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| ntroduction

These 27 country profiles aim at providing a synoptic view of key trends, major efforts and
challenges ahead in each of the Member States with respect to their policies in the fields of
socia inclusion, pensions and health and long-term care. They are based on the renewed,
integrated National Strategies for socia protection and social inclusion that Member States
presented in September/October 2008. They complement the 2009 Joint Report on social
protection and socia inclusion.

Each profile identifies those aspects of performance deserving to be highlighted in the context
of the Open Method of Co-ordination or presenting greater risks and therefore calling for
particular policy efforts in the area of social inclusion, pensions, healthcare and long term
care. The concluding section of the country profiles lists for each country the key challenges
that the Commission services have identified on the basis of the analysis. The preparation of
the profiles have benefited from bilateral exchanges with the Member States.

Unless otherwise specified, al indicators used in the country profiles draw on the indicators
which Member States have agreed to use in the context of the OMC on social protection and
social inclusion, either from the overarching portfolio or from the detailed lists covering the
three strands of the OMC: social inclusion, pensions and health care and long-term care. The
annex to this document is a methodological note explaining the overarching indicators and
providing details on the EU harmonised data sources used to calculate them. Where relevant
and necessary, national sources are used to supplement the picture provided by the EU agreed
indicators.

1

The Commission proposal for Joint Report on Socia Protection and Social Inclusion 2009 was adopted
on 13 February 2009 (COM (2009) 58; After treatment in the Social Protection Committee with possible
amendments, the Joint Report will be adopted by the EPSCO Council of 9 March 2009.
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Belgium

1. SITUATION AND KEY TRENDS

Although the forecasts for 2008 and 2009 are, as for the rest of Europe, not encouraging
(expected growth: -1.9% in 2009), Belgium's economic growth gathered momentum in 2006
(3%) and 2007 (2.8%) compared to 2005 (1.8%). Public debt continued to fall in 2007 (to
84.9% of GDP). However, there was an unexpected deterioration of the public balance in
2007 and 2008. The inflation rate, though decreasing recently, has been sharply on the rise
since the end of 2007, jeopardising the purchasing power, particularly of low-income families.
The employment rate is rising but remains below the EU-25 average (62% compared to
65.8% in 2007), even though the female employment rate again rose rather strongly. The male
employment rate still did not reach the level achieved in 2000. Regional disparities remain
substantial (employment rate of 66.1% in Flanders, 57% in Wallonia, 54.8% in Brussels)>.
The same conclusion applies to older people's employment rate: the trend is encouraging (it
rose once again in 2007: +2.4 pts, to 34.4%) but the rate improved more for women than for
men and the level remains significantly below the EU average (EU-25: 44.9% in 2007). On
the other hand, the disabled people's employment rate is 17 pts below the general employment
rate; there is also a much lower employment rate for people born outside the EU (46.3% in
2007) and for non-EU citizens (38.1%) compared to the others (respectively 58.1% and
61.2%°). As for unemployment, despite persistent regional disparities (4.4% in Flanders,
10.5% in Wallonia and 17.2% in Brussels’) and poor figures for people born outside the EU
and non-EU citizens, the unemployment rate fell to 7.5% in 2007 (-0.8 pts compared to 2006).
Youth unemployment is following the same positive trend (1.7 pts less than in 2005),
although the rate remains above the EU-25 level. Long-term unemployment (as a percentage
of unemployment) is also decreasing (from 51.7% to 50.4% since 2005) and more quickly for
women than for men. Life expectancy at birth was 76.6 years for men and 82.3 years for
women in 2006. Healthy life expectancy at birth remained stable between 2005 and 2006
(61.7 years for men; from 61.9 to 62.8 years for women) as well as healthy life expectancy at
65. Total gross socia protection expenditure has increased slightly: it accounted for 28.7% of
GDP in 2006 (+0.4 pts compared to 2005). Pensions and health represent the bulk of social
protection expenditure (36.7% and 25.7%, respectively in 2006), even though health spending
is decreasing.

2. OVERALL STRATEGIC APPROACH

Priorities and challenges are globally unchanged, but better coordinated. There are three key
'social challenges: tackling the budgetary burden of pensions in the context of an ageing
population while ensuring adequate old-age benefits; providing sustainable access to quality
health and long-term care services; and reducing the persistent risk of poverty. Five priority
ar eas (axes) shape the action framework: promoting a global employment strategy; reducing
the burden of taxes and social security contributions on low-skilled jobs, promoting
entrepreneurship; strengthening the socia protection system and fighting poverty; improving

