied until 1983. After 1983 indexation
was not just abandoned but a cut of 3 per cent was effected in 1984. Net ben-
efits under national insurance provisions and the National Assistance Act, and
net minimum benefits under the Unemployment Insurance Act, the Unem-
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ployment Benefits Act and the Disablement Insurance Act, are linked to the
net minimum wage (or what is known as net-net linkage). The indexation of
the minimum wage and the net-net linkage are regulated under the Adjust-
"ment Mechanisms Act of 1979. The same Act also laid down the gross-gross
linkage for benefits above the national minimum: sickness and unemployment
benefits based on the Unemployment Insurance Act follow collective-agree-
ment wage developments, while other benefits follow the wage index. As from
1 January 1985 the benefit rates under the Unemployment Insurance Act, the
Unemployment Provisions Act and the Disablement Insurance Act were
reduced to 70 per cent of final previous earnings. Between 1981 and 1984,
annual, once-only payments were made to the ‘genuinely’ needy, i.e. house-
holds (including one-person households) required to get by on a single mini-
mum income. In 1984 a special supplement was added for the long-term
genuinely needy. Changes in the purchasing power of benefit claimants in
comparison with employers in the private sector are shown in Table 2.6.

Table 2.6 Changes in purchasing power of various income categories, 1974-1984 (in %)

1974-1979% 1980-1984 1979-19842

Private sector employees

minimum + + 12 — 84 -+ 26
modal income + 9 — 12.7 — 4.8
2 x modal income + 1 —17.2 — 164
4 x modal income — 1 — 15.7 — 16.5
legal minimum wage and social security

benefits

long-term genuinely needy® + 19 — 6.6 + 11.2
legal minimum wage + 19 —10.6 + 64
national minimum® +24.8 —12.3 + 95
modal disablement + 18 —20.5 — 6.2

benefit claimant

Source: WRR, based on Incomes Policy 1985;

Proceedings of the Lower House, 1984-1985 session, 18611, nos. 1-2, p. 11 and no. 5, p. 2.
a) base year: 1973

b)from [981 including once-only payment to the genuinely needy; previously equal to
changes in legal minimum wage.

¢) weighted average including Disablement Insurance Act; the national minimum (General
Old Age Pension) was structurally adjusted in 1973.

As the table reveals, the highest incomes have declined appreciably in rela-
tion to the lowest incomes over the past ten years. Especially at lower levels,
differentials have been compressed, to the point that the differences in dispos-
able income have become comparatively small. In 1982 nearly 90 per cent of
workers in the private sector (excluding agriculture) earned an income
between the minimum wage for adults and twice the modal level. The gross-
income ratio between minimum and twice-modal amounted to 1:2.8, and the
net-income ratio to 1:1.9. In 1982, 32 per cent of employees in the private sec-
tor were in the band between minimum and modal. Here, the gross-income
ratio came to 1:1.4 and the net-income ratio to 1:1.28.

The extent to which gross-income differentials are taxed away is evident
from the high marginal rates of taxation and social insurance contributions.
In a band between just above minimum to over twice-modal, incomes in 1982
were faced with a virtually identical marginal rate of some 50 per cent?.

While the surveys of purchasing power provide a good insight into changes
in major income components, they also have their limitations. Persons in em-
ployment generally receive fringe wage increases (e.g. overtime), whereas ben-
efit claimants have no such entitlement. They also take no account of the vari-
ous earnings-related regulations (e.g. rent relief, home help, special rates for
health insurance for the elderly, and study grants). The result is that the effec-
tive marginal burden on low incomes can reach a significantly higher percent-
age than that for higher incomes, where a wide range of tax concessions is
often available. A further objection to the purchasing power surveys is that

21



they take no account of income formation in the sphere of work in and about
the home. As a result, households in which both partners together work consi-
derably longer than the standard working week would suffer a loss in living
standards in relation to sole income.families. Finally many households bring
in more than one income, as a result of which the purchasing power of indivi-
dual earned incomes and benefits does not provide a full insight into the pur-
chasing power of households and their individual members.

Data on the income distribution of households in 1982 are shown in Table
2.7. In multi-person households, an average of 1.8 persons brought in an in-
come. The average number of incomes per couple without children was 1.4,
and for couples with children living in, 1.9.

Table 2.7 Income position of households according to average income, 1982

Household type Number of house- Average Disposable income
holds with number of

income persons

- with income
absolute as % of per house- absolute as % of increase

(x 1000) total hold (x N.Fl total on 1981
1000) (in %)

One-person households 1002 21.0 1 21.1 58.1 2.3
Multi-person households 3777 79.0 1.8 40.3 111.1 2.5
Non-family households 226 4.7 1.9 38.6 106.4 42
One-family households» 3333 69.8 1.7 39.6 109.2 2.4
couples without children 1063 22.2 1.4 35.0 96.6 3.7
couples with children 2024 423 1.9 42.6 117.4 20
1 child 639 13.4 1.8 40.1 110.5 3.0
2 children 941 19.7 1.8 41.4 114.3 34
3 or more children 444 9.3 2.2 48.5 133.9 —0.5
one-parent families 245 5.2 1.8 34.6 95.5 1.3
Other households® 217 4.5 2.5 52.9 146.0 2.3
Total 4779 100 1.6 36.2 100 22

Source: Central Bureau of Statistics, Statistical Bulletin no. 52; 20 December 1984, page 3.
a) without other persons
b)comprises one-family households with other persons and multi-family households.

The number of second incomes from children living at home and earning a
separate income is greater than the number of second incomes earned by
working married women (1981 figures). Children with jobs on average also
earn more than working married women. A strikingly large number of young
people still live in with their parents: 98 per cent of 16-18 year-olds and 79 per
cent of 19-20 yearolds (1979 figures). Setting up a separate household does
not occur on a major scale until people reach the age of 21.

The rate of participation in the labour force by married women has risen
sharply. In 1960, 7.4 per cent of married women had a paid job, in 1983 36 per
cent. The participation rate is particularly high among married women aged
under 30. Because many married women work part time, over a quarter earn
less than 25 per cent of the minimum wage, and over three-quarters no more
than the minimum wage, On average working married women contribute
some 25 per cent of family income 1,

In 1984 the total number of households required to get by on a single mini-
mum income was estimated at 650,000. These ‘genuinely needy’ consist to a
large extent of benefit claimants, especially the long-term unemployed, one-
parent families and single elderly householders.

Because purchasing power surveys fail to provide an adequate insight into
the income position of households, the need was felt for an instrument to
measure household income distribution more precisely. Both the Social and
Cultural Planning Bureau and the Central Bureau of Statistics have devised
methods for this purpose. Calculations made by the Social and Cultural Plan-
ning Bureau suggest that the compression of household income differentials
came to a stop as early as 1977, the chief factors being the increasing number
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of households dependent on social security benefits on the one hand and the
increasing number of two-income families on the other. A CBS study revealed
that socio-economic and demographic factors, such as changes of job or hou-
sehold composition, have much more influence on income distribution than
the changes in wages, tax rates and national insurance contributions as taken
into account in standard purchasing power surveys!..

Concluding reflections

Since the inception of the social security system the purchasing power of
minimum benefits has been considerably increased. Partly as a result of the in-
crease in minimum benefits, income differentials at the bottom-end of the scale
have narrowed substantially. As regards household income distribution, the
increasing number of two-income families has exerted an opposite effect.

The question as to whether the level of minimum benefits is high enough is
the subject of fierce debate. This underlines the fact that the national mini-
mum is a relative one, drawn up on the basis of social perceptions and politi-
cal judgements. To take one example, the desire from an equity viewpoint to
compress income differentials has to be weighed against the desire to increase
those differences in order to improve the operation of the labour market. If
the national minimum is linked to per capita national income, certain policy
choices will also have to be made from time to time.

The increasing number of two-income families has led to growing attention
to household income as the most appropriate indicator when it comes to poli-
cies for the genuinely needy. Both household composition and the number of
incomes per household are taken into account in awarding benefits. If conti-
nuing account is to be taken of the differences in need and economic means
between the various types of households, there is little choice but for greater
empbhasis to be placed in incomes policy on the distribution of household in-
comes. The result is that it ceases to be possible adequately to assess minimum
needs in terms of wage determination, since little or no account is then taken
of employees’ personal circumstances. In some households the legal minimum
wage forms the sole income; in others there may be.more than one minimum
income. In the present circumstances, therefore, the legal minimum wage has
ceased to be an effective means of ensuring that employed persons receive a
minimum subsistence income.

2.1.3 Expenditure trends

Expenditure on income transfers of a safeguard nature have risen greatly in
recent decades (see Table 2.8).

Table 2.8 Expenditure on income transfers of a support nature, 1960-1983~

year absolute expenditure expenditure as %
(in N.Fl. 1,000 million) of net national income

1960 ' 3.1 8.1

1965 7.2 11.5

1970 14.0 13.3

1975 : 35.0 18.5

1980 53.6 17.8
1983 78.6 23.4

Source: WRR, on basis of: Central Bureau of Statistics, 85 jaren statistiek in tijdreeksen (85
Years Statistics in Time Series), The Hague, Staatsuitgeverij, 1984. Central Bureau of Statistics,
Sociale verzekering, pensioenverzekering, levensverzekering (Social Insurance, Pensions Insurance,
Life Insurance), The Hague, Staatsuitgeverij, various issues.

Social Security Financial Report 1985; proceedings of the Lower House, 1984-1985 session,
18612, nos. 1-2.

a) excludes regulations for government employees.

This growth in expenditure played a large part in the doubling of the public
expenditure-burden between 1960 and 1983 to reach 70% of national income
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in 1983 12, Another factor has been the sharp rise in expenditure on health
care. The increase in the share of income transfers in national income has
been associated with a virtually identical decline in the share of income from
enterprises and the self-employed (see Table 2.9).

Table 2.9 Distribution of disposable income among various income categories, 1960-1983 (as %
of net national income)

1960 1965 1970 1975 1980 1983

earned income of economically
active persons (incl. civil

servants) 36 38 39 38 37 34
other income (income from

enterprises and self-employed) 27 21 18 13 10 13
income transfers to economically

inactive 12 14 15 20 23 26
pension funds, etc. 4 5 6 8 9 9

government (excl. civil servants) 21 22 22 21 21 18

Source: Central Planning Office, cited in: Socio-Economic Council, Advies hoofdlijnen gewijzigd
stelsel van sociale zekerheid bij werkloosheid en arbeidsongeschikiheid (Report on the Main Lines
of a Modified Social Security System for Unemployment and Employment Disability). The
Hague, 1984, p. 33.

Up to 1980 the net earnings of the economically active formed a virtually
unchanged proportion of net national income. Since that date the share has
declined. The share of income transfers has risen steadily and a significant
part of this shift has been borne by the government, partly as a result of the
explosive growth in the number of unemployment benefits since 1980. Between
1960 and 1980 the share of income from enterprises and the selfemployed dec-
lined steadily, but from 1980 onwards this trend was reversed.

The decline in the relative share of income from enterprises and the self-
employed can adversely affect employment on account of the lower rate of re-
turn on capital;, and declining investment can produce a further drop in em-
ployment. The availability of investment capital may also suffer from the
lower volume of savings associated with higher spending on income transfers,
which have to be funded by means of taxation and national insurance contri-
butions, thereby cutting back savings formation. In addition, the govern-
ment’s financial deficit rose during the 1970s in response to these trends.
Furthermore; benefit recipients use virtually all their income for consumption
purposes. The propensity to save declines among insured persons since a rea-
sonable continuity of income is guaranteed in the event of loss of earnings.
Similarly, income transfers going beyond the scope of this report exert a nega-
tive effect on investment. Social income transfers with a state provision func-
tion are generally of an in-kind nature; savings are not possible. In the case of
pensions there is a certain amount of savings formation, but in most cases
these savings do not find their way into riskbearing investment.

Concluding reflections

High levels of income transfers will have an adverse effect on investment
and hence employment if they are passed on to the income from enterprises
and the self-~employed. This is not to say that such expenditure has assumed
too large a scale. The affordability of income transfers ultimately depends on
the willingness of the economically active to fund such expenditure out of per-
sonal disposable income. Precisely where the limits to solidarity lie in this re-
spect is difficult to say. The danger does, however, exist that the system
affords so much security that insufficient funds will be available for investment
in certain periods. In quantitative terms potential investment can suffer
because the volume of savings falls too far. In a qualitative sense the potential
for investment can suffer because the composition of savings changes and
avoids risk-bearing investment in industry. It would therefore be advisable to
examine whether positive incentives for savings formation could be incorpor-
ated into the social security system.
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2.1.4 Individualization

The fundamental elements of the present system of social security were laid
down at a time that differed significantly from the present in socio-cultural re-
spects. At that time social policy was able to build on certain assumptions to
the effect that behavioural norms and role patterns were reasonably fixed. The
family, consisting of a husband, wife and one or more children, was seen as
the cornerstone of society and marriage was a contract entered into for life.
Cohabitation — both by people of the same sex and by men and women — was
not customary. Within the marriage the husband was the sole breadwinner
and married women did not for preference work outside the home but
managed the household and cared for the children b.

Until well into this century employment outside the home for women and
children from the labouring classes remained a harsh necessity. For this rea-
son the achievement of a situation in which the income of the male breadwin-
ner was sufficient for the whole family was regarded as a major social achieve-
ment.

The situation at that time meant that the social security system had to deal
with only two types of households: the family and single householders. This
explains why minimum daily wage provisions were taken up in the loss of
earnings insurance arrangements: the aim of such provisions was to prevent
the benefits paid to a family with only one breadwinner from falling below the
national minimum for a family. In the government’s present plans to review
the social security system, the minimum daily wage provisions would be rep-
laced by supplements (see also section 2.2.1). The obverse to minimum daily
wage provisions and supplements is that the benefits paid to breadwinners are
reduced if a person’s partner has a separate income. Nor is the partner of a
married benefit claimant who applies for a breadwinner’s supplement required
to register for employment; similarly there is no widowers’ insurance. Married
working women pay independent national insurance contributions but do not
obtain any extra benefit entitlements in return. Finally, the mutual responsibi-
lities and maintenance commitments of married couples have been taken as
the starting point for the National Assistance Act. Entitlement to, and the
level of, national assistance is determined not by the individual’s economic
means but by that of the household.

Over the past twenty years the situation has changed radically. Domestic
appliances and the rise in the standard of living have rendered housework less
onerous and timeconsuming. There has also been a shift in social attitudes
towards employment on the part of married women, which has risen apprecia-
bly in recent years. Longevity combined with smaller family size has meant
that women now much more commonly have a large part of their lives ahead
of them after the children leave the home. This can be an important incentive
for women not to confine their activities to looking after the home. Another
important factor has been the equal rights movement, which has pressed
strongly for an equal division of paid and unpaid work within the family. Par-
ticipation by married women in paid employment is regarded as an essential
precondition for overcoming what is regarded as the subordinate position of
women in both society and the family 4. In addition non-marital household
forms have established themselves alongside family and single households. In
similar vein there has been a substantial increase in the rate of divorce and
hence of lone-parent families.

The way in which non-marital household forms should be treated in the
social security system creates a dilemma, especially as regards minimum ben-
efits. On the one hand it is deemed unacceptable to impose maintenance obli-
gations on persons who have deliberately opted for a relationship not involv-
ing marital commitments. On the other hand many people find it difficult from
the viewpoint of material equality to justify the fact that persons living as
though they were married should jointly receive higher national assistance or
state pensions than a married couple. So far the latter consideration has
weighed the more heavily for policy purposes, with efforts being made to treat
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marital and nonmarital household forms as equally as possible. Apart from
the objection in principle just referred to, the material equality principle pres-
ents administrative problems.

The breadwinner provisions required for this purpose amount to an implicit
levy on joint income. Particularly if taken in combination with regulations
falling outside the scope of this report, such as income tax and income-related
concessionary charges, this implicit levy can be very high. The result is to dis-
courage participation by women in the labour force. Arguments in favour of
the implicit levy are based on the fact that the existence of two-income fami-
lies renders the distribution of income among households less equal and
creates the risk of a new division in society between families with two bread-
winners and a high joint income from employment, and families with a single
breadwinner dependent on family benefits to take them up to the minimum
level.

Up to the present, the social security system has been based on the tacit as-
sumption that citizens take little or no account of differentiations in the ben-
efit system based on need and economic means considerations when choosing -
their particular household form. If, however, ‘calculating’ behaviour of this
kind were to take place on a large scale, this would create undesirable side-
effects for government policy. Citizens are not just able to adjust their marital
or family status to benefit from the regulations available but can also delibera-
tely misrepresent their living circumstances to the authorities. If such practices
were to assume any sort of scale there would seem little way of effectively
checking the true state of affairs.

The debate about the future of the social security system may be divided
into two fundamentally different schools of thought. The first of these argues
for the full-scale individualization of the system in a legal sense, i.e. that entit-
lements and obligations should be solely assigned to individuals irrespective of
household situation. No account whatever would be taken of the partner’s in-
come. One of the arguments in favour of the individualization principle is that
it would serve to recognize and promote the economic independence of the
individual. It would also eliminate the problems that can now arise in cases
where marital and non-marital household forms are treated equally. The in-
vasion of privacy associated for example with the administration of the Natio-
nal Assistance Act would disappear. An individualized system would mor-
eover be easier to administer and less susceptible to fraud. In the realization
that individual economic independence is no longer fully achievable, especially
for the older generations, and that it would take time for the labour market to
be adjusted, proponents of individualization generally accept that its introduc-
tion would have to be gradual. The most obvious course would be for cohort-
based phasing in and the stepwise individualization of the regulations 's.

The second school of thought argues in favour of maintaining in principle
of basing benefits on household needs and economic means. An important con-
sideration in this respect is the fact that the neéd for individual economic inde-
pendence is certainly not felt universally. Abandonment of the need and econ-
omic means principles would also have unacceptable adverse effects on the
position of single householders, especially those at the national minimum
level. This could of course be avoided by awarding individual benefit entitle-
ments that were independent of the partner’s income and that were also suffi-
cient to meet individual needs (e.g. 70 per cent of the net minimum wage).
This would, however, entail major risks for the labour market since multi-per-
son households would then become entitled to benefits which, taken together,
were considerably above the present subsistence level for a household, with
the consequence that many people would withdraw from the labour market.
On the face of it this problem could be solved by setting the level of individual
benefit at S0 per cent of the net minimum wage, but this would simply render
living alone impossible. Even the Equal Rights Council considers it would be
undesirable if the possibilities for economic independence on the part of single
householders were to be reduced in this way '©.
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Concluding reflections

The choice between individualization and the application of needs and
means testing is essentially a political one. If the desire for individual econ-
omic independence is to be taken as the starting point for official policy, a
completely individualized system of income transfers would need to be intro-
duced on a gradual basis. If the chief objective is to avoid inspection and legi-
timacy problems in assessing need and means, individualization is also the ap-
propriate course. This would be all the more true if large numbers of citizens
should make a calculating choice when deciding on marital status and house-
hold form. If, on the other hand, it is evident that only a small number of
people will act in a calculating manner and if the government does not wish
deliberately to steer citizens in the direction of individual economic indepen-
dence, the continued application ‘of the need criterion and means-testing offer
advantages. '

Traditional role patterns may have been eroded, but, in so far as new ones
crystallize out, it cannot be assumed for policy purposes that any one or more
of these will emerge as dominant. This means that a choice in favour of either
the individualization principle or the need/economic means criteria in the
social security system will cause tensions one way or another. As long as the
diversity of household forms persists, no ready-made solution will be avail-
able. Instead, efforts will have to be made to find a solution that as far as
possible steers a neutral course.