2 Ministry of Economic Affairs statistics 2008.
3 Ministry of Employment statistics 2008.
4 Ministry of Employment statistics 2008.
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the environment and sustainable development policy. These main thrusts are supplemented by
specific action lines. These are similar to the previous three key objectives when it comes to
inclusion. They focus on three domains (reducing the public debt, developing the reserve fund
and strengthening the social security financing scheme) for pensions. With regards to health
care these combine achieving financial balance with improving the access to care services (for
vulnerable groups). The last action line aims provide more specialised services as well as to
improve their coordination as regards the long-term care policy. Improving the employability
of people who are furthest from the labour market remains a major challenge, taking into
account the recommendations inviting Belgium to ‘enhance the labour market participation
and reduce the tax wedge on low-skilled workers. A specific priority axis refers to the
strategy for sustainable development. As regards governance, the 'editorial committee' for
drafting of the report guarantees the consistency between the different strands of the strategy,
thanks to the presence of representatives of the main departments involved in the SPSI policy.
One project (‘on the ground' ombudsmen who's role is to know better the experience of people
facing poverty) and a'social inclusion' axis arein the federal ESF programme. The problem of
gender equality is tackled with regards to homelessness, childcare facilities (in the context of
female employment) and retirement age. The issue of disabled people is raised essentialy in
connection with the purchasing power: raising the minimum income, reducing the patient's
contribution of, supporting home-help, assistance facilities and activation.

3. SOCIAL INCLUSION
3.1. Key trends

A limited progress is contrasting with certain aggravations or lacks of improvement. The
positive points are the increase of the at-risk-of-poverty threshold (at €10 316 for a single
person and €21 665 for a household with 2 children in 2006), the stability of the at-risk-of-
poverty rate (which remained at 15% - after socia transfers - in 2007 as well as the
permanence of the in-work at-risk-of-poverty rate, of the at-risk-of-poverty rate for children
under 18, of the share of children aged 0-17 living in a jobless household (12% in 2007) and
of the share of early school leavers (12,3 % in 2007, still a bit lower than the EU-25 average
for the same year: 14.5% in 2007). The relative at-risk-of-poverty gap is not improving (18%
in 2007) but remains better than the EU-25 average as well.

On the other hand, however, important problems still deserve to be pointed out. The regional
differences remain substantial as regards the at-risk of poverty rate (11.4% in Flanders, 17%
in Wallonia and an estimated 26% of people below the national poverty threshold in Brussels)
or early school leaving (24.6% in Brusselsin 2007, against 12.3% at national level and 12.8%
in Wallonia®). The situation of women and particularly older women is in some extent also a
matter of concern as regards the risk of poverty, the in-work risk of poverty (growing from
24% to 28% for single women in 2006), the higher number of homeless women and the low
impact of socia transfers. In the opposite way, the rate of early school leaving is worse for
boys (13.9% in 2007) than for girls (10.7%).

Older people's situation, and especialy older women's situation as aready said, is not
improving either, particularly as regards the risk of poverty, which is higher than the EU

s Enquéte sur les forces detravail (EFT) - IWEPS
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average and the neighbouring countries, and as regards the impact of social transfers, which is
lower in their case.

A significant imbalance also remains between non-EU (29.6% in 2007) and EU nationals: the
unemployment rate gap is still high (29.6% against 9.8% in 2007), though decreasing dightly,
whereas the employment rate is rising to 38.1% for non-EU nationals, compared to 61.2% for
EU nationals during the same year®. Persistent differences can also be observed when making
a comparison based on the place of birth.

Some other categories continue to be particularly exposed to the risk of poverty, like single
persons, jobless households without children, unemployed persons and tenants. For the latter,
the risk of poverty is amost three times higher than for home owners (28% against 10%).

Socia benefits (except pensions) reduced the poverty risk by 44.5% (from 27% to 15%) in
2006, a greater reduction than the EU average, but reduced it by only 14.8% (from 27% to
23%) for people aged 65 and more, and by as little as 10.7% (from 28% to 25%, against a
reduction of 16% in EU-25) for women aged 65 and more. The net income of social
assistance recipients as a percentage of the poverty threshold was 72.7% for a single person,
64.8% for a married couple with two children and 85% for a lone parent with two children,
which signals a downward trend to a drop compared to 2004.

3.2. Progress on the priorities set in the 2006-2008 National Strategy Report
(NAPIncls) and the challengesidentified in the 2007 Joint report

The progress achieved is limited. At national level, none of the 2008 targets linked to the
three 2006-2008 main objectives was met (except with regards to the women's and, to a lesser
extent, the old-aged workers employment rate), even though there are still important
contrasting results between the different regions. The non-EU nationals' unemployment rate,
though falling, remains particularly high. There is no indicator available to measure the
progress of employment among disabled people. Despite the large number of measures
described, the report does not provide clear evidence of the actual progress made on poverty's
ground: beside improvement made, particularly as regards the elderly people's social covering
in the area of pensions and health care or, more generally, the easing of criteria for benefiting
from reduced out-of-pocket payments for health care, it can hardly be said that either the most
disadvantaged people's employment rate or housing conditions have specifically known a real
improvement. This lack of progress can perhaps be partly explained by the political
difficulties that Belgium is going through and the delicate coordination among the country's
different authorities and institutions. But more basically, the question should be raised
whether the actions undertaken fit with the targets, and whether the actions should be more
appropriate or better resourced.

3.3. Key challengesand priorities

Like the strategy presented, the three former objectives have been renewed: decent and
affordable housing for everyone; getting risk groups to be proactive; breaking the cycle of
child poverty. They incorporate the two "Inclusion” challenges set for Belgium in the 2007
Joint Report and make it possible to meet most of the main political priorities set out in the
2006-2008 National Report. The modernisation of social welfare systems appears under the

6 Statistics Ministry of Employment 2008.
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"Activation” objective: the tax measure (employment premium and exemptions) is presented
as an employment incentive. Furthermore, the need to improve access to high-quality services
is covered by the three objectives, in particular through improved assistance for tenants,
children attending school and jobseekers with the poorest job prospects. Specia attention is
paid to homeless women, and to the matter of childcare; there has in fact been in improvement
as regards the female employment rate.

3.4. Policy measures

The report presents a wide range of measures, detailed by region, the impact and results of
which are not aways apparent. The planned measures are, as regards the 'housing' objective,
in line with the measures taken over the last few years by the different authorities. They am
to improve the quality of the supply (by streamlining the procedures, setting priority rules or
reducing the number of unhealthy dwellings) and to control the quantitative parameters (by
increasing the stock of social housing, creating a tax on derelict buildings, monitoring prices
more closely, adopting social measures regarding energy or developing housing subsidies).
The purpose of some other measures is to improve guidance services or governance tools
(better participation of tenants representatives in consultation committees, development of
accommodation centres). Progress is a'so made on account of special measures for homeless
people, especially for homeless women, the number of whom is growing, for instance by
enabling them to obtain a mailing address or by increasing the supply of ‘transit
accommodation’. The 'Activation’ objective is covered by initiatives aimed at increasing the
motivation to work (via tax incentives and by reforming the unemployment benefit system
with no evidence of a beneficial effect on inclusion so far, however), but also improving the
follow-up of unemployed people, developing recruitment incentives towards employers (by
making companies more sensitive to discrimination, by the obligation to include a social
clause in public procurements or by promoting social responsibility issues), improving the
training supply (skills validation, literacy courses, guidance) or enlarging childcare facilities.
There is aso a political will to promote low-skilled jobs (e.g. via service vouchers, the long-
term indexation of which was decided by the end of October 2008). Flanders has established a
subsidy to encourage companies to hire old-aged workers and has adopted a range of
measures to reduce the risk of school failure and of youth unemployment. It has also launched
initiatives for monitoring the groups exposed to poverty risk. Different actions for
rationalising or assessing currently existing procedures are worth mentioning as well.
Companies devoted to socia integration and promoting a ‘training by working' approach are
also supported. Regarding child poverty, the measures are classed under five main objectives:
raising families purchasing power (via social benefits, wages, taxation or employment);
fighting over-indebtedness (by preventive and curative measures); supporting parents,
developing aternative measures to children's placement in institutions (by giving more
support to host families and to family mediation), improving pre-school facilities (by
increasing reception capacities in schools and in childcare services) and, finally, focusing on
children at risk in school (through tailored financing of educational establishments, better
benefits system, setting a ceiling for school expenses, improving remediation mechanisms and
providing additional training for specialised personnel).

3.5. Governance

Coordination of the drafting of the social inclusion chapter is the responsibility of the 'Social
integration' administration which is represented on the report's editorial committee, so that
consistency between the different strands of the SPSI strategy can be achieved. Two working
groups (‘Actions and 'Indicators) are open to representatives of all relevant organisations,
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institutions and poor people's associations. The follow-up tools used are to be improved via
different channels: the 'Indicators working group has added to the set of indicators available,
even though an serious gap remains with regards to the statistics on immigrants, the
introduction of a 'poverty barometer' should also refine the poverty indicators and studies
carried out for measuring the impact of decisions taken in the sustainable development area
will strengthen the visibility of the poverty aspect too. The Federal Government also wants
the target groups to participate more fully and information campaigns are programmed in
Flanders and Wallonia as well. However, effective use of feed-back from the target groups
and grassroots organisations should be guaranteed. While the will to improve the quality of
indicators must be welcomed, a specia effort remains to be made, especialy with regards to
the capacity for making comparisons combining the different objectives and different
dimensions of indicators e.g. childhood poverty and housing policy, nationality and
education...).

4, PENSIONS
4.1. Key trends

The average age of exit from the labour market is steadily rising (from 59.4 years in 2004 to
61.6 years in 2007); this increase is similar for men and women. The dependence rate should
be 26.1 in 2010 (25.9 in 2007), which would be better than the European average (25.9); it is
expected to rise to 37.6 in 2030 and 43.9 in 2050. The replacement rate, lower than in France
and the EU overall but close to the level in the Netherlands and Germany, remained virtually
unchanged in 2007 in relation to 2006 (0.44, i.e. + 0.02 points).

4.2. Key challengesand priorities

Three key challenges were identified: as Belgian pensions are relatively low and the actual
age of exit from the labour market, although steadily rising, is still low (alittle higher than the
EU average for men and a little lower for women), it is necessary to deal with the
consequences of a lack of positive budget balance and of the increases in budgetary costs
linked to ageing; secondly, statutory pension levels must be raised by adapting the
replacement ratio and the cal culation mechanisms; thirdly, the rate of cover for pensions from
the second pillar must be increased while aso increasing contributions. The challenge set out
in the 2007 Joint Report to "guarantee the sustainability and adequacy of the pension systems
while continuing to reduce the level of public debt and make the systems under the second
pillar more accessible, particularly for women™ has therefore been achieved only in part:
although there was a further drop in Belgium's public debt in 2007 (84.9% of GDP, i.e. -3.3
points), it was not possible to achieve the aim of a positive budget balance in 2007 and 2008
in order to finance the "ageing fund”, nor is this expected over the next few years.
Furthermore, access to the second pillar has been fostered by a range of measures.