2.1.5 Problems in the labour market

Income transfers affect the operation of the labour market. They do not just
affect the supply and demand for labour but are related to the informal econ-
omy and the trend towards shorter working hours. Each of these aspects is
examined in turn below.

The supply of labour

Compared with other countries, social security benefits in the Netherlands
are notably high in relation to earned incomes. The net-net linkage results in
the fact that the minimum level of benefit payable to a married male employee
is equal to the net minimum wage. This does not apply to single householders.
Since 1 January 1985 the replacement rate for benefits above the national
minimum (with the exception of sickness benefits) has been set at 70 per cent,
but as a result of the net-net linkage this is somewhat higher for breadwinners
earning up to 1.4 times the minimum wage. Apart from the replacement rate
the duration of benefits is also relevant. Unemployment benefits above the
minimum level are of limited duration; thereafter the claimant drops back to
the national assistance level. Disablement benefits above the minimum level,
by contrast, continue for as long as a person remains disabled or until he
reaches retirement age. These much more favourable provisions have the ef-
fect of discouraging disablement benefit recipients from returning to the
labour market, especially if their employment prospects are uncertain.

The sharp increase in the demand for social security has brought the ques-
tion as to whether the relative level of benefits reduces willingness to work
back into the focus of public and academic attention. Insufficient empirical
material is available in the Netherlands for any general answer to be provided,
but closer attention has been paid in the United States to the impact of social
security on the supply of labour 7. Research in that country has demonstrated
the existence of a negative effect, but this turns out to be no more than a few
per cent. Needless to say these findings do not necessarily apply to all coun-
tries, but even if we were to assume that the effect was somewhat larger in the
Netherlands on account of the more generous social security provisions, the
labour market as a whole would still not necessarily be seriously disturbed
since the total number of available jobs is well short of the number of people
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seeking work. This is not to deny that bottlenecks may arise in certain situa-
tions. If it becomes more attractive financially for young people to be on the
dole than to undergo specialized vocational training, this can also give rise to
a bottleneck that could hold back economic recovery. The same applies if the
re-training of unemployed persons is impeded or insufficiently encouraged
because of social security. The labour market would also be adversely affected
if the level of benefits stopped people in certain circumstances from accepting
work they considered to be less suitable (even if they had been unemployed
for some time), for example because the pay was lower or the working con-
ditions inferior than in their previous job.

These negative influences on the labour market will become more percept-
ible as the labour market gets tighter. In that case, however, the funding of
unemployment relief would be much less of a problem and companies would
be able to pay high wages, thereby attracting those reluctant to work back
into the labour market. Furthermore, once the level of unemployment comes
down, it becomes easier to conduct official checks on whether people are in
fact attempting to find jobs.

The demand for labour

The demand for labour is affected by social security regulations along two
paths. To start with, the provision of social security preserves spending power
and hence the demand for goods and services, thus generating demand for
labour. The second path operates through the supply side of the production
process. To a large extent, benefits are financed by levies on labour, with the
overall result that the labour becomes more expensive in relation to capital.
This imbalance is further accentuated by government subsidies for capital
investment, which have assumed a considerable scale in the Netherlands.

If labour is expensive in relation to raw materials, this does not promote the
efficient use of raw materials, and if it is expensive in relation to capital it pro-
vides a stimulus to replace labour by capital. Where this results in technologi-
cal innovation the productivity of labour will generally rise, to the benefit of
economic growth. A further side-effect can be the creation of new employ-
ment, thereby compensating for some of the jobs lost from technological inno-
vation. Not all companies, however, have the same technological potential to
improve labour productivity. Furthermore, the existence of ceilings for the
payment of national insurance contributions implies that labourintensive
enterprises with a low wage structure are more affected by such charges.
Where such companies compete internationally, their ability to pass on higher
wage costs in price rises will be limited. Where they operate in the domestic
markets, the ability to pass these costs onto prices is constrained by the risk of
depressing demand or causing it to shift into the informal labour market. In
industries where the productivity of labour is comparatively low, the present
method of funding social security reduces the demand for labour. The task for
the future would appear to be to devise a new system of benefits and financing
that did not remove the incentive to improve labour productivity but which
also arrested the continued marginalization of labour-intensive activities in the
economy.

The legal minimum wage can also depress the demand for labour. The mini-
mum wage broadly follows the average pattern of collective wage agreements.
If the differences in labour productivity between various industries is substan-
tial, the minimum wage can result in a reduced demand for labour in indus-
tries where the productivity of labour is comparatively low.

ThHe informal labour market

The negative effect on the demand for labour exerted by the high levies on
labour, as described above, consists not just of a shift away from labour-inten-
sive products and services but also of a shift in demand to the ‘informal’ sec-
tor. The informal sector consists of three main eeements. unpaid work; the
mutual provision of services and payment in kind; and the black economy.
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There are various factors at work serving to accentuate the incentive for such
shifts provided by the high levies on labour. Technological developments have
made do-it-yourself activities possible in many fields. The steady decline in av-
erage working hours has also created scope for people to perform activities in
addition to their official employment, while the high marginal rates have made
it attractive for people to earn part of the income or obtain casual earnings
outside the official labour market.

The interplay of these factors does not just stimulate do-it-yourself activities
but also encourages the supply and demand of labour outside the official
labour market. Offering their services in the informal labour market may be
attractive for both those in employment and benefit recipients. People with
jobs are often well placed to supplement their income with informal work. In
many cases, their employment will provide them with the necessary contacts,
and they will have ready access to the requisite tools and materials. This
means that the informal economy could continue to grow even if unemploy-
ment were to decline. It is not a phenomenon confined to times of mass unem-
ployment but, given unchanged policies, will remain an important feature of
the economy, the root cause being the differences in the productivity of labour
in various industries. High levies on labour serve to accentuate the shift from
the formal to the informal economy.

It is not invariably desirable to push back the informal economy. There is
little cause for introducing special measures simply because technological pro-
gress and increased leisure have made it possible for people to turn their hand
to do-it-yourself activities. If, however, people are forced into D1Y on account
of high labour costs, with a loss of quality in relation to professional work,
such a process of despecialization can only be regarded as undesirable from an
economic viewpoint. Individual industries can suffer dislocation if high labour
costs and high marginal rates lead to a large-scale demand for and supply of
labour by third parties outside the official labour market. The result is that the
levy base for public revenue purposes is narrowed — thereby creating a vicious
circle in which even higher levies on labour have to be imposed.

Recent developments

Various developments have been taking place in the labour market that will
not leave the social security system undisturbed. In the first place the average
number of hours worked per person per year is declining. If this should deve-
lop into a general reduction in working hours, households with only one
breadwinner could find themselves falling below the social minimum. The
National Assistance Act could in these circumstances assume a new function
of supplementing the income of such households to bring them back up to the
level of the national minimum. Adjustments to help prevent the income of
such households from falling below the national minimum upon a general
reduction in working hours would also be feasible in the sphere of taxation
and national insurance contributions.

A reduction in average working hours per person could also be achieved by
an expansion of part-time work. This would have a number of significant ad-
vantages in relation to a general reduction in working hours. The labour mar-
ket is not homogeneous and a cross-the-board reduction in working hours
would only accentuate the sectional labour shortages that already exist. Furth-
ermore, a strategy aimed at the promotion of voluntary part-time work would
leave individual households freer to decide how to apportion the distribution
of employment among their members. Greater part-time work would however
require a number of major adjustments to the social security system since the
provisions for part-time workers are less comprehensive than those for bread-
winners with a full-time job '8. Furthermore it remains to be seen whether
voluntary parttime work would be able to effect a significant reduction in
unemployment. Nevertheless, the advantages offered by such an approach
make it advisable to exploit the opportunities available as effectively and fully
as possible.

An expansion of the income-supplementing function of social security could

N
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also occur if the differences in labourproductivity trends begin to result in
wage differentials. To improve the operation of the labour market it would be
worth considering the abolition of the legal minimum wage. The allocative
function and the minimum-needs guarantee are not readily combined in the
one instrument. The abolition of the minimum wage could help generate em-
ployment but, in weak industries, could also result in incomes below the exist-
ing minimum. The obvious course would then be for such incomes to be sup-
plemented as part of the support function of social security, but this suffers
from the major objection that such persons would then be faced with a mar-
ginal rate of 100 per cent, i.e. any additional earnings would be fully offset
against the supplementary benefit. The effect would therefore be to exchange
the problem of the minimum wage for the problem of an even larger low-in-
come category faced with an extremely high marginal withdrawal rate.

Concluding reflections

If the negative impact of social security regulations on the labour supply is
on only a limited overall scale, there is no cause to reduce benefits across the
board in times of mass unemployment in an effort to improve the operation of
the labour market. In those instances where there are labour shortages or
there is insufficient willingness to work, specific measures would be the more
appropriate line of action. One possibility, for example, would be to tighten
up official surveillance of benefit claimants’ actual availability for work. Steps
could also be taken to ensure that the pursuit of vocational training by young
people was not financially unattractive. Apart from specific measures of this
kind, it would also be particularly important to examine whether greater
numbers of people could be helped to find jobs if the social security system
were to be modified. If conditions in the labour market were to become
tighter, the negative impact of social security regulations could, although
limited, begin to create more substantial problems for the supply of labour. It
may, however, be assumed that this problem would largely solve itself since a
tighter labour market would permit additional wage increases, thereby draw-
ing people back into the labour market.

In order to promote the demand for labour in the formal economy, there
would be a case for considering measures to reduce the cost of labour-inten-
sive goods and services. This could boost employment and check any unde-
sired expansion of the informal economy. Modifications to the social security
system could help produce the same result, but before exploring this angle it
may be noted that measures outside the field of income transfers could also be
taken, e.g. the abolition of the legal minimum wage or a lower VAT rate for
labour-intensive services. Measures in the field of social security could concen-
trate particularly on an expansion of the levy-base for funding the system, e.g.
by a levy on added value instead of on wages. Another alternative would be to
fund social security out of general revenue rather than national insurance con-
tributions.

2.1.6 Complexity of the system

One of the distinguishing features of the social security system in the
Netherlands is the fact that responsibility for policy formation is shared by the
government and the social partners. This shared responsibility means that the
demarcation of responsibilities and powers comes in for regular discussion
and that the institutional structure is a complex one. The way in which the
system has evolved since the Second World War and the fact that social secur-
ity is closely bound up in a financial sense with both the public and the private
sector help explain the widespread support for continuing on the basis of
shared responsibility. The unanimity on this score was evident in the reactions
to the Government’s request for advice on the reform of the social security
system of 1983: reactions which in other respects diverged considerably (see
also section 2.2.2).

The administration of social security suffers increasingly from the com-

30



plexity of the legislation and regulations. One of the main factors has con-
sisted of the numerous recent or planned changes to the system. Legislative
amendments have become much more frequent. In many cases, the available
introduction period is too limited to solve the numerous technical problems
that can arise when amended regulations are put into effect. Some of the
amendments have also been associated with complicated transitional provi-
sions. The modifications to and expansion of the legislation has led directly to
extensive differentiation. This in turn has called for a high degree of specializa-
tion in administering the provisions, the collection of a great deal of data from
varying sources, the making of complicated calculations, frequent data
transfers between the various departments and agencies, the need for re-assess-
ment of individual cases, and so on.

In virtually every part of the system use has to be made of criteria that are
difficult to apply and data that are difficult to verify: involuntary unemploy-
ment, employment disability, suitable employment, daily wage, household
unit, income of other members of the household unit, assets, availability for
employment, and so on. Furthermore, some of these data and criteria have to
be periodically collected and applied for each benefit claimant. The problems
faced by clients are considerable, as are the possibilities for consciously or
unconsciously providing incorrect or incomplete data. This may force the
administering agency into making considered judgements that the client finds
difficult to understand and accept. Deciding whether or not the associated
administrative expenses are excessive is a matter of weighing the advantage of
reduced complexity against the desirability of a certain amount of differentia-
tion based on the desire for the greatest possible degree of distributive justice
and material equality.

Concluding reflections

If future policies should continue to stress the distributive justice aspect the
margins for radical simplification would not appear great. At the same time,
this does not rule out anything but the most limited improvements; one poten-
tial area would be the standardization of the concepts and criteria used in the
various regulations. Another potential means of improvement would be for
greater attention to be paid in policy preparation and formulation to the
administrative implications of any proposed measures. Material equality will
‘never be fully achieved in a dynamic society and any progress made in this
direction by legislative refinements needs to be carefully weighed against the
drawbacks associated with even greater complexity.

2.2 Current developments in social security reform
2.2.1 Government policy

Review of the social security system forms a central element in present
government policy. In 1983 the Government asked the Socio-Economic Coun-
cil and the Equal Rights Council for advice concerning the revision of unem-
ployment and employment disability provisions and the related national as-
sistance schemes. In this request for advice of 25 May 1983 the Government
gave three reasons for conducting a review of the current system ". In the first
place the Government saw a need to cut back the level of public spending — of
which social security forms a major part — in the interests of economic reco-
very. In this respect the Government noted that the share of transfer incomes
in national income has risen sharply in recent decades, while the share of pro-
fits has fallen back considerably, thereby suggesting that the rise in the cost of
social security has above all been passed on to profits. A second reason for
reviewing the system was that the current system was not designed to cope
with the current scale and structural nature of economic non-activity. Finally
the Government contended that more scope had to be created for the greater
degree of individual financial independence sought within society. A major
factor here was the third EC Directive 2, which laid down that the equal treat-
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ment of men and women under the social security system should be intro-
duced no later than 23 December 1984.

The plans for a new system of loss of earnings insurance in the event of em-
ployment disability or unemployment as put forward in the Government’s re-
quest for advice are based on the ‘safety net’ option. In the event of a loss of
earnings from disability or unemployment, individuals would to begin with be
covered by a regulation under which a benefit was payable the level and
duration of which depended on final previous earnings and the person’s length
of employment. Provision against loss of earnings is, therefore, accorded pri-
macy, and benefit entitlement would be determined on a strictly individual
basis. The safety net would only come into operation if loss of earnings ben-
efits were inadequate or had expired. The idea of such supplementary or sub-
stitute benefits would be to ensure that every household could provide for its
minimum subsistence needs. The decision in favour of the safety net system
was partly based on the consideration that any new arrangements should
build on the historically evolved division of responsibilities between the
government and the social partners in the field of loss of earnings regulations.
Traditionally, the employers and trade unions have been responsible for the
loss of earnings aspect, while the government has borne the primary responsi-
bility for safeguarding minimum needs.

The principal features of the system of unemployment benefits proposed in
the Government’s request for advice of 25 May 1983 are as follows. The exist-
ing distinction between the Unemployment Insurance Act (WW) and the
Unemployment Provisions Act (WWYV) would lapse, to be replaced by a single
unemployment benefit act. The provisions would be strictly individual, ther-
eby eliminating the present unequal treatment between men and women under
the WWYV. A second feature would be the introduction of a sliding scale: up
to the minimum wage the replacement rate would be 70 per cent, and on any
earnings above that level, 50 per cent. This fall in the average replacement rate
as income rises could therefore cut across the benefit principle, under which
contributions and benefits are meant to be linked, as with unemployment
insurance at present. In an effort to retain the benefit principle, the Govern-
ment proposed the introduction of sliding-scale contributions. The duration of
unemployment benefit would be dependent on a person’s employment history
but would be limited to a maximum of five years. Within this period, benefit
would be reduced in six-monthly steps to the national minimum for a single
householder (i.e. 70 per cent of the net minimum wage). Since it can often be
difficult to quantify a person’s employment history, it was proposed that, for
the present, the claimant’s age should be taken as the criterion for the length
of the benefit period. The proposed connection between age and the unem-
ployment-benefit period is shown in Table 2.10.

Table 2.10 Connection between age and unemployment-benefit period under revised system
(in years)

age benefil period
under 23 0.5

23-29 1

30-34 L5

35-39 2

40-44 25

45-49 3

50-54 35

55-59 4

6064 <5

Source: Ministry of Social Security and Employment, Review of the Social Security System,
Proceedings of the Lower House, 1982-1983 session, 17475, no. 6, p. 31.

Upon expiry of the unemployment-benefit period an interim phase would
come into effect when the claimant would receive a follow-up benefit equal to
the national minimum for a single householder for a period of twelve months,
the so-called interim phase. If the level of unemployment benefit should fall
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below the national minimum for the type of household in question during
either of these periods, household supplement would be payable. In determin-
ing the eligibility for and level of such household supplements, account would
be taken of any earned income on the part of other members of the household
(i.. an income test). There would, however, be no means test on assets. Upon
expiry of the interim phase an unemployed person would be dependent on the
National Assistance Act in the same way as a person lacking an employment
history. Under the Government’s plans there would be no question of indivi-
dualizing national assistance entitlements; household units would continue to
be means-tested. The Government would, however, see a certain amount of
room for the personalization of. benefit entitlements between the partners in a
household, by assigning separate benefits to each. This would not amount to
an increase in national assistance but simply to its distribution to both
partners.

The new system of loss of earnings insurance as envisaged by the Govern-
ment is shown in schematic form in Figure 2.1.

Figure 2.1 Schematic diagram of the amended system of unemployment benefits in the
Government’s request for advice of 25 May 19832
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Source: Ministry of Social Security and Employment, Review of the Social Security System,
Proceedings of the Lower House, 1982-1983 session, 17475, no. 6, p. 59.

a) The figure relates to a person aged between 35 and 40 with a two-year entitlement to earn-
ings-related benefits. In the example the daily wage has been set at 200 and the minimum
wage at 100.

With respect to employment disability benefits the request for advice puts
forward two radical changes. In the first place it proposes the introduction of
a sliding scale such as that proposed for unemployment benefits, and secondly
it calls for the elimination of hidden unemployment under the General Disab-
lement Benefits Act and the Disablement Insurance Act. As it stands, account
is taken in determining the degree of employment disability of the fact that the
person in question will be less well placed to find suitable employment on ac-
count of his or her disability. As a result full-scale disability benefits are gener-
ally paid to people who are partially incapacitated and otherwise unemployed.
This means that, up to a certain level, these benefits act as a form of unem-
ployment benefit. The request for advice proceeds from the assumption that
the resultant hidden unemployment amounts to 50 per cent. The elimination
of the unemployment component means that an incapacitated person would
receive a disability benefit only in proportion to the degree of his employment
disability; for the rest he would be dependent on unemployment benefit. Dis-
ability benefits would not be limited in duration or reduced to the minimum
level. '
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In the longer term, the government has in mind the equalization of unemploy-
ment and employment disability provisions and removing the limitations on
the duration of the interim phase. Under these revised arrangements a clai-
mant would be entitled to individual benefit of up to 70 per cent of the net
minimum wage for the period between the expiry of loss of earnings benefit
and reaching the age of retirement. Only those without an employment history
would fall back on national assistance in the event of need. For the present,
however, the Government does not regard the introduction of such a system
_as feasible. ,

The Social and Cultural Planning Bureau subsequently calculated the distri-
butive and budgetary effects for 1981 of these planned changes to the sys-
tem 2. Unemployed persons would suffer an average drop in disposable in-
come of some 9 per cent. In the case of the incapacitated the drop would
(assuming a hidden unemployment rate of 50 per cent) be around 19 per cent.
The budgetary effects would amount to a saving of 1,400 million guilders on
unemployment benefits and 4,100 million guilders on disability pay-outs.