4.3. Mor e peoplein work and working longer

A number of initiatives have been taken since 2006 to increase the employment rate among
people over the age of 50. However, these have resulted in progress which, athough tangible
(+2.4 points in 2007), was only limited. The aim of these measures is as much to lengthen
careers as to generally increase the number of people in employment. A "pension bonus' has
for instance been introduced for workers who remain in employment after a certain age (60 or
62, depending on the category of worker) or who have completed a certain number of yearsin
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employment (with variable impacts, depending on the categories concerned); likewise, a tax
concession is now granted if workers reach the statutory retirement age before obtaining a
pension under the second pillar. Young people are encouraged to enter the labour market
more quickly through the allocation of pension entitlements subject to the acceptance of a
part-time job or participation in a part-time course. In addition to this, a targeted policy of
reducing taxes and social security contributions aims to increase the number of young and
older workers. Lastly, the statutory retirement age and duration of working life giving
entitlement to a full pension will eventually become identical for men and women.

4.4, Privately managed pension provision

Use of pension schemes under the second or third pillar currently seem to be infrequent: in
20007, the premiums represented 1.4% and 3% of GDP respectively (but with very rapid
growth in total premiums and in the number of contributors for the third pillar), in comparison
to 11% of GDP for pensions from the first pillar. The data needed to judge whether these
advantages are evenly distributed throughout the population are not available. One of the
challenges set out in the report is to promote second-pillar pensions by improving the
coverage rate for employees affiliated to this type of scheme or by exemption — under certain
conditions — from social security contributions on the premiums paid (an increase in the level
of contributions is, however, also envisaged). Access to second-pillar pensions has in fact
aready been made easier for the self-employed through the creation of sectoral pension funds.
A lega framework in this field adapted to contractual workers in the public sector will
eventually also be established. In accordance with the government agreement of July 2007,
third-pillar pension schemes should likewise be encouraged and better managed.

45, Minimum income provision for older people

The situation of older people is not improving. The risk of poverty among people over the age
of 65 is rising (from 21% to 23% between 2005 and 2006); it remains higher than the
European average and even higher than in neighbouring countries. The situation of women
over the age of 60 is deteriorating and remains worse than that of men; after the age of 75, it is
similar for the two sexes but deteriorates in both cases. The difference in the income of people
over 65 in relation to the poverty threshold has increased (from 14 to 17% between 2005 and
2006), and their income as a percentage of the median income of people aged 18-64 has fallen
(from 0.73 to 0.71). Lastly, the impact of social transfers has weakened (from 19.2 to 14.8%;
from 15.3 to 10.7% for women).

The aim of the authorities, reinforced by the will to maintain purchasing power in the context
of crigis, is still to guarantee "a sufficient pension income for everyone and pension
entittements which make it possible to maintain a reasonable standard of living after
retirement, in a spirit of equality and solidarity within and between generations’. Particular
emphasis is laid on the need to guarantee universal access to a sufficient first-pillar pension.
The improvement of pension benefits is pursued in various ways. minimum pensions and the
income guarantee for elderly persons (garantie de revenu aux personnes agéees, GRAPA)
were last increased in May and August 2008, although in many cases this did not result in
these amounts rising above the poverty threshold), ssmplified eligibility conditions and more
favourable calculation mechanisms, an extension of the guaranteed minimum pension benefit

! Latest available figures. See Revue belge de sécurité sociale, 2003-4, pp. 1077-1112; also: Revue
économique, National Bank of Belgium, December 2007.
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to part-time workers (which above all affects women) and a general upgrading of pensions (in
addition to index-linked changes). The pension/work combination has also been facilitated.
Pensions are upgraded regularly through their automatic link to the index and through other
increases of either a sporadic or structural nature (e.g. the wellbeing bonus). The pensions
bonus mechanism for those still in employment over the age of 60 constitutes a further means
of boosting pensions. The report also refers to the other specific or improved benefits existing
for older people (in terms of care, social assistance or social housing).

4.6. Information and transparency

Efforts continue to improve the "customer focus" of the services offered by the administrative
authorities dealing with pensions, among other things owing to an expansion of their clientele
to younger population groups. Strategic approaches are taken to clarify users rights
("Charters"), draw on new information technologies (Website), accelerate the processing of
files, improve the quality of information disseminated by traditional means (telephone, post)
and propose new services provided on request or automatically (since 2007, a pension
estimate has been sent to everyone who is 55 years old).

5. HEALTH AND LONG-TERM CARE
5.1. Healthcare
5.1.1. Health status and description of the system

The Belgian healthcare system is based on a compulsory insurance scheme which forms an
integral part of the welfare system. Cover is practically universal, at 99.6% after the extension
of cover for self-employed workers on 1 January 2008. Total health expenditure amounted to
10.4% of GDP in 2006, aimost 71% of which was public expenditure and 29% private
expenditure (patient’ s share and private insurance). Around 44% of the population subscribed
to private insurance in 2005.

Patients are free to choose their provider and have direct access to specialists. Providers are
generally remunerated upon provision of the service according to rates set jointly by their
representatives, the social partners and the mutual insurance companies. Mutua insurance
companies reimburse patients a posteriori for medical expenses, however, for a hospital stay
or the purchase of medicines, the patient pays only their share, and the mutual insurance
company pays the balance directly ("tiers-payant”, direct billing system).

For many risk groups, the patient’s persona share is reduced by the BIM (Bénéfice de
I”Intervention Majorée, higher rate of state contribution) and the MAF ("Maximum a
facturer”, maximum to be billed) mechanisms. The BIM sets a higher rate of reimbursement
of medical services for certain social categories of unemployed people and for households
whose annual income does not exceed a certain threshold. The MAF sets a maximum amount
(which varies according to household income) of annual expenditure per family on healthcare.

The Federal State has exclusive competence over the compulsory healthcare insurance
scheme, but shares responsibility with the regions for the provision of heathcare and public
health.

The Belgian strategy is underpinned by three main aims. to expand accessibility (by
stabilising and even reducing the patients' share, lowering the price of medicines, improving

11
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provision where necessary, developing specia provision for older people and maintaining the
organisation of certain preventive measures); to guarantee the quality of care (mainly by
establishing new governance tools, heightening the sense of responsibility of medical staff
and promoting continuity of care); and to preserve the financial viability of the system (by
setting standards, creating a fund, rationalising administrative procedures and encouraging a
healthy lifestyle). 2007 and 2008 saw an expansion of the categories benefiting from the
systems to reduce the patient’ s share and cap expenditure; a reduction in the cost of a number
of medicines; the strengthening of strategies to achieve a higher return on investments and
greater continuity of care; the creation of a fund for the future thanks to the application of
budgetary growth standards since 2005; and lastly, following the development of
supplementary insurance schemes, the adoption of measures relating to contributions and
cover conditions.

5.1.2. Accessihility

Four directions have been taken: the maintenance of a broad, universal compulsory insurance
scheme; the strengthening of financial protection mechanisms, particularly in the interest of
certain groups; sufficient, appropriate and local healthcare; combating inequalities,
particularly through preventive policy. It is imperative for the authorities that the financial
sustainability of compulsory insurance be assured and that it guarantee universal access to
healthcare. The extension of personal cover for the self-employed isin line with thislogic, as
is the longer list of insured healthcare: free preventive dental care is now offered to young
people until the age of 15 (with plans to increase the age limit to 18). Secondly, although
studies indicate rates of unmet needs which are lower than the European averages and
decreasing (0.6% of the population declared having postponed care in 2006, in comparison to
1.8% in 2004), worries in relation to maintaining sufficient financial protection mechanisms
persist, reinforced by the crisis (purchasing power support). The am is to reduce the
contribution paid by certain categories of patients (reinforced systems to reduce contributions
- "BIM" —and to cap expenditure by social category and household - "MAF"; direct billing of
doctors consultations to the mutual insurance company for certain people in economic
hardship) and aso to provide a universal reduction in expenses (reduction in the cost of
certain medicines; ban on certain surcharges invoiced in hospitals). Thirdly, there are
regulatory instruments intended to help improve rationalisation and guarantee a
geographically balanced availability of general practitioners, speciaists and hospital
infrastructure, even though the problem of waiting lists is still amost non-existent. Lastly,
regarding the combating of health inequalities, tools already in use are being strengthened:
greater support for medical health centres, the establishment of "Relais santé" in Wallonia, the
creation of a network of assistance services, ongoing awareness campaigns, ongoing
vaccination or screening operations, and the creation of a Walloon Observatory.

5.1.3. Quality

The measures taken revolve around four aims:. to improve the overall efficiency of the system,
monitor the quality of services, offer multidisciplinary care and respect the rights and dignity
of the patient. Measures which are already in place are being continued rather than
introducing new initiatives. However, there is a plan to publish a report for the first time in
2009 on the performance of the health system, and a decision has been made to create a
permanent representative cross-section of patients. New awareness-raising campaigns (on the
use of antibiotics) have been organised. Lifelong learning for care providers is aways
encouraged, as is the formalised exchange of information between hospitals ("panel of
doctors'). Multidisciplinary care continues to be promoted ("care roadmaps' between

12
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different establishments, the coordination of primary healthcare in Flanders, "health
networks" in Brussels). A national plan to combat cancer for the period 2008-2010 has been
launched. Lastly, various initiatives exist to guarantee respect for patients rights when faced
with cultura or linguistic barriers. Patient platforms work to improve the life quality of
patients and their families, and groups of local residents in Brussels are taking part in health
development projects.