In April 1985 the Government issued a new version of its plan for revising
the system 2, In comparison with the request for advice of May 1983 this ver-
sion contained a number of refinements and changes, the most important of
which are outlined below. The sliding scale as initially proposed was dropped.
Under the proposed new Unemployment Act (replacing the Unemployment
Insurance Act and the Unemployment Provisions Act), unemployment benefit
would be set at 70 per cent of final previous earnings. Where a person could
be held responsible for being unemployed, benefit would be limited to 70 per
cent of the net minimum wage; entitlement to full unemployment benefit
would require official referral. Evidence of at least six months employment
during the year preceding loss of employment would be required for eligibility
to draw a six-months benefit, while entitlement to longer benefit would be
conditional on an employment history of at least three years in the five years
preceding loss of a job; periods of looking after children under 12 would
count at the rate of 50 per cent towards such entitlement. Persons made unem-
ployed after the age of 50 would receive a special Income Support benefit for
the Elderly Unemployed (I10W) upon expiry of the unemployment and follow-
up benefit periods. This benefit would be set at the level of the national mini-
mum, with a means test on income but not assets.The loss of earnings and fol-
low-up benefits would be financed out of national insurance contributions,
while the supplementary benefits and special benefit for the elderly unem-
ployed would come out of general revenue.

The benefit rate for employment disability would again be 70 per cent.
Allowance would no longer be made for the unemployment element under the
two disablement acts, with the exception of persons aged over 50 and already
drawing disablement benefit. Here again, therefore, the Government has de-
cided against a stepwise reduction or ‘taper’ in disability benefits to the mini-
mum level in the long term; nor is any limitation of the benefit. period any
longer envisaged.

The third EC Directive calling for the equal treatment of men and women
under social security regulations no later than 23 December 1984 has not just
had its effect on the plans for revising the system outlined above but has also
resulted in proposals to amend other regulations. A solution for equal treat-
ment has now been found with respect to the general old age pension
(AOW) B, besides which married women will also in future be liable to pay
separate contributions. It has, however, proved particularly difficult to come
up with a benefit scheme that does justice to the diversity of household forms
while at the same time remaining affordable, as illustrated by the conflicting
advice received from the Equal Rights Council and the Socio-Economic
Council®.

An additional complication consists of the fact that the third EC Directive
is not always clear as to what is and is not permitted. The concept of ‘indirect
discrimination’, in particular, is capable of differing interpretation. In addition
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there are differences of view concerning the extent to which a revision of the
system of social security may be used as an instrument for promoting citizens’
individual economic independence.

The scale and structural nature of unemployment have resulted in measures
to broaden the possibilities for benefit claimants to perform unpaid work.
These measures cover a wide range of activities, varying from traditional
voluntary work to projects specially set up for the unemployed. A Benefit
Claimants (Unpaid Work) Act is currently being drafted in order to regulate
the provisions for employment without loss of benefit.

2.2.2 . Reactions to Government policy

The Government’s request for advice of 25 May 1983 elicited a great deal of
reaction. For reasons of space we shall confine out ourselves to discussing the
standpoints adopted by the Equal Rights Council and the Socio-Economic
Council (SER) and the principal reactions of the three major political par-
ties?.

The standpoints adopted in the SER in many cases correspond closely with
one another as far as the general premises of the Government’s proposals are
concerned. The decision in favour of a safety-net system is endorsed by the
entire SER. Similarly the integration of the WW and WVW into a single piece
of legislation in which men and woman are treated equally receives general
endorsement. The sliding scale is, however, rejected, since it would derogate
from the benefit principle ~ as indeed the Government’s most recent version
recognizes. The SER also endorses the continuing involvement by employers
and trade unions in the new system.

In the case of the long-term unemployed the SER argues for superior ben-
efit conditions to those proposed in the request for advice, so that unemployed
persons would only have to fall back on the National Assistance Act (ABW)
in exceptional circumstances. In the Government’s most recent plans, the spe-
cial benefit for the elderly unemployed would prevent people who become
unemployed after the age of 50 from being forced back on to the ABW. As
may be seen from Table 2.11, the SER is divided about the precise nature of
earnings-related unemployment and employment disability benefits. The SER
does, however, endorse the Government’s standpoint that, for the present, it is
not possible to move to the individualization of benefit entitlements at mini-
mum level.
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Table 2.11 Standpoints within SER with respect to benefit conditions, benefit rates and benefit
period for unemployment disability benefits in a new system of social security

Request  Stand- Stand- Stand- Stand- Stand-
for advice point | point 2 point 3 point 4 point 5
' FNV? CNVve MHP4 Crown Employers
appointees
Unemployment®
Benefit conditions referral re- 130 130 130 130 130 130
quirement
(days
worked in
referral
year)
waiting
period none none none none none none
Supplemen- none 5 years for none n.a S years 6 years.
tary benefit age-related Relates
condition increase in only to in-
relating to benefit rate dividual
empl. his- benefit at
tory for en- minimum
titlement to level sub-
(higher) ject to in-
benefit come test
Benefit level Fixed
of earnings- percentage — — 75% — 70% —
related
benefit Variable per- according — 70-80%  — — — 60-70%
centage to age/em-
ployment
history (see
benefit con-
ditions)
according gradual — — gradual — —
to benefit taper of in- taper from
duration itial level to 70 to 65%
min. level in equal
in equal 6- annual
monthly steps
steps
according with respect— — — — —
to level of to initial le-
earned in- vel: sliding
come scale
70~¢.60%
Benefit earnings-re-depending unlimited initially  unlimited unlimited depending
period lated ben- on age/ to age 65 max. 4 yrs toage 65 toage 65° on agefem-
efit employ- (later ex- ployment
ment his- tension history: 2
tory: -5 subject to months—6
years financial years
possibili-
ties)
individual max. 1 year — unlimited — — unlimited
benefit at -~ (without to age 65 to age 65
minimum income or (with (with in-
level asset test) earned in- come but
come but no asset
no asset test)
test)
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Table 2.11 (continued)

Employment disability*
Benefit conditions referral  none none none none none none
require-
ment
waiting | year 1 year 1 year 1 year 1 year 1 year
period
Supple- none none none none at least none for
mentary 25% em- earnings-
benefit- ployment related
conditions disability benefit;
income
test for
min. ben-
efit
Benefit level Fixed per- 80% 75% — 70% —
of earnings- centage
related
benefit Variable  according — — — — — 60—70%
percentage to agefem-
ployment
history
according initially — — taper — —
to benefit not (in from 70%
period  long term to 65% in
as for un- equal an-
employ- . nual steps
ment
according sliding  — — — —_ —
to level of scale
earned in- 70— c. 60%
come
Benefit period earnings- initially unlimited unlimited unlimited unlimited depen-
related  unlimited to age 65 to age 65 to age 65 to age 65 dant on
benefit  to age 65 age/emp.
(in long history:
term de- 2m.-5
pendent yrs.f
on
agefemp.
history
individual initially —— — — —_ unlimited
benefit at not to be to age 65
min. level applied (with in-
come test

Source: Socio-Economic Council, Advies hoofdlijnen gewijzigd stelsel van sociale zekerheid bij
werkloosheid en arbeidsongeschiktheid (Report on the Main Lines of a Modified Social Security
System for Unemployment and Employment Disability), The Hague, 1984, pp. 152-153.

a) In this chart the benefit entitlements and conditions in the case of unemployment apply
equally to the unemployment component in the case of disability; under standpoint 1 the cost of
benefits associated with the unemployment element (with an age-related benefit rate) would be
financed out of employment disability insurance contributions.

The benefit entitlements in the case of unemployment in this chart refer only to employees who
satisfy the stipulated benefit conditions; school-leavers and those re-entering the labour market
(Standpoint 1) are subject to different regulations, as the SER report makes clear.

b)FNYV: Federation of Netherlands Trade Unions

¢) CNV: Netherlands Federation of Christian Trade Unions d) MHP: Association of Medium-
Level and Senior Personnel

) By contrast some of those supporting standpoint 4 favour an earnings-related unemployment
benefit of limited duration, in line with the Government’s proposals in its request for advice.

f) In contrast some of those supporting standpoint 5 favour an earnings-related benefit for the
medical component of employment disability, of unlimited duration.
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The standpoint adopted by the Equal Rights Council is based around the
central aim of individual financial independence. Social security should enable
each adult to lead an independent existence and to be financially independent
from other persons. The benefit period and level should in principle be inde-
pendent from family income and the marital status chosen. The Equal Rights
Council rejects supplements for partners without (sufficient) separate income,
since this would constitute an implicit levy on paid employment by women.
This would then cut across the objective of individual financial independence.
The Equal Rights Council fully endorses the individualization of the loss of
earnings phase as proposed by the Government. Like the SER, it argues for
an extension of the interim phase suggested in the request for advice. In order
to get away from household supplements it proposes a cohort by cohort phas-
ing out of this entitlement, so that it would be only temporary in nature. With
respect to the possible individualization of national assistance the Equal
Rights Council found itself divided. Some members support the introduction
of an individualized entry or re-entry regulation under the Government
Unemployment Assistance Regulations (RWW). Other members of the Coun-
cil are unable to endorse this line, on the grounds that the funds required for
such a provision might lead to an unacceptable reduction in other benefits.
Major categories of benefit claimants would as a result end up below the
national minimum, and even more people would be obliged to give up their
economic independence. These members of the Council also fear that other
elements of equal rights policy could be endangered as the result of the in-
crease in RWW expenditure. '

The three major political parties have also put forward proposals concern-
ing the benefit conditions, period and level in a new system of employment
disability and unemployment provision. The various proposals represent var-
iants on the SER and Equal Rights Council standpoints outlined above rather
than fundamentally different views, and so will not be explored here; of more
relevance for the pusposes of this report are the basic assumptions advanced
by the major political parties, which in part amount to an enlargement of the
perspective in which any review of the system should be conducted. The fol-
lowing more or less unanimous assumptions and premises are discernible in
the reactions of the three major political parties:

a) the Government’s support for the safety-net system, and hence for a large
measure of involvement by the social partners in administering the social
security arrangements, is generally endorsed;

b)simplification of the system should be a significant feature of the review: the
current system has become increasingly incomprehensible both for the pub-
lic and for those required to administer it, and is conducive to fraud;

¢) the existing inequalities in social security between employees, civil servants
and the self-employed should be reduced;

d)the obstacles to entry into the labour market created by the present system
should be eliminated as far as possible;

e) the review of the system should take greater account of anticipated develop-
ments in the field of part-time work.and shorter working hours;

f) with respect to individualization, the social security system should not get
too far ahead of developments in the labour market: protection of the basic
subsistence level for single breadwinners makes it essential for household
economic means to be taken into account.

Differences between the respective premises also emerge from the reactions of

the political parties. Key issues in this respect include the extent to which spe-

cial arrangements should be made for the genuinely needy and the extent to
which public expenditure should be reduced. The unanimity between the par-
ties’ points of departure does not, of course, rule out the possibility that other
differences of view could emerge as these stances were elaborated into specific
proposals for change.

This survey of major reactions to the Government’s plans for modifying the
system would not be complete without referring to two recent studies that
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have attracted considerable attention in the public debate. These are Om een
werkbare toekomst (Towards a Workable Future), produced by some members
of the Labour Party % and Grenzen aan de sociale zekerheid (Limits to Social
Security) produced by the Liberal party research institute 7.

Both studies recommend that compulsory insurance against loss of earnings
should be confined to the national minimum. Insurance against loss of earn-
ings above the minimum level would be primarily a matter for individual res-
ponsibility and the social partners. The fact that differences in risk coverage
and contribution levels will arise as a result between companies and industries
is taken by the authors of the second report as desirable with a view to pro-
moting the required dynamism of the labour market. The authors of the first
report, by contrast, would counter excessive inequalities by drawing up a sta-
tutory framework for supplementary insurance. Differentiation in the non-
minimum sphere would also create the risk of possible losses of accumulated
social security entitlements upon change of job — similar to the problems
already existing in the company pensions sphere, — which could reduce labour
market mobility; for this reason statutory provision should be made enabling
rights to be transferred upon change of job.

Both studies come down in favour of individualization but at the same time
reach the conclusion that this would only be possible up to a certain level.
This conclusion emerges from an examination of the systems they propose. In
the case of ‘“Towards a Workable Future’, the main elements of the system are
as follows:

a)a general benefit to guarantee a minimum level of security, to be funded out
of general revenue;

b)all persons aged 18 and over would be entitled to this provision who:

e were incapable of independently providing for their own basic needs;

e belong to categories exempted by law from providing for their own
means, either because they have reached a certain age or perform certain
tasks, or because they are involuntarily unemployed;

c) the latter group (i.e. the involuntarily unemployed) would be required ac-
tively to seek employment and to undergo re-training and transition train-
1ng;

d) the basic benefit level would be 50 per cent of the net minimum wage; single
householders would receive 70 per cent;

e) the tax unit would the household, with allowance being made for the
number of incomes and the number of persons per household; no distinc-
tion would be drawn between a married and a co-habiting couple.

In these proposals, the household is eliminated as far as possible as the ben-
efit unit in the field of social security, except where the higher benefits for sin-
gle householders are concerned. A consequence of the proposed system is that
a benefit claimant’s partner would be obliged to register for employment un-
less he or she fell into a category exempted by law. No account would be
taken of the partner’s income in deciding entitlement to the basic benefit. This
individualization concept is not, however, extended to the taxation field,
where household ability to pay is taken as the starting point. In order to pre-
vent excessively steep marginal rates the possibility is raised of including basic
benefit in the tax base where there is more than one income per household
unit. In this way indirect account would still be taken of the partner’s income.

Similarly the report ‘Limits to Social Security’ concludes that comprehen-
sive individualization would be difficult to bring in for the present. For per-
sons aged 18 to 65 it proposes a General Loss of Earnings Insurance Act pro-
viding entitlement to benefits in the event of sickness, employment disability,
disablement and involuntary unemployment. The level of benefit would be the
same for everyone, irrespective of the cause of loss of earnings. In principle
this benefit would be sufficient for a single householder and completely indivi-
dualized, i.e. independent of household composition and any other incomes
brought in in the household. As long as full sexual equality has not been fully
established within the labour market, however, this proposal is regarded as
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too costly. In its place a basic benefit is proposed equal to 50 per cent of the
national minimum for a couple. Single householders would qualify for a 20
per cent supplement and lone parent families for a 40 per cent loading. As
seen by the authors of the report, the individualization idea would mean that
a benefit claimant whose partner lacked an entitlement to benefit would
receive a supplement of 50 per cent irrespective of the partner’s income. Once
again, however, this is regarded as unfeasible in practice given the low rate of
female participation in the labour market. The extent to which the supplement
would have to be withdrawn in relation to the partner’s income is not speci-
fied.

In this way both studies in fact reach the conclusion that the individualiza-
tion of social security will only be feasible once the labour market has been
individualized.

In ‘Towards a Workable Future’ a concrete proposal is made to this end:
the introduction of a 25-hour working week within a period of ten years.

The problem of individualizing state pensions (AOW) is essentially the same
as that outlined above in relation to loss of earnings arrangements. In princi-
ple there is general support for pensions that would be sufficient for a single
householder and and independent of the composition of a household and any
earnings by other members of the household. In contrast to other loss of earn-
ings schemes, AOW pensions are not earningsrelated. Once again there would
be the problem of cost and the much lower number of women in paid employ-
ment. In view of the similarity between this problem and that of the individua-
lization of social security, it will suffice to refer to the conflicting reports sub-
mitted on the subject by the SER and the Equal Rights Council 2.

Both the Equal Rights Council and the SER take the view that unpaid em-
ployment by benefit recipients can never offer a permanent alternative to paid
employment . The SER regards working without loss of benefit as a tempor-
ary palliative that can only be justified (especially on social grounds) on ac-
count of the high level of long-term unemployment. A major objection
expressed by the Equal Rights Council is the fact that working without loss of
benefit could lead to the displacement of women from both paid and unpaid
activities. Since the Benefit Claimants (Unpaid Work) Act is primarily
designed for benefit recipients, the Equal Rights Council fears that an — in its
eyes unjustified — distinction will be drawn between those seeking unpaid work
while drawing benefit and those seeking unpaid work without benefit. The lat-
ter category consists primarily of women.

2.2.3  Final considerations

Government policy would appear to be primarily.concerned with two objec-
tives: adjustment of the system of social security in the Netherlands in line
with the third EC guideline and cutting back public expenditure on social
security by scaling down benefits. The impact of social security on the econ-
omic structure is viewed by the Government mainly in terms of its macro-
economic effects, in the sense that the scale of public spending — of which ex-
penditure on social security forms a major part — is seen as suppressing the
level of investment and hence economic growth and employment. Under this
approach high priority needs to be attached to reducing the macro-economic
burden of taxes and national insurance contributions. '

By way of logical extension, the Government has been exploring how the
cuts can be spread as fairly as possible over the population groups concerned.
This has led to a number of structural reforms to the system. These have
taken into account the third EC guideline and made special provision to
exempt older, long-term unemployed persons from asset testing.

On the basis of the foregoing analysis, however, the Council has reached the
conclusion that the impact of social security on the operation of the economy
extends beyond the macro-economic effects of the size of the social security
bill. The outlook for employment is affected not just by the level of taxes and
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national insurance contributions but also by the distribution of that burden
between labour-intensive and capital-intensive industries. The Council also
considers that the operation of the labour market could be substantially
improved by adjustments in the structure of benefits and levies. The need for
such improvement is particularly great in view of anticipated developments in
the labour market such as the growth of the informal economy given
unchanged official policies, the increasing interest in part-time work and the
problems that could arise if a general reduction in working hours were to
gather pace. These considerations lead the Council to the view that the social
security system needs to be more radically reviewed than the Government has
so far proposed.

Support for this view is also to be found in the reactions of the political
parties referred to earlier. These called especially for changes in the system to
improve the operation of the labour market, since the latter would strengthen
the economy and broaden the base for social security while at the same time
cutting back the need for it.

As was seen in section 2.1.4, present policies in relation to unpaid work by
benefit recipients and a general reduction in working hours are certainly not
designed to optimize the operation of the labour market. This report goes on
to show how the dynamism of the labour market could be improved and the
demand for labour increased by means of a package of adjustments in the
field of primary incomes and income transfers.

From the debate on equal rights for men and women it is evident that as
long as the labour market is not individualized there will be only limited scope
for making benefits independent of marital and familial status and of any
other household earnings. This creates a dilemma: complete individualization
is not feasible under the present circumstances, and yet at the'same time ben-
efits linked to the economic means of a household discourage entry into the
labour market by the non-working partner. A number of modifications are
proposed below that could ease (although certainly not eliminate) this di-
lemma.

2.3 Two established alternatives

For some time now two radical alternatives have been attracting attention
in the literature and the public debate which, in the light of the case for
reforming the system in section 2.1, would certainly have attractive features.
These are the idea of a negative income tax and a basic income.

The concept of a negative income tax was first proposed at the end of the
1950s. The aim of the scheme would be to overcome the demotivating and
unintelligible muddle that is the present system of social security by means of
a universal earningsrelated cash benefit. This would amount to a social secur-
ity safety net. The working of such a system was examined in detail in an ear-
lier report by the Council ®. The system is illustrated in the table below.

Table 2.12 Relationship between primary income, income tax and net income after tax given a
basic credit of 6000 guilders per annum and a tax rate on personal income of 30% (in guilders)

Primary Income tax Net income
annual income after tax
0 — 6,000 ‘ 6,000
10,000 —3,000 ‘ 13,000
20,000 0 20,000 (turning point)
30,000 +3,000 27,000
40,000 : +6,000 34,000
Source: WRR

As primary income increases, a decreasing net tax credit is received up to a
so-called turning point, after which an increasing net amount of tax is paid.
The basic amount indicates the maximum amount payable in the form of
negative income tax in the absence of any primary income. Using proportional
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rates, an extremely simple arrangement of social security benefits and their
funding can be devised in this way, with the turning point being equal to the
average primary income per resident. Superimposed on this system, income
tax would of course continue to be levied to finance other forms of public ex-
penditure.

When it comes to the practical implementation of a negative income tax,
advance payments would be unavoidable since personal income would not be
known in advance. Upon expiry of a certain period (e.g. one year) a settle-
ment would then be made based on the assessed level of individual income,
when it would be decided how much tax (if any) was payable or whether a
cash payment was due. Negative income schemes are often based on a basic
amount somewhere below what is accepted as the national minimum in the
Netherlands. Negative income tax would not, therefore, amount to a funda-
mental break in the link between employment and income, but that link would
be weakened since there would be less compulsion to work (at least in com-
parison with the hypothetical situation in which there were no income
transfers whatever). This effect becomes greater the more that the basic
amount approaches the national minimum. A negative income tax would also
mean that the social partners were no longer involved in social security —
which for the Netherlands would represent a radical break with tradition. As
long as the basic amount were below the national minimum, it would need to
be supplemented either by insurance or by national assistance.

Implementation of a system of negative income tax could be significantly
simplified by transferring the basic amount in the form of monthly credits to
the bank account of every adult resident. If ordinary income tax were then to
be devised in such a way that the majority of the population fell under pro-
portional rates, most taxes could take place at source. One important change,
however, would be the need for a much greater flow of funds from the public
sector in order to arrive at the same net result, since for most income earners
the basic amount would have to be paid first before being reclaimed through
taxes.

Given its impact on economic activity, this rise in the level of public expen-
diture could be of critical importance.

On the payment side a negative income tax administered in this way would
shade over into a basic income. With a negative income tax, the tax base is by
definition confined to primary income, whereas with a system of basic incomes
the entire taxation field could be tapped. A system of basic incomes is readily
implemented and simple to comprehend, especially if basic income is paid to
individuals and not to household units.

The advantages of an individualized basic income set at the national mini-
mum level have received endorsement from various quarters recently . Its
simplicity is regarded as one of the main advantages of such a system. A basic
income could also act as a stimulus for an improved division between paid
and unpaid, and unpleasant and pleasant work. Proponents of the system also
assume that the labour market will be unable to generate sufficient full-time
jobs in the future to provide everyone with an earned income equal to or
above the subsistence level. Many part-time jobs, moreover, do not pay
enough to support an individual, so that supplements would still be required
to bring people up to the subsistence level. For this reason, those who support
this approach see a need for the link between employment and income up to
the subsistence level to be formally broken, as would indeed be the case if a
basic income were to be introduced. Pay would in these circumstances to a
large extent lose its function as an allocative instrument in the labour market.
Instead of exploring ways to increase employment and the flexibility of the
labour market, the allocative function of the market economy would be elimi-
nated altogether. It is, however, a debateable point whether a basic income
equal to the national minimum and paid on such a comprehensive scale could
in fact be introduced in practice without excessive disruption to the market
economy. If an unconditional basic income were to be set at the comparatively
high level of the Dutch national minimum, serious account would have to be
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taken of the possible disruption of the labour market as an allocative instru-
ment. The precise level at which a basic income would act in this way is im-
possible to determine in advance; the exact importance of the financial incen-
tive for people seeking work is not known precisely enough for categorical
judgements to be made.

The effect on the supply of labour of a high basic income can only be estab-
lished with certainty by trying it out. In view of the interests and risks at
stake, however, it would not really be feasible to conduct a social experiment
along these lines. More feasible would be the gradual introduction of.a low
basic income, for example of five hundred guilders a year. The basic income
would then remain below the national minimum for a long time, thereby
affording the possibility of timely adjustment if disruption of the labour mar-
ket began to reach any sort of scale. Experience would, in other words, indi-
cate how high the basic income could be set before it seriously affected the
labour market. A basic income at national minimum level should not be ruled
out in advance as a structural impossibility but should instead be viewed as an
option the disruptive effect on the labour market of which is unknown.

By de-coupling employment and income up to the national minimum, this
option would also pave the way for a radical change in industrial relations.
The role of the social partners in social security matters would be particularly
reduced, while the ultimate responsibility for the substance of social security
would reside exclusively with the central government.

Given all the considerations at stake it would be unrealistic in the Dutch
circumstances to spell out the way in which the present system of income
transfers could be replaced by a negative income tax or a basic income. As
will be seen, however, this does not mean that these alternatives lack any
usable elements.
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3. MAIN LINES OF A NEW SYSTEM

3.1 Introduction

In the light of the considerations and problems described in chapter 2, the
Council has formulated the main lines of a new system consisting of four
elements.

1. A partial basic income (PBI), to which all persons legitimately resident in
the Netherlands and all persons now coming under the social security pro-
visions would be entitled. The PBI would be fully individualized and would
be equal to the difference between the national minimum for a couple and
that for a single householder (at 1 January 1985 a little under 450 guilders
per month). PBI would be claimable without any obligation to register for-
mally for employment.

The introduction of a PBI would be coupled with the abolition of the legal

minimum wage. The elderly, widows, persons handicapped at an early age

and the permanently disabled would receive a higher-rate PBI (comparable
with the present old age and widows’ pensions and disablement benefits),
and children would receive a lower PBI (comparable to the present child
benefit). The way in which this scheme would be financed and administered
is examined below.

2. General loss of earnings insurance (GLI) for all employed persons, provid-
ing cover against loss of earnings from sickness, employment disability and
unemployment in the form of a supplement topping PBI up to the national
minimum for a single householder. This form of insurance would be based
on the benefit principle and financed by means of employees’ and
employers’ contributions. The benefit rate would amount to 100 per cent of
the insured element of earnings. The duration of the insurance could be set
at half the number of years of employment, for a maximum of (say) six
years.

3. National assistance (NA), as a residual provision of compulsory social
security, funded out of taxation and corresponding in broad terms with the
present National Assistance Act. NA would be subject to a household
means test on income and assets, althrough the latter would be relaxed by
setting the threshold at a considerably higher level.

4. Voluntary loss of earnings insurance (VL) which could be taken out by any
individual to insure against loss of earnings above the national minimum.
This would not take the form of full-scale privatization but would be
devised in such a way as to draw the social partners into its administration.

3.2 Case for and nature of the new system

The various elements of the new system are discussed below, with further
background reasons being provided in section 3.3.

Partial basic income (PBI)

A partial basic income would form part of a future system of social secur-
ity. As discussed later, this radical change is required with a view to loosening
the link between paid employment and social security, the reduction of labour
costs, improving the operation of the labour market and simplifying the admi-
nistration of social security in the case of unemployment, sickness and disabi-
lity.

The group of persons entitled to a PBI would consist of all those legitimately
resident in the Netherlands and all those currently coming under social insur-
ance. Most forms of national insurance benefits are at present ‘exportable’,
meaning that claimants may reside abroad without loss of entitlement. In so
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far as national insurance benefits are currently exportable those entitled to
them would also be permitted to export their PBI. As discussed later, the in-
troduction of a PBI would be coupled with a reduction in gross wages and
gross social security benefits. Dutch residents working abroad would escape
these effects, thus producing an argument in favour of excluding from PBI
residents with earnings from employment on which they do not pay taxes in
the Netherlands.

For all persons aged 18 and over the level of the PBI would be set at the
difference between the national minimum for a couple and that for a single hou-
seholder. On the basis of national assistance rates as at 1 January 1985, the
PBI would amount to 30 per cent of the rate for a couple, or N.Fl. 441.40 per
month; for the purposes of this report this may be rounded off to N.F1. 450
per month. This level has been selected for the PBI since it means that, in the
case of unemployment, sickness and temporary employment disability ben-
efits, an elegant solution can be found to the conflict between the objective of
individualization and the ability-to-pay or material equality principle. As will
be seen, this solution would also mean that given such benefits no household
supplements would have to be paid to partners without income of their own.

The partial basic income would have the additional important features:

a. official registration for employment would not be a precondition for entitle-
ment;

b. the PBI would be below the individual national minimum, so that people

would have to seek employment in order to supplement their income. The

link between employment and income would not, therefore, be completely
broken, which would be of major importance for the effective operation of
the labour market;

c. entitlement to PBI would be irrespective of any other earnings on the part
of the recipient;

d. entitlement would be individualized, i.e. the level of a person’s PBI would
be unaffected by the composition of his or her household or any earnings of
other members of that household.

Persons aged under 18 would qualify for a lower-rate PBI equal to the pres-
ent level of child benefit. Various other categories would receive higher-rate
PBI. Persons aged over 65, widows and orphans would receive a loading tak-
" ing them up to the present levels of the state pension (AOW) and widows/or-
phans benefits (AWW). An increase up to the level of existing disablement
benefits would apply to incapacitated persons of whom it was clear that they
would never be able to take up full-time or part-time employment, including
those handicapped from youth. Other disabled persons would come under the
general loss of earnings insurance arrangements (see below). The higher-rate
PBI payable to the elderly and the incapacitated would not be individualized
but would be in line with the present payment arrangements for state pensions
and disablement benefit. The standardization of the two benefit systems would
be to the advantage of the new system.

With the growing incidence of two-income families the need for a higher-
rate PBI for widows will increasingly lose much of its force. The thinking be-
hind the present regulation — namely that the married man is always the
breadwinner — looks set increasingly to lose touch with reality. Reappraisal of
the basis of entitlement will also be made necessary by the emergence of other
durable types of relationship apart from marriage. The signs are that there
will be an increasing requirement for greater differentiation in life insurance.
One way of doing so would be significantly to reduce public provision for sur-
vivors and to make life insurance an increasingly private matter, with ‘tailor-
made’ provisions. The government could promote this by tax measures (e.g.
making life insurance premiums taxdeductible).

Ensuring that the introduction of a PBI in fact achieved the intended effect
would depend to a large extent on the method of financing. This would take
place as follows (a fuller description is provided in section 3.3). For wage and
salary earners gross wages would be reduced in such a way that the PBI
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plus the new net wage was equal to the old net wage. The amount by which
the gross wage would need to be reduced will henceforth be referred to as
gross PBI. At the same time that gross wages were reduced, the government
would introduce new taxes on a scale sufficient to cover the total amount of
gross PBI; under the scheme the government would be required to pay out net
PBIs to each wage-earner, with no reduction in the remaining body of public
expenditure. To help ensure that relative labour costs were reduced as
intended, a tax base other than wages and salaries would need to be selected.
To this end there could be a shift away from wages and salaries to other taxes
such as excise, VAT, corporation tax, import duties, motor vehicle tax, wealth
tax, or extra taxes on polluting activities and scarce sources of energy and raw
materials. Apart from increasing these existing taxes, consideration could be
given to bringing in a new form of tax on value added extending to exports.
This new tax would then cover a broader base than the present VAT tax base,
because VAT on exports of goods and services is refunded. If the EC were in
the future to evolve into a genuine common market, this would also involve
an extension of the VAT tax base. Although there are significant differences
between these various kinds of taxes, they have in common the fact that
labour costs would not be increased.

If the PBI were to be paid out by the government to wage and salary
earners this would result in a rise in public expenditure since it would replace
part of the income now received direct from employers by wage and salary
earners. Instead, it is proposed that PBI should be payable by employers, who
could then offset these payments against payments due to the government (e.g.
pay-as-you-earn deductions and VAT). As will be shown later, this method of
PBI payment to wage and salary earners would not result in any increase in
the level of public spending. In the case of the selfemployed PBI could in prin-
ciple be paid the same way.

" Like wages and salaries, benefits too could be reduced by the gross PBI
(benefit recipients would also receive a PBI). The burden of national insurance
contributions would decline, while the tax burden would increase. The net ef-
fect would be a relative reduction in labour costs since national insurance
bears on the factor of labour, whereas (as we have seen) the PBI would be
financed in such a way as to spread taxation away from employment. This ef-
fect would be at its most marked in those cases where existing transfers are
replaced by a lower or higher-rate PBI because national insurance contribu-
tions are totally replaced by taxation. This would apply to family allowances
(AKW), general old age pensions (AOW), widows and orphans benefits
(AWW) and, up to a certain point, disablement benefits (AAW). These
changes would neither increase nor decrease the burden of taxes and social
security contributions, but would alter its distribution.

In the case of all other claimants — mainly partners without income — the
PBI would again be funded by the taxes referred to earlier. Their PBIs would
be paid by the government, thereby increasing the level of public expenditure.
In principle, it would also be possible for the PBI payable to partners without
an income to be paid out by enterprises in the same way as for wage and sal-
ary earners. In these circumstances the total level of public spending would
not be increased since the money would not first have to be deposited in a
government account before being disbursed to the PBI claimant in question.
The enterprises responsible for making payment would, however, have to be
advised of peoples’ personal circumstances. This would entail such major
administrative drawbacks that this method of payment to partners without in-
come may be rejected. .

Various bodies would have to be drawn into the administration of the PBI
regulations. Where payment is made by enterprises, the tax department would
have to be involved to some extent — if only because some enterprises could
end up paying out more in PBI than they were liable to pay in tax and would
need to be reimbursed.

The payment of PBI to benefit recipients could be handled by the respon-
sible benefit agency. Some forms of social insurance are ‘exportable’ and in
these cases it would also be permissible for the PBI to be exported. Again, this
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could best be supervised by the benefit agency in question, which could then
apply to the State for reimbursement for the PBIs paid out. For the same rea-
son the administration of lower and higher-rate PBI could best be entrusted to
the agencies responsible for administering the benefits being converted into
these forms of PBI (i.e. family allowances, general old age pensions, widows
and orphans benefits and, in part, disablement benefits). Once a standardiza-
tion of the benefit structure of the various kinds of higher-rate PBI had been
achieved, it would be possible to simplify the administrative machinery. Once
again, sums paid out could be reclaimed from the State.

For the rest, payment could be made the responsibility of the tax depart-
ment or a municipal agency. One possibility in the latter case would be the
Municipal Social Services Agency (GSD), which would have the further ad-
vantage that national assistance benefits and PBI would remain in one and the
same hands. Here too the amounts paid out could subsequently be reclaimed
from the State.

This method of administration would have the major advantage for both
wage and salary earners and benefit claimants of not increasing the number of
‘windows’.

The introduction of a PBI would have knock-on effects in various other,
related areas of government responsibility. In the first place it would enable
the abolition of the legal minimum wage. Since the number of incomes per hou-
sehold can vary considerably, the legal minimum wage has ceased to be an ef-
fective instrument for ensuring that households receive an income sufficient to
cover basic subsistence needs. Because the PBI would establish a uniform in-
come base, the greater pay differentials that could occur upon abolition of the
minimum wage would lead to smaller differences in net income (including
PBI) than would be the case if it were to be abolished in the present circum-
stances. The Council, indeed, regards the abolition of the legal minimum wage
and the introduction of a PBI as inextricably linked with one another.

Secondly, since the PBI would result in various national insurance contribu-
tions being wholly or partially replaced by taxation, adjustments would be
required to paye-as-you-earn and income tax if the proposed system were not to
result in changes in the household distribution of net incomes. In addition,
PBI would be paid out to dependent partners, thereby entailing a net shift in
income in favour of households with a single breadwinner to the disadvantage
of single householders and two-income families. This would also require
adjustments in the tax field. Whether these were straightforward or compli-
cated adjustments would depend on whether a simplification of the tax system
is in prospect in the near future. In recent times there has been increasing sup-
port for a radical simplification of the tax system !, e.g. integration of national
insurance contributions and wage and income tax, a sharp reduction in tax
deductions and the introduction of proportional instead of the present pro-
gressive tax rates. Proportional tax rates would considerably simplify the de-
termination of gross PBI and the reduction of gross wages and benefits. Pro-
portional tax rates would also enable any undesired shifts in income between
single-income households, two-income households and single householders to
be redressed without undue difficulty by means of adjustments in tax thres-
holds. The introduction of a PBI would be considerably easier under a simpli-
fied tax system.

General loss of earnings insurance (GLI)

General loss of earnings insurance forms a necessary supplement to PBI.
GLI would be compulsory for all employed persons. Each person officially per-
forming paid work or in self-employment would be insured by law irrespective
of the particular nature of their job or the sector in which they were
employed. No distinction would be drawn between employees in the private
sector, civil servants and the self-employed. The risks insured against would be
unemployment, sickness and employment disability. The inclusion of self-
employed persons among those insured could produce problems in relation to
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unemployment insurance. The self-employed have the ability to influence the
nature of this risk and until their business has ceased trading it is difficult to
demonstrate that they are in fact unemployed. It may, however, be possible to
find a solution to this problem, since it is already necessary under the Natio-
nal Assistance Act to determine whether the self-employed are entitled to
national assistance benefits after their business ceases trading or, if their trad-
ing results are poor, to benefits under the Special Government Assistance
Regulations for the Self-Employed. Because GLI benefits would be pegged to
the national minimum the temptation deliberately to accept unemployment
would be lower than if the claimable benefit were somehow to be linked to
final previous earnings. In implementing the GLI, it might be necessary to im-
pute earned income for the self-employed.

GLI would insure earnings up to a maximum of the national minimum for an
individual, as a supplement to the PBI. On the basis of present national assist-
ance rates, GLI benefits would therefore amount to no more than 40 per cent
of the benefit payable to a couple. In view of the fact that the PBI would be
equal to the difference between the national minimum for a couple and that
for a single householder, a household with only one breadwinner receiving the
maximum GLI benefit would under the new system still receive an income
equal to the national minimum for a couple since the sum of the PBIs for the
sole breadwinner and his or her partner (in each case, 30 per cent of the natio-
nal assistance payable to a couple) and the maximum GLI benefit (40 per cent
of the national assistance level for a couple) would be equal to the national
assistance rate for a couple. By this means, one of the most intractable prob-
lems of the present system would be largely eliminated: the dilemma between
choosing between minimum benefit at individual or family level.

Allowance would need to be made for the possibility that the length of the
working week could display greater diversity in the future, with the result that
not all working persons would earn an income equal to at least the gap
between the national minimum for a single householder and the PBI. If GLI
benefits were to be standardized irrespective of the number of working hours
they would automatically supplement the PBI up to the national minimum.
The result would be that for some working persons, earned income (plus PBI)
would be lower than GLI benefits (plus PBI). If this were to occur it would
frustrate the allocative function of pay, for which reason the GLI rate would
need to be differentiated. The GLI would, accordingly, have to be based on
the benefit principle and thus obtain the character of pure loss of earnings
insurance. Below the level of the national minimum, income differentials
would be reflected in the level of GLI benefits. Where GLI benefits failed to
bring the PBI up to the national minimum this would not necessarily form a
case for national assistance since the household might be bringing in more
than one income.

For reasons of simplicity and clarity it would be best to set the relationship
between the insured final previous earnings from employment and GLI ben-
efits at 100 per cent. At this percentage an increase in the number of GLI ben-
efits could never lead to extra demand for national assistance. If the rate were
to be set lower, demand for national assistance could rise sharply among peo-
ple whose previous earnings were below the level of the maximum insured in-
come.