5.1.4. Sustainability

According to the Study Committee on Ageing®, total public health expenditure, which
represented 7% of GDP in 2007, should rise to 8.9% of GDP in 2030 and 10.4% of GDP in
2050. Each year, a growth standard for public health expenditure sets the maximum
authorised health insurance budget for compulsory care under a number of main headings
(out-patient care, hospital care, medicines). This standard was met in 2006 and 2007, which in
2007 made it possible to create a "fund for the future of healthcare". Furthermore, the
regulatory framework for supplementary health insurance, group insurance and individual
insurance schemes (which are playing an increasing role) has been strengthened by protective
measures to control the rise in contributions and guarantee the stability of cover conditions.
System durability is also targeted through measures which can be evaluated in the longer
term, such as administrative simplification measures or the promotion of a healthier lifestyle:
for example, from the start of the 2007 school year, Flemish schools must develop a health
policy and smoking has been prohibited in all work areas since January 2006.

5.2 Long-term care
5.2.1. Description of the system

Long-term care is part of the integrated healthcare system. Even though it is difficult to deal
with this type of healthcare separately, a differentiated, specific long-term care policy is
gradually being introduced. Particular reference can be made here to services which meet
specific long-term healthcare needs and services to help patients who have lost their
Independence.

The provision varies from one community to another, with coordination between federal and
community-based structures, and also between the general health services and the long-term
health services, for example via the integrated home-care services. Full use is therefore made
of the complementarity between the different healthcare providers and welfare services.

5.2.2. Accessihility

The accessibility of long-term care has been improved through better reimbursement
conditions and a more diverse provision. Since 2008, a new budget has been created to
improve the MAF mechanism to benefit the chronically ill; furthermore, care specific to long-
term patients has been added: for instance, the reimbursement of travel expenses for cancer
patients was increased as of 1 July 2007; lump-sums for certain types of care have also been
increased. The range of available healthcare continues to develop, offering suitable
alternatives to hospitalisation as a means of encouraging home care wherever possible: short
stays in day centres, family drop-in centres, care circuits and platforms and dependency
insurance in Flanders.

8 2008 Annual Report
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5.2.3. Quality

The quality monitoring of institutions and the training of staff are organised in thisfield in the
same way as for acute care. Follow-up, outcome standards and specific quality benchmarks
also exist. A continuous assessment tool has been created: a feasibility study will run until
2009 and will be followed by implementation if the results of this study are positive. The
opinions of patients associations are also surveyed. Lastly, incentives for the long-term
patient to stay in work or return to work also help to improve quality.

5.24. Long-term sustainability

The 2008 report by the Study Committee on Ageing forecasts that public expenditure on long-
term care will increase from 0.9% to 2.1% of GDP between 2007 and 2050. Apart from the
need to ensure budgetary scope for mancauvre, the challenge will therefore be to develop a
long-term global vision of how to approach the issue of long-term care. Good governance and
forecasting tools must be established. The Federal State is helping the Communities and
regions to set up aternative forms of care, and aso new headthcare functions and new
synergies.

6. CHALLENGESAHEAD

It is important for Belgium to focus more closely on populations who are most at risk of
exclusion: immigrant populations, the elderly (especially women), children in difficulty at
school and single parents (once again, women in particular). Activation policies should
include a more proactive approach in the fields of vocational training and lifelong learning.

A better evaluation of housing policy is aso recommended in order to ascertain whether the
measures adopted are actualy helping to better meet the demand from economically
disadvantaged populations. An analysis of the financial feasibility of the described measures
would also be useful.

Given the poor situation in terms of government deficit in recent years and the economic
downturn expected in 2009 and 2010, the budgetary conditions for ensuring the viability of
the pensions system should be re-examined. There is a also a case to strengthen measures to
encourage the employment of older people and to assess how each pension reform measure
helpsto fight poverty, in particular among the elderly.

While positive results have been achieved in relation to fostering the rationalisation and
continuity of healthcare, a uniform standard of long-term care provided within each
Community should also be ensured.

e Belgium is aso asked to refine its strategy and monitoring tools, better adapt the measures
taken to the objectives set, and improve evaluation tools. Coordination between the actions
initiated at each level of authority should also be reinforced and regional disparities should
be tackled. The measures to encourage victims of social exclusion and the associations
representing them to voice their needs must have areal impact.
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7.