With reference to the duration of GL1I, it is proposed that the benefit period
be dependent on the claimant’s employment history, subject to a certain maxi-
mum. With a view to the benefit principle, the obvious course would be to dif-
ferentiate the benefit period according to the period over which contributions
had been paid. The benefit period could, for example, be made equal to half
the contribution period, up to a specified maximum. For practical reasons
claimants might best be classified into a number of categories.

Upon expiry of GLI benefits, claimants would be obliged to turn to natio-
nal assistance. To prevent large numbers of unemployed and incapacitated
persons from ending up on national assistance, it would be desirable for the
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GLI benefit period to be reasonably lengthy. The Council is therefore thinking
in terms of a maximum of (for example) six years. In financial terms this
would not run into many objections since the GLI relates solely to the differ-
ence between the national minimum for a single householder and the PBI. The
benefit period for GLI should not be unlimited since otherwise major differ-
ences in treatment could arise in the case of longterm unemployment between
those with an employment history and those who had never been able to find
employment.

In determining the GLI benefit period, the years a person had devoted to
looking after and bringing up young children could be wholly or partially
counted towards the claimant’s employment history. This would then mean
that persons who had temporarily withdrawn from the labour market to care
for young children would be penalized as little as possible in terms of entitle-
ment to GLI benefit.

In setting a limit to the GLI benefit period in the case of disability, account
would have to be taken of the fact that insurance of unlimited duration
against industrial accidents is compulsory under International Labour Organi-
zation conventions ratified by the Netherlands, as well as under the European
code for social security. One means of solving this point would be to allow a
person suffering from employment disability first of all to lodge a claim for
GLI benefit for the maximum period, irrespective of employment history. In
the case of partial employment disability the maximum benefit period would
apply for only part of the GLI benefit, in proportion to the degree of disabi-
lity. Upon expiry of the GLI benefit, incapacitated persons could qualify for a
higher-rate PBI. In the event of partial disability there would be a PBI loading
in proportion to the degree of disability. Another approach that has been
adopted elsewhere would be to draw a distinction between occupational
hazards and social risks. .

Under the present Unemployment Insurance Act, noninvoluntary unem-
ployment leads to refusal of benefit, while in the case of the Unemployment
Provisions Act, the Government Unemployment Assistance Regulations and
the National Assistance Act, benefits can be reduced for a certain period. The
latter approach is to be preferred for GLI since a number of people would
otherwise be immediately thrust back on national assistance in the event of
unemployment. The institution of 10-20 per cent cuts in GLI benefit would in
all probability have a sufficient deterrent effect.

In working out the details of GLI a solution would also have to be found to
various existing problems in relation to the unemployment, sickness and dis-
ability regulations. The question arises, for example, of the way in which part-
time work, variable working hours and partial unemployment should be han-
dled. In addition a discussion has got under way concerning the question as to
whether the concept of ‘suitable’ employment should be enlarged. Examina-
tion of these questions would, however, go beyond the scope of this account
of the main lines of an alternative system.

The financing of GLI would be done by means of compulsory national insur-
ance contributions. A distinction could be drawn between employers’ and
employees’ contributions. In the latter case, it would be difficult to devise any
contribution base other than pay or other income from employment. Given
the fact that the scheme is concerned with insurance against loss of earnings,
the obvious approach would be a premium rate based on earnings. Given the
limited duration of GLI benefits and the fact that GLI would be based on the
benefit principle, there would need to be an upper earnings limit for contribu-
tion purposes. Strictly speaking pay should also be taken as the contribution
base for employers’ contributions, but other possibilities in wh1ch pay was
exempted would also be feasible.

In line with the present situation, the GLI arrangements could best be admi-
nistered by the industrial insurance boards and the linked support and advi-
sory bodies such as the Industrial Insurance Administration Office and the
Joint Medical Service (run jointly by the employers’ organizations and the
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trade unions). The integration and substantial standardization of the present
unemployment, sickness and employment disability regulations would facili-
tate a certain simplification of the procedures and the administrative structure.
At the same time, however, the streamlining made possible by the introduc- -
tion of GLI would not be able to prevent the fact that the administration of
the scheme would in various respects stay comparatively complex.

National assistance (NA)

For most working people, the combination of PBI and earned income
would bring them up to at least the national minimum. For those not in em-
ployment the national minimum would be generally achieved by the PBI and
the GLI. This would not, however, always apply, for which reason national
assistance would continue to be required as a residual provision. The people
entitled to national assistance would in broad terms correspond with those at
present covered by the National Assistance Act. NA would apply in the first
instance to persons who were not earning enough or whose GLI benefit was
too low to supplement their PBI up to the level of the national minimum, and
who did not have a working partner. Another group of beneficiaries would
consist of unemployed persons aged 18 and over without an employment his-
tory, such as school-leavers. In addition there are various categories unable to
earn an income sufficiently high to take them (together with their PBI) up to
the national minimum. This group would include persons responsible for in-
complete families and not entitled to GLI benefits or a higher-rate PBI, such
as divorced women with small children.

Eligibility for NA would be subject to a means test. This would cover
earned income, assets and income from assets above a certain limit, GLI ben-
efit and the PBI. The test would be applied to household units. Extending the
test to assets (and income from assets) would create difficulties since differ-
ences in the way individuals disposed of their income in the past would then
count towards the eligibility (or lack thereof) for NA benefits. The result
would be that a thrifty wage or salary earner was penalized in relation to his
consumption-oriented counterpart. Furthermore, a means test is easier to ad-
minister if assets (and income from assets) are as far as possible left out of ac-
count, for which reason it is proposed that the asset test of assets be relaxed’
by setting the threshold considerably above the level currently applied under
the National Assistance Act.

Under the system as proposed above the problem of the poverty trap would
persist. For those eligible for national assistance support, an increase in their
earnings from employment would result in an equal reduction in their NA
benefits. The ‘implicit tax rate’ is therefore 100 per cent, but a lower with-
drawal rate would lead to an increase in public expenditure, besides which
there would be the danger that the sum of the NA benefit and earnings from
employment (in the case of NA recipients) would exceed the earned income of
persons on low pay without NA benefits. This effect could be avoided by
extending the eligibility for NA to people earning more than the national
minimum (although this would result in higher expenditure on national assist-
ance).

- In view of the possibility of periods of substantial unemployment, the natio-
nal minimum as defined for national assistance purposes, and as also used for
GLI purposes, would best be linked not to wage increases but to changes in
the level of real per capita national income. In doing so, allowance would also
have to be made for changes in the international terms of trade. By equating
the PBI with the difference between the national minimum for a couple and
that for a single householder, any changes in per capita national income auto-
matically work through to all incomes. As a result, pressure on the govern-
ment budget and the GLI would be eased in times of recession.

The financing and administration of national assistance would not differ
radically from that of the present National Assistance Act, except that the
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structure of the PBI and GLI would ensure that the number of NA claimants
was appreciably smaller than at present (see section 3.3). The relaxation of
asset-testing would also produce a certain simplification.

Voluntary loss of earnings insurance (VLI)

The obligation to insure against loss of earnings would cease with GLI. If
individuals wished to guarantee their income beyond the level of the national
minimum, they could make supplementary arrangements in the form of volun-
tary loss of earnings insurance (VLI). As a supplement to GLI, VLI would
also be based on the benefit principle. VLI premiums paid in addition to GLI
contributions would be totally voluntary and hence private, in the same way
as (for example) life insurance premiums.

The contractual freedom of the parties to collective agreements means that
the limitation of statutory insurance to the national minimum would not pre-
vent supplementary provisions from being incorporated in collective agree-
ments. In certain circumstances there may be major objections to the incorpo-
ration of VLI arrangements in collective agreements, but solutions are
feasible.

In the first place there would be a problem if there were to be a general re-
quirement for all those coming under a collective agreement with a VLI provi-
sion to take out such insurance: in this case the statutory insurance require-
ment would be replaced by an obligation laid down under individual collective
agreements, and the voluntary element would be eroded. This objection could
be met by providing for an individual joining right in collective agreements,
possibly with a certain degree of compensation for employers’ contributions
towards the cost of premiums. Those who wished to take out no further
coverage than GLI would then be permitted to do so.

Secondly, separate VLI provisions in collective agreements could, as with
pensions, result in partial or total loss of VLI cover when an individual
changed to another job coming under a different collective agreement. The
resultant disincentive to mobility in the labour market could be overcome by
making VLI individually based, so that contracts were not job-related but car-
ried on without a break upon change of job. In this case, the VLI provisions
in collective agreements would primarily concern the level of employers’ con-
tributions.

Thirdly, a system of separate VLI arrangements in individual collective
agreements would suffer from the drawback of premium differentiation. Pre-
miums in enterprises or industries with an above-average risk of unemploy-
ment, sickness or disability would be subject to above-average premiums, with
the danger that proper coverage would be least affordable in precisely those
jobs where it was most needed. If it were felt that this threatened to under-
mine the principle of responsibility for sharing the degree of risk, it would be
necessary to impose a certain degree of regulation on the market for VLI.
Those organizations offering VLI would have to be subject to a prohibition on
setting varying contribution rates in line with differences in the degree of risk
as well as an acceptance liability. In this form, VLI would therefore fall well
short of the wholesale privatization of supplementary loss of earnings insur-
ance but would also not amount to full collectivization. The proposed regula-
tion of the market would not just safeguard the right to take out individual
insurance as desired but also the responsibility for sharing the degree of risk.

The individual right to take out VLI and the fact that the premium would
in principle come out of disposable income would, it is true, promote a certain
degree of individual financial involvement but need not prevent VLI premiums
from being passed on to companies. Passing premiums on to companies under
collective agreements would, however, be difficult if employees’ views on the
desired nature and scale of voluntary cover differed widely; passing premiums
on is only really possible in the case of expenditure covering all employees. In
these circumstances, any upward pressure on labour costs would therefore be
reduced. ’
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Finally there is the danger that people facing low risks wishing to take out
voluntary insurance might turn to other, cheaper forms of cover against
potential loss of earnings. This risk could be averted or at least reduced by tax
arrangements whereby VLI schemes that complied with certain conditions
gained an edge in attractiveness. One possibility would be to make annual
VLI premiums (possibly up to a certain limit) a tax concession. Where com-
pensation arrangements existed for employers’ contributions, an imputed low
risk could be used.

The above format for VLI could only be realized in practice given the sup-
port of both sides of industry. Whether they would be prepared to do so
would depend on various factors. In the first place it would depend on
whether they considered it important for the universal requirement for insur-
ance above the national minimum to give way to a greater degree of indivi-
dual choice. A further factor would be whether the measures to safeguard
freedom of individual choice as outlined above and sharing the risk liability
would in practice be adequate and administratively feasible. Finally, the coo-
peration of the social partners will also depend on whether VLI could be set
up in such a way as to build without too great a break on their traditional
involvement in this area. Apart from the possible incorporation of VLI provi-
sions in collective agreements referred to earlier, it would also be possible for
the social partners to be drawn into the administration of the scheme.

Above the national minimum, for example, individuals and community
organizations could take over the government’s responsibilities. Under this
approach, the non-compulsory element of social security could be handled by
private insurance companies on the one hand and by bodies run by the social
partners (e.g. a ‘Voluntary Mutual Social Insurance Association’) on the
other. In the latter case the linkage between GLI and VLI would be guaran-
teed and the social partners would be able to oversee the entire PBI-GLI-VLI
spectrum. Private insurance companies and organizations run by the social
partners offering VLI would both be required to comply with the conditions
noted earlier. With a view to efficient administration and a customer-oriented
approach, the element of competition that would be brought into the provi-
sion of VLI in this way could only be regarded as beneficial.

Finally it would be essential for the VLI benefit to be excluded from the
national assistance means test. If not, voluntary cover against loss of earnings
lasting longer than GLI would become highly unattractive. If the third EC
guideline were to obstruct such an exemption, the Netherlands would have to
argue for the guideline to be adjusted. In parallel to the earlier proposals in
relation to the testing of assets and income from assets, the exemption of VLI
benefits could be subject to a certain maximum, beyond which NA benefits
would be cut.

The system in practice

The way in which this system would work in practice may be illustrated in
terms of the examples below for four separate categories of individual wage
and salary earners.

In the first place there are those with an income from employment. When
the PBI is added this could produce a total disposable income that was either
below or above the national minimum. This case is illustrated in Figure 3.1
for a single householder. Assets (and any income from assets) have been disre-
garded, besides which it has been assumed that there is no entitlement to GLI
benefit. Where earned income is insufficient to bridge the gap between the
national minimum and PBI, this function would be fulfilled by national assist-
ance. .

In the absence of any earned income (situation a) national assistance sup-
plements the PBI up to the level of the national minimum. In situation b
earned income is insufficient to bridge the gap between PBI and the national
minimum and NA tops the level up. In situation ¢ earned income is just suffi-
cient to bring the individual up to the national minimum, while in situation d
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Figure 3.1 Income elements for wage and salary earners and the self-employed under the new

system
income
elements
PBI-§ .
= = INCOME
: NA: national assistance
PBI NM: national minimum
: PBI: partial basic income
; ' El: earned income
a b ¢ d El
Source: WRR
earned income plus PBI is high enough to take the individual beyond the
national minimum. The pattern for members of a household would be the
same, except that for NA purposes, the income of the remaining members of
the household would also be taken into account.

A second group consists of persons who have been in work but have lost
their job through unemployment, sickness or disability. Such persons would in
all cases continue to receive a PBI, besides which they would for a certain per-
iod qualify for GLI benefit. If they had taken out voluntary loss of earnings
cover they would also receive VLI benefits. This is shown in Figure 3.2. Here
again any assets or income from assets have been disregarded and the position
shown is that for a single householder.

Figure 3.2 Income elements of persons drawing GLI and VLI benefits under the new system
income
elements
NM -
;! s w— = INCOME
PBI ¥ A NA: national assistance
NM: national minimum
: PBI: partial basic income
PPI FPE: final previous earnings
: : VLI: voluntary loss of earnings insuras
. : A GLI: general loss of earnings insurance
a b ¢ d FPE
Source: WRR

For the reasons advanced previously, the benefit rate has been set at 100 per
cent of final previous insured earnings. As the figure shows, low GLI benefits
are supplemented up to the level of the national minimum out of national as-
sistance. VLI benefits depend on the coverage selected by the insured person,
as indicated by lines | and I in Figure 3.2.

A third category consists of persons who (apart from their PBI) depend
entirely on VLI benefits. This situation, which may arise when the GLI benefit
period has expired, is shown for a single householder in Figure 3.3.

Up to a set maximum, benefits paid under voluntary loss of earnings ar-
rangements are not offset against national assistance. Thereafter, a 100 per
cent withdrawal rate applies, so that further insurance becomes unattractive.
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Figure 3.3 Income elements of persons dependent under the new system solely on VLI benefits

income
elements

= income

NA: national assistance
NM: national minimum
PBI: partial basic income PBI
VLI: voluntary loss of
earnings insurance max. VLI

P 1231 max: maximum VLI benefit,
: above which NA is
X reduced by 100 per cent
0 max. VLI

Source: WRR

A similar income breakdown would apply to persons who (apart from their
PBI) had no means of existence other than assets and income from assets.

A fourth category consists of individuals eligible for a higher-rate PBI. In
their case, PBI is increased up to the level of the national minimum. How this
would be done, and the persons qualifying for such treatment, were discussed
earlier in this section.

The details of the new system are now sufficiently clear to enable calcula-
tions to be made of the system’s re-distributive effects. One way of doing so
would be by means of the Social and Cultural Planning Bureau’s micro
model-simulations 2. This would, however, take time and since judgements of
the new system will depend on many other aspects apart from these calcula-
tions, it has been decided not to wait for them to be made. If the Council’s
proposals should attract sufficient support it would then obviously be essential
for such calculations to be carried out.

3.3 Further background considerations

Further background considerations in favour of the new system are set out
below in terms of six objectives that the system could achieve in addition to
the provision of a national minimum level of benefit. These objectives are:

a) abolition of the compulsory nature of above-minimum social securlty,
b)maintenance of the link between employment and income;

¢) reduction of labour costs;

d)discouragement of black-economy activities;

e) promotion of labour-market flexibility;

f) simplification of the benefit structure.

Abolition of the compulsory nature of above-minimum social security

The present system of social security is so compulsory in nature as to leave
very little scope for private initiative and individual choice, especially on the
part of employees and civil servants. Now that the average level of income,
development and education and the social sophistication of the majority of
the community are so much higher than they were when the system first took
shape, it is questionable whether the system of uniform, compulsory insurance
above the level of the national minimum should be retained. Uniform, com-
pulsory social insurance leads, moreover, to a certain degree of anonymous-
ness that can, in the long term, reduce the individual sense of responsibility
towards the system. All this argues for a greater degree of personal involve-
ment by citizens in social security. _

A greater degree of personal involvement can hardly be achieved without
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giving individuals more direct financial coresponsibility alongside companies
and the government. For this reason compulsory social security needs to exist
up to the national minimum, while above that level greater room can be
created for personal responsibility. This can be done by incorporating a group
and an individual element into social security beside the collective element.
The latter would find expression in the form of the PBI and NA, the GLI
would form a combination of the collective and the group element, and VLI
would stress the group and individual element.

The individual right to take out VLI and the fact that the premium would
come out of disposable income would serve to promote a sense of individual
financial responsibility. The group element would find expression in the possi-
bility for agreements to be reached in collective agreements concerning com-
pany contributions towards VLI premiums, in the possibility of drawing the
social partners into the administration of the scheme, and in the possibility of
tying VLI to certain conditions in consultation with the social partners. At the
same time, there would also be a collective element to VLI, in so far as institu-
tions active in the VLI market would be subject to certain conditions and spe-
cific tax measures were introduced in order to provide an incentive to take out
VLI ’

As long as employees hold widely differing ideas about the scale and nature
of VLI coverage, it would be difficult for VLI premiums to be passed on to
industry under collective agreements. Such arrangements are only properly
feasible in relation to expenditure affecting all employees. In this way, as we
have seen, the introduction of VLI could also help restrain upward pressure
on labour costs.

Enlarging the element of individual choice below the level of the national
minimum would not be desirable. Surpluses and shortages are an inherent (if
only temporary) feature of any market economy. The same applies to the
labour market, and periods of unemployment are the price that has to be
paid. Loss of earnings insurance against that risk forms the complement. Per-
sons in work should therefore be obliged to participate in GLI, which guaran-
tees final previous earnings up to the level of the national minimum. The same
applies to calamities such as disablement and sickness. Compulsory loss of
earnings insurance for working people is therefore intended to provide a cer-
tain continuity of income so that people do not have to eat immediately into
their assets (if any), draw on the incomes of other members of the household
or rely on the community for support.

If it were possible to rely on full employment permanently, there would be
much to be said for allowing loss of earnings benefits to run until pensionable
age had been reached, but this assumption is unrealistic. Given the existence
of structural unemployment it is difficult to justify a permanent income-guar-
antee distinction being drawn between the long-term unemployed with and
without a history of employment. It is for this reason that the Council would
propose that the benefit period for GLI be limited, thus giving this form of
insurance the character of a gradual transition from income from employment
to the general income guarantee provided for all residents in the form of
national assistance.