TABLE WITH PRIMARY AND CONTEXTUAL INDICATORS

1. Employment and growth

o] = Employment rate = Unemployment rate
g GDP g (% of 15-64 population) g (% of labour force)
5 gronth | GDP per 5 15-64 5 15+ 15-24
w rate* | capitar* w Total Male Female 1524 | 5564 | W Tota | Mae | Female
2000 37 1259 2000 60,5 54,7 46,3 29,1 26,3 2000 6,9 5,6 85 16,7
2005 18 119,4 2005 61,1 68,3 53,8 27,5 31,8 2005 8,4 7,6 9,5 215
2008f 13 114,7 2007 62,0 68,7 55,3 27,5 34,4 2007 75 6,7 85 18,8
* Growth rate of GDP at constant prices (2000) - year to year % change; ** GDP per capita in PPS (EU27=100); f: forecast
2. Demography and health
o
Il ! nfan_t 8 QOut-of- 8 Unmet
? Lifeexpectancy at | Life expectancy at Healthy life rr;gggg; O Public | pocket ) need for
o birth 65 expectancy at birth | o Total | health |payments) 3 health
insteadof | T |healthexp|Exp%of| % of W |care% of
Male Femde | Mae | Femde | Mae Femde | 2006) 2 | woepp | THE* | THE pop
1995 735 80,4 14,8 19,3 63,3 66,4 5,9 1995 8,2 78,5 na -
2000 74,6 81,0 15,6 19,7 65,7 69,1 4,8 2000 8,6 71,8 239 2005 0,8
2006 76,6 82,3 17,0 20,6 62.8b 62.8b 31 2006 104 71.4** 20.9d 2006 0,5
s: Eurostat estimate; b: break in series; d:change in methodol ogy *THE: Total Health Expenditures; ** 2005 instead of 2006

3. Expenditure and sustai

nability

|Social protection expenditure (Esspros) - by function, % of total benefits

Age-related projection of expenditure (AWG)

_ ) (2008) Expe_nditure (% of GDP)
g T = Old age Level in 2004 and changes
3 otal < .
5 |expenditure| Oldage | Sickness Family | Housing 18} depende| Total | Public Long-
L * (% of and and health | Unemploy and and social & ncy ratio| social |pension| Health | term
GDP) survivors care ment children | exclusion | Disability Eurostat | expend. S care care
1995 274 43,1 23,6 13,0 8,8 2,7 8,8 2004 258 25,4 10,4 6,2 0,9
2000 26,5 441 24,2 11,8 8,8 1,8 9,3 2010 26,1 -0,3 0,0 0,2 0,0
2006 30,1 47,0 25,7 11,9 71 2,0 6,4 2030] 37,6 45 43 0,9 0,4
* including administrative costs 2050 43,9 6,3 51 14 0,9
4. Social inclusion and pensions adeguacy (Eurostat)
Income Anchored at-risk of
At-risk-of-poverty rate Poverty risk gap inequalities poverty
siLC Children Children Total - fixed
2007 Tota 0-17 18-64 65+ Total 0-17 18-64 65+ S80/S20 2005 threshold
Total 15 17 13 23 18 18 21 15 39 2005 15
male 14 2 21 19 - 22 17 = 2006 14
femal 16 13 25 17 - 20 14 2007 14
People living in jobless households Long Term unemployment rate Early school-leavers
Children % of people aged 18-59* % of people aged 15-64 % of people aged 18-24
Tota Total Mae Female Total Mae |Female| Total Mae | Femae
2001 12,9 13,8 11,5 16,2 2000 3,2 2,9 35 2000 13,6 15 12,3
2004 132 13,7 11,3 16,0 2004 41 37 4,7 2004 11,9 (b) 83 (b) | 15,6 (b)
2007 12,0 12,3 10,6 13,9 2007 3.8 33 43 2007 12,3 139 10,7
*: excluding students; i: change in methodology; b: break in series
SILC 2007 Tota Male | Female SILC 2007 Total | Mae | Femae
Relative income of 65+ 0,74 0,76 0,73 Aggregate replacement ratio 0,44 0,46 0,45
Change in theoretical replacement rates (2006-2046) - source | SG
Change in TRR in percentage points (2006-2046) Assumptions
Net Gross replacement rate Coverage rate (%) Contribution rates
Typeof | Occup. & Type of pensions pensions
Statutory | statutory | voluntary suppl. Statutory | Occupational and | (or Social| Estimate of current | Assumpti
Total Total pensions | scheme* | pensions | scheme** pensions | voluntary pensions | Security) (2002) on
3 5 -1 DB 5 DC 100 55 16,3 NA 4,25

* (DB: Defined Benefits; NDC: Notional Defined Contributions; DC: Defined Contributions); ** (DB/DC)
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Bulgaria

1. SITUATION AND KEY TRENDS

GDP growth reached 6.3% in 2006 and 6.2% in 2007. It will contract following the global
financia crisis. Inflation for 2007 was high at 7.6% and is expected to increase further in
2008. The employment rate (15-64) increased from 58.6% (2006) to 61.7% (2007) but
remained among the 10 lowest in the EU27. Female and male employment rates increased
from 54.6% and 62.8% (2006) to 57.6% and 66% (2007), respectively. Unemployment
declined from 9% in 2006 to arecord low of 6.9% in 2007 with female unemployment falling
from 9.3% to 7.3% and male unemployment from 8.6% to 6.5%. It will pick up again in 2009,
reflecting falling output. Long-term unemployment was 4.1% in 2007 (5% in 2006) but
remains among the five highest rates in the EU. Against a background of strong economic
performance, the at-risk-of-poverty rate after social transfers (total) stood at 14% in 2006,
compared with 15% in 2004. Women were more at risk of poverty (16%) compared to men
(12%). The poverty threshold in Bulgaria in 2006 (annual basis) was BGN 1999 (€1022). In
2006-2007, population growth continued to be negative, contributing to one of the most
unfavourable demographic situations in the EU. In an expanding economy, the GDP share of
total social protection expenditure declined from 16% (2005) to 15% (2006). In 2005-2006,
old-age social benefits stood at 47.6% of total benefits, while sickness and health care benefits
dropped from 29% to 26%. During the same period, employers social contributions, as a
share of total social protection receipts, dropped significantly from 42.4% (2005) to 38.3%
(2006), which was offset by an increase from 18.3% (2005) to 19.7% (2006) in the social
contributions paid by insured persons and by an increase from 36.1% (2005) to 39.5% (2006)
in the share of Government-paid social protection contributions.