Maintenance of the link between employment and income

Experience has shown that there can be prolonged periods in which there is
not enough employment to go round for everyone wanting to work. As ar-
gued in section 2.1.1, this situation will continue to apply into the future. This
does not mean that government policies designed to restore full employment
are pointless, but that such policies will not always succeed. As a corollary,
many of those offering their services in the labour market will, sometimes for
long periods, be unable to build up entitlements to social security through em-
ployment and the linked payment of national insurance contributions. If a
given income guarantee is deemed desirable for all residents, it will not there-
fore be possible for this to be financed exclusively through the labour market;
some people will be forced onto national assistance. Moreover, if the entitle-
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ments accrued from employment are of very long duration, a large difference
in treatment can arise between individuals with an employment history and
those never able to enter into paid employment. If this situation is regarded as
undesirable, a remedy can be found by the partial de-coupling of employment
and income. As argued below, however,the introduction of a collective income
guarantee in the form of a basic income equal to the national minimum would
go too far.

In the present economic system the operation of the market occupies an im-
portant place in the taking and coordination of economic decisions. One seg-
ment of the market economy is the labour market, in which the relationship
between employment and income finds expression in a wide range of institu-
tional forms. Although the labour market does not in practice operate flaw-
lessly, it would be risky for the link between employment and income up to
the national minimum to be broken completely. To do so would create the
risk of an excessive drop in the supply of labour on account of the marked
decline in financial incentives, while the incentive for labour mobility might
also be lacking. A substantial reduction in the supply of labour would entail
the risk that the economic base for financing a basic income equal to the
national minimum might contract quickly, besides which a substantial degree
of labour modbility is generally essential for a vigorous economy.

The introduction of a partial basic income would take due account of both
these considerations. With a PBI set at the level proposed earlier there would
remain sufficient financial incentives within the labour market, while at the
same time ensuring that the desired collective income guarantees for both
those available for paid employment and those dependent on them would not
have to be financed through the labour market alone.

Reduction in labour costs

As discussed in section 3.2, gross wages and benefits would be reduced by
an amount known as gross PBI. Since each wage and salary earner and ben-
efit claimant would receive a net PBI and the difference between the sum of all
gross and all net PBIs would continue to be required for existing forms of
public expenditure, the government would at the same time have to introduce
new taxes or other levies equal to the sum of all gross PBIs. The following
highly simplified example may serve as illustration. It assumes a proportional
rate of taxation and social security contributions of 33.33 per cent, a gross
earned income or benefit of N.F1. 30,000 per annum and a PBI of N.Fl. 6,000
per annum. The amount by which gross wages and gross benefits need to be
reduced — i.e. what is known as gross PBI — comes in the example to N.FL.
9,000. As the wage calculations below show, net income remains the same in
the two cases:

before introduction of PBI: gross wage N.FI. 30,000
tax — N.FI. 10,000
net wage N.FI. 20,000
after introduction of PBI:  gross wage N.Fl. 21,000
tax — N.FL. 7,000
net wage N.FI. 14,000
PBI + N.FL. 6,000
net income N.F1. 20,000

An important difference between the situations before and after introduc-
tion of a PBI is that in relation to the PBI paid to persons in employment,
transfers to the government must increase by an average of N.Fl. 6,000 per
employee (assuming, that is, that payment of PBI is made by the government).
The N.Fl. 10,000 paid to the government before the introduction of PBI will
remain required for public services and facilities and other forms of public ex-
penditure. To that must now be added the N.F1. 6,000 paid to each employee
by way of PBI. If, therefore, PBI were to be paid direct by the government,
the level of public spending would rise. Under the method of funding and pay-
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ment described above, however, a relative decline in labour costs can be
achieved while at the same time limiting the rise in public spending and leav-
ing net incomes unchanged. We may now turn to a more detailed examination
of the way in which the system would work. First of all, consideration is given
as to how shifts in the distribution of net income could be countered and a
rise in public spending kept down, after which the reduction in labour costs is
examined more closely.

PBI would be assigned to all residents, including those lacking any earnings
from employment or not drawing benefits (the latter category consisting
chiefly ol dependent partners). As outlined briefly in section 3.2, tax adjust-
ments would be required if the existing distribution of income were not to be
disturbed. We may confine ourselves here to adjustments necessitated by the
universal introduction of a PBI. The nature of these adjustments would
depend on the way in which PBI was financed. If gross wages and benefits
were to be reduced by the amount of gross PBI, the required adjustment
would be concentrated on sole breadwinners: the PBI for the dependent
partner would then have to be taxed away from the partner earning the in-
come. The required adjustment could also be spread over all household types,
for example by reducing gross wages by 11 times the amount of gross PBL In
this case a smaller increase in taxation would be required for sole breadwin-
ners and a certain degree of tax relief would be needed for single householders
and two-income families. An important feature of this approach is that labour
costs would be reduced even further.

The rise in public spending could be kept down as follows. In the first place
arrangements can be made for PBI to be paid not by the government but by
enterprises, which could then offset these PBI payments against their tax bill.
The result would be a substantial decline in money flows via the public sector.
This method of limiting public spending is comparable with the way in which
various deductions in the field of income tax are treated in the National Ac-
counts, where they do not appear as a form of public expenditure . As will be
seen, this is not just an accounting point. PBI for dependent partners would
be paid out by the government which would lead to an increase in public
spending. The remaining PBIs, however, would take the place of existing in-
come transfers and therefore not lead to a rise in public expenditure.

In net terms, therefore, the rise in public spending can be kept limited to the
sums involved in paying PBI to the dependent partners of employed persons.
In approximate terms this would amount to a little under two million people
or a sum in the order of 10 billion guilders. Some of this could be funded out
of current public expenditure by cutting back other forms of current public
expenditure. This would apply especially to the general-purpose investment
grants (of which those under the Investment Account Act (WIR) are the most
important), since the reduction in capital costs brought about by these subsi-
dies would square uneasily with the general reduction in labour costs being
aimed at under a PBI system. This would not entail the wholesale abolition of
investment subsidies, since specific purpose grants, aimed for example at pro-
moting technological innovation, would not be at variance with the aim of a
general reduction in labour costs. In addition it needs to be borne in mind
that the limitation of compulsory loss of earnings insurance to the national
minimum level would result in a reduction in public expenditure.

So far no account has been taken of the increase in government expenditure
flowing from other elements of the system, such as the extended duration of
GLI benefits and the relaxation of the means test on assets for national assist-
ance. In view of the high level of public expenditure at the present time, the
best way of introducing the new system might be to phase it in, for example
by bringing in PBI and VLI and abolishing the general-purpose investment
grants. The resultant increase in employment would initially reduce the level
of public spending. While the subsequent introduction of the remaining ele-
ments of the system, such as extending the duration of GLI benefit in relation
to current unemployment benefit and the relaxation of the means test on
assets for national assistance, would lead to an increase in public expenditure,
the impact would be felt less acutely than at present.
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A relative reduction in labour costs can be achieved by using a levy base
other than wages and salaries for raising the taxes necessary to cover the gross
PBI. The appropriate kinds of taxes were noted in the outline of PBI in sec-
tion 3.2. Although there are important differences between these taxes, they
have in common the fact that labour costs would not be affected if they were
increased.

Because the increase in these taxes would be associated with a reduction in
labour costs of the same average magnitude throughout industry, the ope-
ration as a whole would not, after allowing for competitive forces, result in
any increase in the average price level. This method of financing a PBI would,
however, lead to a shift in the corporate cost structure. For labour-intensive
firms, the net effect of a reduction in labour costs and an increase in taxes
would be favourable, while for labour-extensive firms it would not. Labour-
intensive firms would therefore be in a position to lower their prices in relation

_to the pre-PBI situation, while labour-extensive firms would find their costs
pushed up.

This shift in relative prices would affect corporate sales. Depending on the
price elasticity of the various goods and services and corporate pricing policy,
the sales of various labour-intensive goods and services would increase, while
the sales of labour-extensive products could decline. If labourintensive indus-
tries were to create more jobs in response to the increase in sales than were
lost in labour-extensive industries because of the decline in sales there, the net
result would be a boost in employment.

The proposed method of financing PBI will also induce changes on the in-
put side of the system of production. Where technically feasible, labour-inten-
sive processes could be brought in in response to the decline.in labour costs.
This would not be a matter of slowing down technological innovation but of
channelling it in different directions. Since technological innovation does not
depend exclusively on the price relationship between labour and capital, this
would not be a matter of slowing it down but of channelling it in different dir-
ections. In many cases, the required flexibility of the system of production and
the required product quality can only be achieved by using the most modern
technologies. The conservation of energy and raw materials and environmen-
tal protection also provide important impulses for modern technological inno-
vation. A reduction in labour costs does not therefore mean that technological
innovation would come to a halt or that the country would come to lag be-
hind but that technology would be deployed in a more diversified manner.

As noted in section 2.1.1, the potential for periods of structural unemploy-
ment forms an important reason for reforming the system of social security. It
is therefore relevant to examine the effects that a PBI could have in times of
mass unemployment. The relative decline in the price of labourintensive goods
and services will contribute towards a reduction in unemployment; the same
applies to changes made on the input side of the production system upon the
introduction of a PBI. Under the present circumstances, these mechanisms
could bring about a substantial decline in unemployment. Such data as there
are on the informal economy suggest the existence of a substantial potential
demand for labour-intensive services that have at present priced themselves
out of the market. The drop in prices made possible by a PBI could increase
the demand for such services and also bring about a shift away from the de-
mand for informal services to a demand for formal services. As a direct conse-
quence there would be a reduction in expenditure on social benefits, which
would in turn reinforce the decline in labour costs. In doing so, the downward
spiral of high unemployment leading to high labour costs producing still
higher unemployment would be overcome, to be replaced by an upward spiral:
lower labour costs as the result of the PBI lead to less unemployment and
hence to still lower labour costs and a further drop in unemployment.

The PBI is designed as an income floor for all, including benefit claimants
such as the unemployed. Their benefits could therefore be reduced by gross
PBI in the same way as wages, with the result that national insurance contri-
butions (in the new system: GLI contributions) would be reduced. Once again,
this would be to the benefit of labour-intensive firms since social security bears
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to a significant extent on the labour factor, while a PBI would be financed in
such a way as to exempt labour.

In this respect the self-employed could be treated as sole traders and could
offset their PBI against tax liabilities. Where there was a lack of competition,
the government would as usual supervise the adjustment of charges and prices
to the new situation. In this way self-employment would be encouraged in
labour-intensive industries, since a relative decline in prices would be possible
along the same lines as that in the company sector. This is an important ad-
vantage of a PBI over a system of wage subsidies, of which the self-employed -
are unable to take advantage.

Given the uncertainties surrounding the assumptions that would have to be
made in relation to price elasticities, the substitution of capital for labour,
monetary reactions and so on, it would scarcely be possible to quantify the
responses in economic behaviour that would be occasioned by a reduction in
labour costs. Even the most carefully constructed estimates can prove wide of
the mark. Since the introduction of a PBI would be directed particularly tow-
ards long-term effects, we have confined ourselves to a description of the
mechanisms and the nature of the effects to which it would give rise. The scale
of those effects is unknown and could only be determined empirically. Not
that this is anything new; policies are consistently so hedged about with uncer-
tainties that the need for adjustment in response to unforeseen side-effects
must always be allowed for. In this respect a PBI would form no exception, in
either a positive or a negative sense. Whether one would be prepared to accept
the uncertainties surrounding the introduction of a PBI would depend on the
importance attached to the effects it was designed to achieve.

Discouragement of black-economy activities

Structurally, labour-intensive activities have been placed in an unfavourable
position by the combination of divergent labour-productivity trends in the
various industries and comparatively even wage increases. For this reason,
blackeconomy activities, or what might also be termed paid informal work,
will in all probability remain a permanent feature of the economy. While these
pressures on labour-intensive activities may be particularly acute at the pres-
ent time, they will still remain perceptible if unemployment should begin to
decline.

A PBI could help discourage paid informal work and hence check the
further marginalization of formal labour-intensive activities. As matters stand,
labour costs are subject to upward pressure from the level and structure of
taxes and national insurance contribution, thereby depressing the demand for
labour-intensive activities. By contrast, the new system would bring about a
reduction in gross wages, while the method of funding would permit a relative
fall in the price of labour-intensive goods and services, thereby stimulating de-
mand for them. Especially in those cases where the quality of ‘officially’ pro-
duced goods and services is superior to that offered in the black economy, a
relative fall in prices may be expected to discourage demand for paid informal
work.

Under the present system, the official supply of labour is discouraged by the
relatively high marginal tax and national insurance contribution rates and the
comparable operation of the poverty trap. The method of financing PBI des-
cribed above would avoid any additional marginal pressure on earnings from
employment, besides which the PBI for persons in employment would be paid
out by companies-which could then offset these amounts against their tax lia-
bilities. This settlement of net amounts with the government would reduce the
incentive to avoid or evade tax and national insurance liabilities. At issue,
therefore, is not an accounting difference but a difference affecting the conduct
of enterprises in a positive sense.

Because the poverty trap would be narrowed under a PBI providing a
universal income floor, official work would be more likely than at present to
lead to incomes above the national minimum level. In addition the PBI would
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be set at such a level as to make it unattractive or impossible for many people
wholly to supplement their income outside the formal economy.

In comparison with the present situation, this combination of factors would
serve to discourage activities in the black economy.

Promotion of labour-market flexibility

As was seen in section 2.1.5, there will in all probability be an increasing
requirement for flexibility in the labour market. The introduction of a GBI
would establish an income floor whereby part-time work and less conventional
contracts of employment would become more attractive. One effect would be
to facilitiate a reduction in working hours. This is generally coupled with a
proportional cut in wages, but the introduction of a PBI would ensure that
the loss in income would be smaller than the cut in wages. As matters stand a
person working half days receives an income half that of a person doing the
same work full-time. Under the new system both would receive the same PBI,
so that although the full-time worker received twice the wages of the half-time
worker, the overall difference-would be less than 50 per cent. Shorter working
hours with the object of job sharing would under a PBI therefore produce a
smaller drop in income than at present.

Labour market flexibility would also be encouraged by the abolition of the
legal minimum wage with which the introduction of a PBI would be linked. A
PBI would establish an income floor, while the proposed method of financing
would produce a decline in labour costs, thereby enhancing the growth poten-
tial of labour-intensive industries. The present legal minimum wage for adults
has been made equal to the level of the national minimum for a couple, thus
incorporating an income floor based on the need principle as part of the pro-
cess of wage determination. This can adversely affect the level of employment
in industries where labour costs are a major factor and where, given the price
the consumer is prepared to pay, the marginal returns obtained from the en-
gagement of an additional worker on the legal minimum wage do not match
up to the costs. The abolition of the legal minimum wage and the associated
improvement in wage flexibility could therefore make a positive contribution
towards higher employment. Given the potential demand in the field of
labour-intensive services, a reduction in labour costs could provide particular
growth opportunities in this area.

There are further reasons why it would be desirable to eliminate the need
element from wage formation. The legal minimum wage was originally
designed for a family with a single breadwinner and several children, the
dominant household type at the time. Since then, however, much has changed.
The number of single householders has increased sharply — but they too qua-
lify for the legal minimum wage. Nowadays it is also not uncommon for a
household to bring in more than one income. The diversity in household types
‘makes it impossible to set a single uniform legal minimum wage. The problem
of the ‘genuinely needy’ is a direct consequence of these shifts, and is accen-
tuated by the tendency towards a reduction in working hours in return for a
cut in pay.

Another advantage of a PBI is that it does not draw a distinction between
employees and the self-employed. This means that people who become unem-
ployed will have more opportunity to strike out on their own without giving
rise to the kind of unfair competition that can occur under the present regula-
tions on unpaid employment without loss of benefits. The stifling influence of
the present system on any new initiatives on the part of the unemployed will
therefore be reduced, to the benefit of economic growth, and the transition
from salaried employment to self-employment would be facilitated. In times
such as the present, this enlargement of labour market flexibility is of con-
siderable importance for economic recovery.

Simplification of the structure of social security benefits

So far no pat solution has been found to the question of choosing the ap-
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propriate benefit unit for national assistance purposes. Switching to individua-
lized benefits and the abandonment of any form of means test would have far-
reaching consequences. Among other things, dependent partners would then
be able to claim a supplement to the PBI taking them up to the national as-
sistance level for a single householder. In view of the shortage of jobs the re-
quirement to register for employment would in most cases be no more than a
formality, but would be a costly exercise. The individualization of NA would
also lead to a sharp reduction in financial incentives in the labour market. A
couple who were both receiving national assistance payments would be draw-
ing a joint income equal to 1.4 (2 x 0.7) times the net minimum wage. In 1982
this would have amounted to more than the net modal income 3. While it
would be possible to avoid this by reducing NA to 50 per cent of the set ben-
efit level for a couple, this would then come into conflict with the objective of
independence for single householders dependent on national assistance. If
these consequences of individualizing national assistance are to be avoided,
means testing per household unit have to retain a significant role. For reasons
provided earlier, a high exemption threshold for assets, income from assets
and VLI benefits would be required.

A benefit structure in which no account was taken of household compo-
sition and partner’s earnings would also create problems in the case of higher-
rate PBI, such as the high costs and the fact that single householders would be
left at a relative disadvantage.

This dilemma can, however, be solved in relation to GLI by individualizing
the benefit, setting the benefit rate at 100 per cent and equating PBI to the dif-
ference between the national minimum for a couple and that for a single hou-
seholder. Except in the fairly exceptional case where previous earnings were
insufficient to bring PBI up to the national minimum for a single householder,
no supplements to GLI benefits would be required for financially dependent
partners since the PBI for the dependent partner supplements PBI plus the
breadwinner’s individualized GLI benefits up to the national minimum for a
couple. While GLI is being received, therefore, the need for a means test is eli-
minated. This is not the case under the Government’s present proposals and,
depending on household composition and the earnings from employment of
other members of the household, supplements would also be required in the
case of loss of earnings insurance and during the interim phase.

If the system of social security is not to be hamstrung by complicated admi-
nistrative procedures, the need for means testing should be avoided as far as
possible. The new system permits this more readily than the existing one. In
addition, the lengthy maximum GLI benefit period and the fact that this max-
imum can be achieved fairly quickly set limits on the need for means testing
by eliminating the need for national assistance as far as possible.

Notes

. ! Flip de Kam and Floor Gerard van Herwaarden, ‘Simpeltaks; naar een eenvoudig en doel-
matig belasting- en premiestelse]’ (Simple tax: towards a simple and efficient tax and contri-
bution structure’); Intermediair. 26 April 1985, vol 21, no. 17, pp. 1-19.

* Berekend beleid (Calculated Policy), by Hans van Fulpen, Floor van Herwaarden, Evelien
Hooijmans et al., Sociale en Culturele Studies no. 5, Social and Cultural Planning Bureau,
The Hague, Staatsuitgeverij, 1985, pp. 153-154.

3 Inkomensontwikkeling en -verdeling (Income Trends and Distribution); Proceedings of
the Lower House, 1981-1982 session, 17475, nos. 1-2.
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APPENDIX 1

Major characteristics of the present social security system in the Netherlands

This appendix contains a brief description of the major social security laws
and regulations in the Netherlands. The information is based in large part on
‘Social Security in the Netherlands’, a publication of the Ministry for Social
Affairs and Employment, The Hague, 1982. Adjustments have been made for
major changes in the system since 1982.

General Old Age Pensions Act (AOW)

The General Old Age Pensions Act covers the entire population of the
Netherlands irrespective of nationality or marital status. Equally, a benefi-
ciary’s entitlements are in no way affected by the existence of other pension
arrangements,

The general old age provisions are based on a period of 50 years. This
means that a person is normally only entitled to draw a full pension after hav-
ing been insured for 50 years. Compulsory liability to insurance ends at the
age of 65, and accordingly commences at the age of 15. A person who has
been insured is entitled to an old age pension attaining the age of 65.

The size of the pension is reduced when the full 50 years have not been com-
pleted. In the case of single people this amounts to a 2 per cent reduction of
the single person’s pension for each year they were not insured. For married
couples it amounts to 1 per cent for each year one of the partners was not
insured.

Pensions are uniform in the sense that they are not related to a person’s
earnings before retirement. Such variation as there is concerns whether a pen-
sion is intended for a single person or for a married couple. The net monthly
pension for a single person is equal to 70 per cent of the net statutory mini-
mum wage. For a married person the net pension amounts to 50 per cent of
the net statutory minimum wage. If this pension provides for a partner aged
under 65, the pension is increased with a supplement depending on the
partner’s income. If the partner has no income at all, the supplementary pen-
sion amounts to 50 per cent of the net statutory minimum wage.

Contributions are assessed and collected by the Tax Department. For this
reason the income on which contributions are payable is determinded as far as
possible in the same manner as the income on which wages and salaries tax or
income tax must be paid.

Contributions are levied as a percentage of income. This reflects the princi-
ple of solidarity on which old age insurance is based in the Netherlands, in
that wealthier members of the community pay more than the poorer ones. At
the same time, there is a ceiling for the payment of contributions so that the
principle is not taken to extremes.

The system used for financing general old age insurance is that benefits paid
in a certain year must be financed out of contributions received during that
year, the so-called assessment system. This means that the percentage of in-
come payable as contributions under the Act is determinded in such a way
that the total level of contributions and State subsidies received during a
particular period is sufficient to cover the expenditures made by the Old Age
Pensions Fund during that period.

As the old age insurance system covers the entire population of the Nether-
lands it was not considered to lend itself to administration on an industrial
basis along the lines of the social insurance schemes, which apply exclusively
to employees. Instead the Act is administered on a centralised basis by the
Social Insurance Bank.
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General Widows and Orphans Benefits Act (AWW)

The General Widows and Orphans Benefits Act is a form of national insur-
ance. All residents aged 15 or over are insured irrespective of nationality.

The General Widows and Orphans Benefits Act has been set up in the form
of risk insurance. This means that the risk of death is only covered as long as
the person on whose death the entitlement to benefits is dependent continues
to be insured.

Under a system of risk insurance the survivors have a basic right to full
benefits in the case of a person who has been insured for only a short period
when he or she died.

In order to qualify for a widow’s pension upon the death of her husband a
woman must a) be a widow and b) be the widow of an insured person. The
Government sees no reason for granting benefits to widows who are able to
earn their own living. In broad terms, a widow will be entitled to a widow’s
pension if, at the time of her husband’s death, she:

a. has an unmarried child of her own, or
b. is certified as incapacitated of work, or
c.is aged 40 or over.

If a widow ceases to fulfil the first condition the entitlement to a pension
lapses unless she has in the meantime become incapacitated of work or turned
35. Entitlement to a pension lapses if a woman ceases to be incapacitated
(condition b), unless she has in the meantime turned 40. Finally it should be
noted that a widow’s pension is granted only until the age of 65, after which
widows may receive an old age pension.

Widows who do not qualify for a widow’s pension at their husband’s death
or whose pensions subsequently lapse receive a temporary widow’s benefit for
a short period in order to help them adjust to their new circumstances. The
benefit may be paid over a periode ranging from six to nineteen months,
depending on the widow’s age.

Generally speaking an orphan’s pension is payable only to children who
have lost both parents and who are under 16. Orphans receiving full-time
education continue to receive a pension until they are 27, and disabled or-
phans until they are 18. The benefits paid under the Act are not fully uniform
in that account is taken of whether the deceased left just a widow, a widow
with children, or children only. There are two levels of benefits under the Act
for widows, a higher pension where the widow is responsible for the mainten-
ance of one or more children aged under 18, and a lower sum for the remain-
ing widow’s pensions and temporary widow’s benefit. The amount of an or-
phan’s pension depends on the age of the orphan. The net higher widow’s
pension equals 100 per cent of the net statutory minimum wage, the net lower
widow’s pension amounts to 70 per cent.

As in the case of the General Old Age Pensions Act, the system used is that
benefits paid in a certain period are financed out of contributions received in
the same period.

A further similarity with the Old Age Pensions Act is that the funds to meet
the cost of the scheme are largely derived from a percentage levy on income.
The collection of these contributions has been harmonised with the collection
of old age pension contribution as regards both the assessment basis and the
categories of persons covered. This enables.the contributions due under both
Acts to be collected from the insured as a single sum. Finally it may be noted
that the maximum level of income on which contributions are payable is the
same for both Acts. .

The administration of this Act is conducted along the same lines as the old
age pensions and is entrusted to the Social Insurance Bank. Contributions are
levied and collected by the Government Tax Department.

General Family Allowances Act (AKW)

The General Family Allowances Act is a general and compulsory system of
family allowance insurance under which all residents of the Netherlands are in
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principle entitled to family allowances from the first child onwards.

The categories covered by the Act are virtually the same as those covered by
the General Old Age Pensions Act: all residents of the Netherlands aged 15
and over as well as non-residents subject to wages and salaries tax in relation
with their employment in the Netherlands are compulsorily insured under the
Act.

The regulations governing the scope of the General Family Allowances dif-
fer from the corresponding regulations of the General Old Age Pensions Act
only in the length of the insurance period: under the latter Act, a person is
insured between the age of 15 and 65, whereas under the General Family
Allowances Act the period of insurance does not have an upper limit. The ob-
ligation to pay contributions ceases, however, at the age of 65.

The system of family allowances in the Netherlands is based on the princi-
ple that the person responsible for the maintenance of a child is entitled to
family allowance. The Act provides for an insurance scheme funded by means
of levies on income together with a government subsidy.

The contributions of persons not in employment are levied by the Tax De-
partment in the form of an assessment. In the case of insured persons subject
to salaries and wages tax or a similar deduction at source, the employee’s con-
tribution is paid to the Tax Department by the employer, who may not
recover it from the employee either wholy or in part. As the Act covers the
entire population of the Netherlands, responsibility for the administration of
the General Family Allowances Fund was assigned to the Social Insurance
Bank.

Sickness Benefits Act (ZW)

Every employee is compulsorily insured under the Sickness Benefits Act.
Those receiving benefits under the Unemployment Insurance Act are also
insured under the Sickness Benefits Act.

Any employee who is incapable of work, whatever the cause, is entitled to
sickness benefits. For the purposes of the Sickness Benefits Acts infirmity,
pregnancy and confinement are deemed equivalent to illness. The statutory
benefit amounts to 75 per cent of the employee’s daily wage, no benefit being
paid for the first two working days. Benefits are paid for a maximum of 52
weeks.

The Sickness Benefits Act permits the payment of benefits higher than the
statutory level where more favourable arrangements have been negotiated in
an undertaking or branch of industry, in a collective labour agreement, for
example, less than two waiting days, or the payment of benefits in excess of 75
per cent of the daily wage for longer than 52 weeks. After receiving sickness
benefits for 52 weeks, the person concerned may qualify for benefits under the
General Disablement Benefit Act and/or the Disablement Insurance Act.

A female employee who is insured in accordance with the Sickness Benefits
Act and becomes pregnant may qualify for maternity benefits if she submits to
the industrial insurance board a statement from a doctor or obstetrician con-
firming that she is pregnant and giving the probable date of the confinement.
She is then entitled to pregnancy benefits for the last six weeks before the
probable date of the confinement and up to and including the day the child is
born. Thereafter she receives confinement benefits for six weeks, irrespective of
whether she is capable of work. Maternity benefits amount to 100 per cent of
the daily wage up to the relevant maximum.

The insurance scheme governed by the Sickness Benefits Act is funded from
contributions paid by the employer and based on the employee’s wage up to
the maximum daily amount. The employer is permitted to deduct half of the
contribution from the employee’s wage up to a maximum of 1 per cent of the
latter. The contribution to be paid is fixed by the industrial insurance board at
a percentage of the employee’s wage, and may vary according to the sector of
industry (risk group) concerned.

The administration of the insurance scheme governed by this Act is
entrusted to 26 recognised industrial insurance boards. Every employer is
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required by law to be affiliated to the industrial insurance board relevant to
his sphere of activities.

Disablement Insurance Act (WAQ)

Every employee is compulsorily insured under the Disablement Insurance
Act. An employee may claim benefits under the Disablement Insurance Act if
he has been incapable of work for an uninterrupted period of 52 weeks, pro-
vided that he is still incapable of work on the expiry of this period. Anyone
who is unable or only partly able to earn the same wage from suitable work as
a comparable completely healthy person as a result of illness or infirmity is
regarded as incapable of work. Suitable work means work which someone can
reasonably be expected to perform in view of his training and former occupa-
tion. The level of the benefit paid under the Disablement Insurance Act
depends on the degree of incapacity and on the daily wage. Various levels of
incapacity are set out in the Act: a person less than 15 per cent disabled is not
entitled to benefits.

The level of incapacity may be increased in certain cases if the handicap
makes it more difficult to find suitable work.

Since the General Disablement Benefits Act (see below) entered into force,
disablement benefit has usually consisted of a basic portion paid under this
Act and an additional portion equal to the amount by which the allowance
due under the Disablement Insurance Act exceeds that payable under the
General Disablement Benefits Act. The Disablement Insurance Act lays down
a minimum daily wage for certain groups of benefitiaries and also a maximum
daily wage. The net benefit based on the minimum daily wage at an 80
per cent or higher level of incapacity is equal to the statutory net minimum
wage.

The scheme is financed by contributions paid by the employee and based on
the employee’s wage up to a certain maximum. Since the introduction of the
General Disablement Benefits Act (see below), part of the wage has been dis-
regarded for the purpose of calculating the contribution. The scheme is
administered by the 26 industrial insurance boards. The Joint Medical Service
is responsible for advising the boards of the level of incapacity and of suitable
work for the persons concerned.

General Disablement Benefits Act (AAW)

An insured person who has reached the age of 18 is entitled to benefit under
the Act if he has been continuously incapacitated of work for 52 weeks, re-
mains disabled at the end of that period, and received earning income during
the year preceding disablement. The income requirement does not apply in the
case of persons who became disabled before turning 17.

The rate of benefits under the General Disablement Act depends on the de-
gree of incapacity and the appropriate basic rate. The Act distinguishes vari-
ous categories of incapacity; no benefit is payable for incapacity of less than
25 per cent. The level of incapacity may be increased in certain cases if the
handicap makes it more difficult to find suitable employment. Benefits cease
on the first day of the month in which the recipient reaches the age of 65.

There are three base figures in use for determining the level of benefits:

a. the general base figure, under which the benefits payable in the case of 80
per cent incapacity or more are equal on a net basis to 70 per cent of the net
statutory minimum wage. .

b. the medium base figure, under which the benefits payable in the case of 80
per cent incapacity or more are equal to 85 per cent of the minimum wage
referred to above;

c. the high base figure, under which the benefits payable in the case of 80 per
cent incapacity or more are equal to 100 per cent of the minimum wage.

The medium base figure applies to:

1. a married claimant, provided that the joint earned income of the claimant
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and his or her spouse amounts to between 15 and 30 per cent of the high

base figure on the date on which benefits under the Act commence;

2. unmarried claimants with an own child or adopted child under the age of 18
belonging to their household or largely maintained by them, provided that
their erarned income amounts to between 15 and 30 per cent of the high
base figure on the date on which benefits under the Act commence.

The high base figure applies to the same categories as those specified in 1
and 2 above if earnings amount to no more than 15 per cent of the high base
figure.

Remaining categories receive benefits in accordance with the general base
figure.

If both spouses are entitled to disablement benefits and the sum of those
benefits exceeds 80 per cent of the high base figure, their respective benefits are
reduced proportionally so that the sum of their benefits is equal to 80 per cent
of this base figure.

The cost of the scheme is largely covered by means of contributions
amounting to a certain percentage of insured persons’ income. In the case of
employees, contributions up to a certain ceiling are paid by employers while
non-employed persons pay their contributions in the form of an assessment on
income. The costs of benefits for persons handicapped since their youth are
borne by the central government.

The General Disablement Benefits Act is administered by the 26 industrial
insurance boards, while contributions are levied and collected by the Govern-
ment Tax Department.

The Joint Medical Service is repsonsible for advising the industrial insur-
ance boards on the degree of incapacity for work.

Unemployment Insurance Act (WW)

Every employee under the age of 65 is compulsorily insured under the Unem-
ployment Insurance Act. An employee whose employment ceases continues to
be regarded as an employee for the purposes of the Unemployment Insurance
Act, unless he then engages in activities in which he can not longer be con-
sidered an employee.

Qualification for benefits depend on the involuntary nature of unemploy-
ment. Furthermore claimants must register themselves with a public employ-
ment agency as seeking employment. The Act does not specify the instances in
which unemployment is to be regarded as not being involuntary, but it has
been clarified in various legal rulings. Unemployment benefit amounts to 70
per cent of the daily wage, which is generally related to the wage earned at the
last place of employment.

Benefit entitlement is limited to 130 days in any twelve month period, begin-
ning on the first day on which benefit is received.

The insurance scheme governed by the Unemployment Insurance Act is
administered by the 26 industrial insurance boards and the General unemploy-
ment Fund.

The contributions payable under the unemployment insurance scheme are a
uniform percentage of the employee’s wage and they are paid for the greater
part by the employee and for the rest by the employer.

Unemployment Provisions Act (WWV)

The Unemployment Provisions Act is designed to ensure the payment of
benefits to persons who are not, or no longer, entitled to benefits under the
Unemployment Insurance Act. It is not an insurance scheme, and contribu-
tions are therefore not charged to finance the benefits paid. Costs are entirely
met from public means.

The scheme is restricted to employed persons, an employee being defined as
any person whose participation in the working population depends completely
or partly on the performance of work as a wage earner. Hence the concept of
‘employee’ is broader under this Act than it is under the employee insurance
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schemes, where it is limited by the requirement that work as a wage earner
must actually be performed, or have been performed. Under the Unemploy-.
ment Provisions Act persons who have never entered employment, but are
nevertheless dependent on such work for their participation in the working
population, also qualify for benefits. An example of persons in this situation
are those who have just completed their compulsory military service.

The benefit amounts to 70 per cent of the daily wage, by which is meant the
average daily wage or salary the employee would have earned if he had been
doing the job he usually did before he became unemployed. The daily wage is
subject to a'maximum and also to a minimum in the case of breadwinners.
The benefit is paid for a maximum of two years but if, at the end of those two
years, the beneficiary is 60 years or older, it is continued until the age of 65.

The Unemployment Provisions Act requires an employee to be unemployed
before he becomes entitled to benefit, but, unlike the Unemployment Insur-
ance Act, he does not need to be involuntarily unemployed. In such cases, the
local authority may decide, however, to set the level at less than 70 per cent
for a given period and/or to disqualify the employee for some time. The local
authority has the same powers in other cases specified in the Act in which the
employee does not honour his obligations or acts in such a way that his unem-
ployment continues for longer than strictly necessary. The scheme is adminis-
tered by the local authorities, most of which have made their social services
departments responsible for the performance of the tasks that arise under the
Act.

National Assistance Act (ABW)

Any Netherlands national without sufficient means to provide for his or her
essential needs is granted assistance. This consists of a monetary payment,
commensurate with the applicant’s circumstances and capabilities and with the
degree of responsibility to provide for his or her subsistence. The-assistance is
designed to enable the individual, where possible, to provide for himself. The
assistance granted under the National Assistance Act is complementary to all
other subsistence allowances and is provided as a last resort. On the one hand,
this means that assistance is provided to the extent that the applicant’s own
resources (income, assets) are not sufficient for him to provide for essential
needs. On the other hand, it serves as a safety net if and to the extent that the
help provided under other legislation and schemes (e.g. social insurance) is
inadequate.

Need

The National Assistance Act expressly refers to essential needs, thus exclud-
ing subjective interpretation from the outset. The term covers the cost of food
and drink, clothing, housing, heat, furniture and recreation, these being
regarded as ‘necessary to enable the individual to live a life worthy of a hu-
man being’. While the Minister for Social Affairs and Employment is respon-
sible for supervising the administration of the National Assistance Act, appli-
cation in individual cases is entrusted to the authorities in the municipality in
which the applicant is living. The level of assistance designed to meet essential
needs is governed by national rules which were laid down in the national As-
sistance Rates Decree of 1974, which specifies standard rates to be paid per
month (or per week to some unemployed people) if the recipient does not
have an income of his own. These standard rates have been linked to the net
minimum wage since 1980 (Article 1 of the National Assistance Act). The
rates are:

— 100 per cent of the net statutory minimum wage for married people;

— 90 per cent of the net statutory minimum wage for one-parent families;

— 70 per cent of the net statutory minimum wage for single persons aged 23 or
over.

— 60 per cent of the net statutory minimum wage for single persons living in
the same house.
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Lower rates to unemployed young people aged 16 to 23, the rates increasing
with age.

Special government schemes have been established for certain people who
need assistance for a specific reason, e.g. unemployment. They lay down
detailed provisions on various sections of the National Assistance Act with re-
gard to the category concerned, the implementation of which had originally
been left entirely to the discretion of the local authorities. When granting as-
sistance to a person in such a category, local authorities must therefore take
account not only of the Act but also of the relevant special scheme. Two
examples of these special schemes are the following.

Government Unemployment Assistance Regulations 1965 (RWW)

Persons between the ages of 16 and 65 who are largely dependent on paid
employment for a living who are not entitled, or are no longer entitled, to
benefit under a statutory unemployment scheme may claim assistance under
the Government Unemployment Assistance Regulations. The beneficiaries
under these regulations are chiefly persons who are no longer entitled to ben-
efits under the Unemployment Provisions Act, former self-employed persons,
divorced women, persons who have worked for less than six months and
school-leavers. The amount of benefit to be paid in each case is laid down in
the National Assistance Rates Degree. Minors have an independent right to
benefit under the Government Unemployment Assistance Regulations, and
such benefit cannot be recovered from their parents. Entitlement is dependent
on the person concerned seeking employment and being registered with the lo-
cal employment office.

Special government scheme for the self-employed

The scheme entitles self-employed persons temporarily in financial difficul-
ties to periodical subsistence benefits. Assistance in the form of interest-bear-
ing or interest-free loans or even a non-repayable grant may also be provided
to meet needs for working capital. Such assistance is granted only if credit
cannot be obtained from third parties (¢.g. bank loans or loans guaranteed by
the Ministry of Economic Affairs or the Ministry of Agriculture). An essential
condition for the assistance and regular benefit payments is that the self-
employed person’s firm must be viable and that it must therefore be able to
support him again after receiving assistance. In some cases, assistance towards
working captial can run into tens of thousands of guilders, there being no up-
per limit.
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APPENDIX 2:

AAW
ABW
AKW
AOW
AWW
CBS
GLI
NA
PBI
RwWWwW
SER
VLI
WAO
WRR
WWwW
WwWV
VA"

Abbreviations in this report

— General Disablement Benefits Act

— National Assistance Act

— General Family Allowances Act

— General Old Age Pensions Act

— General Widows and Orphans Benefits Act

Central Bureau of Statistics

General Loss of Earnings Insurance

— National Assistance

— Partial Basic Income

Government Unemployment Assistance Regulations
Socio-Economic Council

Voluntary Loss of Earnings Insurance

Disablement Insurance Act

Netherlands Scientific Council for Government Policy
— Unemployment Insurance Act

— Unemployment Provisions Act

— Sickness Benefits Act

|

70



The Council has published the following Preliminary and
Background Studies (in Dutch)

First term of office

\!

V2

V3

V4

A\

V6

W.A.W. van Walstijn, Kansen op onderwijs, een literatuurstudie over ongelijk-
heid in het Nederlands onderwijs ( Educational Opportunities: a Literature Study
of Inequality in the Netherlands Educational System) (1975)

I.J. Schoonenboom en H.M. in 't Veld-Langeveld, De emancipatie van de vrouw
(Women’s Emancipation) (1976)

G.R. Muster, Van dubbeltjes en kwarjes, een literatuurstudie over ongelijkheid in
de Nederlandse inkomensverdeling

( Dimes and Quarters: a Literature Study on Inequality in the Distribution of In-
come in the Netherlands) (1976)

J.A.M. van Weezel a.0., De verdeling en de waardering van arbeid (The Distribu-
tion and Appreciation of Work) (1976)

A.Ch.M. Rijnen a.0., Adviseren aan de Overheid (Advising the Government)
(1977)

Verslag Eerste Raadsperiode 1972-1977 ( Report on the First Term of Office)
(1972-1977)*

Second term of office

\'A)

V8
A\
Vio
Vil
Vi2

Vi3

Vi4

V15

V16
V17

Vig

J.J.C. Voorhoeve, Internationale Macht en Interne Autonomie (International
Power and Internal Autonomy) (1978)

W.M. de Jong, Techniek en wetenschap als basis voor industri€le innovatie —
Verslag van een reeks van interviews (Technology and Science as a base for Indus-
trial Innovation) (1978)

R. Gerritse, Instituut voor Onderzoek van Overheidsuitgaven: De publieke sector:
ontwikkeling en waardevorming — Een vooronderzoek (The Public Sector: Deve-
lopment and Valuation) (1979)

Vakgroep Planning en Beleid/Sociologisch Instituut Rijksuniversiteit Utrecht:
Konsumptieverandering in maatschappelijk perspectief (Shifts in Consumption in a
Societal Perspective) (1979) .

R. Penninx, Naar een algemeen etnisch minderhedenbeleid? Opgenomen in rap-
port nr. 17 (Towards an Qverall Ethnic Minorities Policy? Attached to Report nr.
17) (1979)

De quartaire sector — Maatschappelijke behoeften en werkgelegenheid — Verslag
van een werkconferentie (The Quarternary Sector: Societal Requirements and Em-
ployment Opportunities) (1979)

W. Driehuis en P.J. van den Noord, Produktie, werkgelegenheid en sectorstruc-
tuur in Nederland 1960-1985 (Output, Employment and the Structure of Production
in the Netherlands, 1960—1985) Modelstudie bij het rapport Plaats en toeckomst
van de Nederlandse industrie (1980)

S.K. Kuipers, J. Muysken, D.J. van den Berg en A.H. van Zon, Sectorstructuur
en economische groei: een eenvoudig groeimodel met zes sectoren van de Neder-
landse economie in de periode na de tweede wereldoorlog ( The Structure of Pro-
duction and Economic Growth: a Simple Six-Sector Growth Model of the Dutch
Economy in the Post-War Period) Modelstudie bij het rapport Plaats en tockomst
van de Nederlandse industrie (1930)

F.Muller, P.J.J. Lesuis en N.M. Boxhoorn, Een multisectormodel voor de Neder-
landse economie in 23 bedrijfstakken (4 Multi-Sector Model of the Dutch Econ-
omy Divided into 23 Branches of Industry). F. Muller, Veranderingen in de sector-
structuur van de Nederlandse economie 1950—1990 (Shifts in the Structure of
Production in the Dutch Economy 1950-1990). Modelstudie byj het rapport Plaats
en toekomst van de Nederlandse industrie (1980).

A.B.T.M. van Schaik, Arbeidsplaatsen, bezettingsgraad en werkgelegenheid in
derien bedrijfstakken (Jobs, Capacity, Utilization and Employment Opportunities in
Thirteen Branches of Industry) Modelstudie bij het rapport Plaats en toekomst
van de Nederlandse industrie (1980)

A.J. Basoski, A. Budd, A. Kalff, L.B.M. Mennes, F. Racké en J.C. Ramaer,
Exportbeleid en sectorstructuurbeleid (Export Policy and Structural Policies)

‘Preadviezen bij het rapport Plaats en toekomst van de Nederlandse industrie

(1980) _
J.J. van Duijn, M.J. Eleman, C.A. de Feyter, C. Inja, HW. de Jong, M.L.
Mogendorff en P. Verloren van Themaat, Sectorstructuurbeleid: mogelijkheden en
beperkingen (Structural Policies: Prospects and Limitations) Preadviezen bij het
rapport Plaats en toekomst van de Nederlandse industrie (1980)

71



V19

V20

V21

V22

v23

V24

V25

V26

V27

V28

V29

V30

V31

V32

V33
V34

V35

V36

V37
V38

V39

C.P.A. Bartels, Regio’s aan het werk: ontwikkelingen in de ruimtelijke spreiding
van economische activiteiten in Nederland (Putting Regions to Work: Trends in
the Regional Distribution of Economic Activity in the Netherlands)

Studie bij het rapport Plaats en toekomst van de Nederlandse industrie (1980)
M.Th. Brouwer, W. Drichuis, K.A. Koekoek, J. Kol, L.B.M. Mennes, P.J. van
den Noord, D. Sinke, K. Vijlbrief en J.C. van Ours, Raming van de finale beste-
dingen en enkele andere grootheden in Nederland in 1985 (Estimate of the Final
Expenditure and some other Data in the Netherlands in 1985)

Technische nota’s bij het rapport Plaats en toekomst van de Nederlandse indus-
trie (1980) ’

J.A_H. Bron, Arbeidsaanbod-projecties 1980-2000 (Projections of the Labour Sup-
ply 1980-2000) (1980)

A. Faludi, RJ. In ’t Veld, 1.Th.M. Snellen en P. Thoenes, Benaderingen van plan-
ning; vier preadviezen over beleidsvorming in het openbaar bestuur (Approaches

to Planning) (1980)

Beleid en tockomst (Government Policy and the Future), report of a symposium on
the report Beleidsgerichte toekomstverkenning deel 1 (Policy-Oriented Survey of
the Future, Part 1) (1981)

L.J. van den Bosch, G. van Enckevort, Ria Jaarsma, D.B.P. Kallen, P. N. Kar-
stanje, K.B. Koster, Educatie en welzijn (Education and Welfare) (1981)

J.C. van Ours, D. Hamersma, G, Hupkes, P.H. Admiraal, Consumptiebeleid voor
de werkgelegenheid (Consumption Policy for Employment)

Background reports to the report Vernieuwingen in het Arbeidsbestel (Prospects
for Reforming the Labour System) (1982)

J.C. van Ours, C. Molenaar, J.A.M. Heijke, De wisselwerking tussen schaarste-
verhoudingen en beloningsstructuur (The Interaction between Relative Scarcities
and the Remuneration Structure) Background reports to the report Vernieuwingen
in het Arbeidsbestel (Prospects for Reforming the Labour System) (1982)

A A. van Duijn, W.H.C. Kerkhofl, L.U. de Sitter, Ch.J. de Wolfl, F. Sturmans,
Kwaliteit van de arbeid (The Ouality of Work) Background reports to the report
Vernieuwingen in het Arbeidsbestel (Prospects for Reforming the Labour System)
(1982)

J.G. Lambooy, P.C.M. Huigsloot, R.E. van de Lustgraaf, Greep op de stad? Een
institutionele visie op stedelijke ontwikkeling en de beinvloedbaarheid daarvan
(Getting Cities under Control? An Institutional Approach to Urban Development
and its Controllability) (1982)

J.C. Hess, F. Wielenga, Duitsland in de Nederlandse pers — altijd een probleem?
Drie dagbladen over de Bondsrepubliek 19691980 (Germany in the Dutch Press:
Always a Problem? Reporting by three newspapers on West Germany, 1969-1980)
(1982)

C.W.A M. van Paridon, E.K. Greup, A. Ketting: De handelsbetrekkingen tussen
Nederland en de Bondsrepubliek Duitsland (The Trading Relationship between the
Netherlands and the Federal Republic of Germany) (1982)

W.A. Smit, G.W.M. Tiemessen, R. Geerts: Ahaus, Lingen en Kalkar; Duitse nu-
cleaire installaties en de gevolgen voor Nederland (Ahaus, Lingen and Kalkar:
German Nuclear Facilities and their Implications for the Netherlands) (1983)

J.H. von Eije: Geldstromen en inkomensverdeling in de verzorgingsstaat (Money
Flows and the Distribution of Income in the Welfare State) (1982)

Report on the Second Term of Office 1978-1982*

P. den Hoed, W.G.M. Salet en H. van der Sluijs: Planning als onderneming (Plan-
ning as a Form of Action) (1983)

H.F. Munneke e.a.: Organen en rechtspersonen rondom de centrale overheid
(Administrative Bodies on the Periphery of Central Government); two volumes
(1983)

M.C. Brands, H.J.G. Beunders, H.H. Selier: Denkend aan Duitsland; een essay
over moderne Duitse geschiedenis en enige hoofdstukken over de Nederlands-
Duitse betrekkingen in de jaren zeventig (Thinking about Germany; An Essay on
Modern German History, with some Chapters on Dutch-German Relations in the
Seventies).(1983)

L.G. Gerrichhauzen: Woningcorporaties; Een beleidsanalyse (Housing Corpor-
ations; A Policy Analysis) (1983)

). Kassies, Notities over een heroriéntatie van het kunstbeleid (Notes on a Reor-
ientation of Policy on the Arts) (1983)

Leo Jansen, Sociocratische tendenties in West-Europa (Sociocratic trends in West-
ern Europe) (1983)

Third Term of Office

V40

V41

G.J. van Driel, C. van Ravenzwaaij, J. Spronk en F.R. Veencklaas: Grenzen en
mogelijkheden van het economisch stelsel in Nederland (Limits and Potential of
the Economic System in the Netherlands) (1983)

Adviesorganen in de politieke besluitvorming (Advisory Bodies in the Political De-
cision-Making Process); Report of a symposium by A.Th. van Delden and J.
Kooiman (1983)

72



V42 E.W.van Luijk, R.J. de Bruijn: Vrijwilligerswerk tussen betaald en onbetaald
werk; een verkennende studie op basis van een enquéte (Volunteering between
Paid and Unpaid Work; an Exploratory Study Based on a Survey) (1984)

V43 Planning en beleid (Planning and Policy); Report of a Symposium on the Study °
Planning as a Form of Action (1984)

V44 W.J. van der Weijden, H. van der Wal, H.J. de Graaf, N.A. van Brussel, W.J. ter
Keurs: Bouwstenen voor een geintegreerde landbouw (Towards an Integrated
Agriculture) (1984)

The Council commissioned a number of experts to carry out preliminary studies for the report
‘A Coherent Media Policy’. The following studies were published in a separate series entitled
‘Media Policy Background and Preliminary Studies’ (in Dutch):

M 1 J.M. de Meij: Overheid en uitingsvrijheid
(The Government and Freedom of Speech) (1982)

M 2 E.H. Hollander: Kleinschalige massacommunicatie: locale omroepvormen in
West-Europa (Small-scale Mass Communications.: Local Broadcasting Forms in

- Western Europe) (1982)

M 3 L.J. Heinsman/Nederlandse Omroep Stichting: De kulturele betekenis van de
instroom van buitenlandse televisieprogramma’s in Nederland — Een literatuurstu-
die (The Cultural Significance of the Inflow of Foreign Television Programmes in
the Netherlands — A Survey of the Literature) (1982)

M 4 L.P.H. Schoonderwoerd, W.P. Knulst/Sociaal en Cultureel Planbureau: Mediage-
bruik bij verruiming van het aanbod (Media Use and a Wider Media Range)
(1982)

M 5 N. Boerma, J.J. van Cuilenburg, E. Diemer, J.J. Oostenbrink, J. van Putten: De
omroep: wet en beleid; een juridisch-politicologische evaluatie van de Omroepwet
(Broadcasting — Legislation and Government Policy: A Legal and Political Evalu-
ation of the Broadcasting Act) (1982)

M 6 Intomart B.V.: Etherpiraten in Nederland (Radio Pirates in the Netherlands)
(1982)

M 7 P.J. Kalff/Instituut voor Grafische Techniek TNO: Nieuwe technieken voor pro-
ductie en distributie van dagbladen en tijdschriften (New Techniques for the Pro-
duction and Distribution of Newspapers and Magazines) (1982)

M 8 1.J. van Cuilenburg, D. McQuail: Media en pluriformiteit; een beoordeling van de
stand van zaken (The Media and Diversity: An Assessment of the State of Affairs)
(1982)

M 9 K.J. Alsem, M.A. Boorman, G.J. van Helden, J.C. Hoekstra, P.S.H. Leeflang,
H.H.M. Visser: De aanbodstructuur van de periodiek verschijnende pers in
Nederland (The Supply Structure of Regular Press Publications in the Netherlands)
(1982)

M10 W.P. Knulst/Sociaal en Cultureel Planbureau: Mediabeleid en cultuurbeleid; Een
studie over de samenhang tussen de twee beleidsvelden (Media Policy and Cultural
Policy: A Study of the Interrelationship between the two Fields of Policy) (1982)

M11 A.P. Bolle: Het gebruik van glasvezelkabel in lokale telecommunicatienetten (The
Use of Fibre Optic Cable in Local Telecommunications Networks) (1982)

M12 P.'te Nuyl: Structuur en ontwikkeling van vraag en aanbod op de markt voor
televisieprodukties (The Structure and Development of Demand and Supply in the
Market for Television Productions) (1982)

M13 P.J.M. Wilms/Instituut voor Onderzoek van Overheidsuitgaven: Horen, zien en
betalen; een inventariserende studie naar de toekomstige kosten en bekostigingen
van de omroep (Listening, Viewing and Paying: An Inventory Study of the Future
Cost and Funding of Broadcasting) (1982)

MI14 W.M. de Jong: Informatietechniek in beweging; consequenties en mogelijkheden
voor Nederland (/nformation Technology in Flux: Consequences and Possibilities
Sfor the Netherlands) (1982)

M15 J.C. van Ours: Mediaconsumptie; een analyse van het verleden, een verkenning
van de toekomst (Media Consumption: An Analysis of the Past and Survey of the
Future) (1982)

M16 J.G. Stappers, A.D. Reijnders, W.A.J. Moller: De werking van massamedia; een
overzicht van inzichten (The operation of Mass Media: A Survey of the State of
Understanding) (1983)

M17 F.J. Schrijver: De invoering van kabeltelevisie in Nederland (The Introduction of
Cable in the Netherlands) (1983)

* Also available in English

73



The Council has published the following Reports to the Government
First term of office

1. Europese Unie (European Union), 1974.

2. Structuur van de Nederlandse economie (Structure of the Netherlands Economy),
1974.

3. Energiebeleid op langere termijn (Long-term Energy Policy), 1974.

Reports 1 to 3 are published in one volume.

4. Milieubeleid (Environment Policy), 1974.

5. Bevolkingsprognoses (Population Forecasts), 1974.

6. De organisatie van het openbaar bestuur (The Organization of Public Administ-
ration), 1975.

7. Buitenlandse invioeden op Nederland: Internationale migratie (Foreign Influence on
the Netherlands: International Migration), 1976.

8.  Buitenlandse invioeden op Nederland: Beschikbaarheid van wetenschappelijke en
technische kennis (Foreign Influence on the Netherlands: Availability of Scientific
and Technical Knowledge), 1976.

9. Commentaar op de Discussienota Sectorraden Wetenschapsbeleid (Comments on
the Discussion Paper on Sectoral Councils of Science Policy), 1976.

10. Commentaar op de nota Contouren van een toekomstig onderwijsbestel (Comments
on the White Paper on the Contours of the Future Educational System), 1976.

11.  Overzicht externe adviesorganen van de centrale overheid (Survey of External Advi-
sory Bodies of the Central Government), 1976.

12.  Externe adviesorganen van de cenitrale overheid, beschrijving, ontwikkelingen, aan-
bevelingen (Externa Advisory Bodies of the Central Government: Description,
Developments, Recommendations), 1977.

13.  ‘Maken wij er werk van?’ Verkenningen omtrent de verhouding tussen actieven en
niet-actieven (‘Do we make Work our Business?” An Exploratory Study of the
Relations between Economically Active and Inactive Persons), 1977.

14.  Overzicht interne adviesorganen van de centrale overheid (Survey of International
Advisory Bodies of the Central Government), 1977.

15. De komende vijfentwintig jaar, een toekomstverkenning voor Nederland (The Next
Twenty-Five Years: a Survey of Future Developments in the Netherlands), 1977.

16.  Over sociale ongelijkheid, een beleidsgerichte probleemverkenning (On Social
Inequality: a Police-oriented Study), 1977.

Second term of office

17.  Etnische minderheden ~ A. Rapport aan de Regering; B. Naar een algemeen etnisch
minderhedenbeleid? (Ethnic minorities — A. Report to the Government; B. Tow-
ards an Overall Etnic Minorities Policy?), 1979.

18.  Plaats en toekomst van de Nederlandse industrie (Industry in the Netherlands: its
Place and Future), 1980.

19.  Beleidsgerichte toekomstverkenning: deel 1. Een poging tot uitlokking (A Policy-
oriented Survey of the Future: Part 1. An Attempt to Challenge), 1980.

20. Democratie en geweld — Probleemanalyse naar aanleiding van de gebeurtenissen in
Amsterdam op 30 april 1980 (Democracy and Violence — an Analysis of Problems
in Connection with the Events in Amsterdam on April 30, 1980), 1980.

21. Vernieuwingen in het arbeidsbestel (Prospects for Reforming the Labour System),
1981.

22.  Herwaardering van welzijnsbeleid (A Reappraisal of Welfare Policy), 1982.

23.  Onder invioed van Duitsland. Een onderzoek naar gevoeligheid en kwetsbaarheid in
de betrekkingen tussen Nederland en de Bondsrepubliek (The German Factor. A
Survey of Sensitivity and Vulnerability in the Relationship between the Nether-
lands and the Federal Republic), 1982.

24, Samenhangend mediabeleid (A Coherent Media Policy), 1982.

Third term of office

25.  Beleidsgerichte toekomstverkenning: deel 2: Een verruiming van perspectief (A
Policy-Oriented survey of the Future: Part 2: Towards a Broader Perspective),
1983.

26. Waarborgen voor zekerheid; een nieuw stelsel van sociale zekerheid in hoofdlijnen
(Safeguarding Social Security), 1985

Reports nos. 13, 15, 17 and 18 have been translated into English; English summaries are
available of Reports nos. 16, 18, 19, 20, 21, 25 and 26; Report no 23 has been translated into
German.

The Council’s publications may be obtained from the Staatsuitgeverij, Christoffel Plantijn-
straat 1, P.O. Box 20014, 2500 EA The Hague, The Netherlands, tel. 070-789911, or from
booksellers.

Publications in English are available at the Council’s bureau.



	CONTENTS
	1. INTRODUCTION
	2. BACKGROUND TO A NEW SYSTEM
	3. MAIN LINES OF A NEW SYSTEM
	APPENDIX 1 Major characteristics of the present social security system in the Netherlands
	APPENDIX 2 Abbreviations in this report