2. OVERALL STRATEGIC APPROACH

The report outlines a clear strategy, demonstrating the positive role played by the OMC in
policy development and the mobilising effect of setting quantitative targets. It offers a
balanced and critical assessment of the achievements. The new overall approach steers policy
actions and resources towards well-defined target groups. Roma, people with disabilities,
children, elderly, single parent families, inactive persons, people with low educationa level
and those furthest from the labour market. The long-term priorities in the area of social
inclusion are: @) equal participation of groups at risk in the labour market; b) equal access to
services to prevent social exclusion; c¢) socia inclusion of the most vulnerable ethnic groups;
d) poverty reduction among people outside working age. In the area of pensions, the priority
IS to raise the standard of living of pensioners. Improving the access, quality and efficiency of
services as well as pursuing deinstitutionalisation of long term care (LTC) and support to
families with dependent members are the main priorities of the health and LTC strands. ESF
co-funded actions are given as an example of coordination between the social protection and
inclusion strategy and the Structural Funds. However, the targets of the report are not linked
to the implementation of the operational programme, which provides significant resources for
socia inclusion.
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3. SOCIAL INCLUSION
3.1. Key trends

16% of women (17% in 2004) live on a disposable income below the at-risk-of-poverty
threshold. For women aged 65+, the at-risk-of-poverty rate stood at 24% (2006) compared
with 9% for men aged 65+ in the same year. Another group severely exposed to the risk of
poverty are children aged 0-17 years, with arate of 16%, much higher than the average for the
total population. The report points out that without any socia transfers the at-risk-of-poverty
rate would have been 40.5%. Following the progress on the labour market, in-work poverty
stood at 6% compared to 8% for the EU. The share of people in jobless households (total)
dlightly improved from 11.6% (2006) to 10.2% (2007), but was till above the EU averages,
particularly for children. With 12.8% of children living in jobless households in 2007 (9.4%
for the EU), Bulgaria belongs to the group of countries where child poverty is above the EU
average and where children have a significantly higher risk of living in poverty than the
overal population. In 2007, haf of all children aged 0-17 years and living in jobless
households were living in atypical ‘ couple with children” household. The percentage of early
school-leavers (total) improved from 18% in 2006 to 16.6% in 2007, as against 14.8% in the
EU (2007). Nevertheless, increased economic opportunities have not trandated into a
significant reduction in poverty and better school integration for al.

3.2. Progress on the priorities set in the 2006-2008 National Strategy Report
(NAPIncls) and the challengesidentified in the 2007 Joint report

In 2006, the Government put forward twelve quantified targets for 2008 which form a holistic
approach:

Employment: targets were achieved, with employment exceeding the target by 1.1 percentage
points, while unemployment was already down to 6.9% in 2007 as against the target of 9% for
2008. Socia inclusion and education: the target was to halve the number of pupils in
mandatory school age dropping out of school, from 20% in 2006, but the recorded
performance in 2007 showed an increase. It is not, however, possible to fully assess the
progress made in increasing the number of persons from vulnerable groups in vocational
training, set to increase by 20%, despite the many initiatives undertaken in this field. Even if
the report states that many other targets are met on the basis of administrative data, the lack of
statistically validated national aggregated data does not alow progress to be objectively
assessed in terms of: i) increasing by 15% the number of children with special educational
needs in mainstream and professional schools; ii) increasing by 20% the number of persons
receiving social and health services within the community; iii) increasing by 10% the number
of Roma schoolchildren taken out of segregated schools; iv) decreasing by 10% the number of
persons in specialised institutions.

Overarching objective: An increase of at least 15% in total household income seems to be on
track, as the Government reports an increase of 10.6% in household income in 2007 as against
2001. For the second overarching objective set in 2006, the Government reports an increase of
9.9% in the real growth of income from pensions for the last two years, compared with the
target of 5% per annum. The minimum wage in 2008 rose to BGN 220 (€112). In addition,
over the period 2006-2008 the Government continued its policy of lowering socia
contribution (including pension contribution) rates and introduced a flat 10% income tax.
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The effect of these measures on low-income households and poverty reduction is likely to be
neutral. As these measures were introduced recently, their future impact assessment will
indicate their contribution to poverty reduction. Children and women, as well as people above
65, remain highly exposed to poverty even in an overall economic environment generating
more and better opportunities.

Regarding the 2007 challenge to improve the quality of care in institutions, progress has been
made and new strategic documents adopted (the National Strategy for Children). However,
fragmented competences’ between the central authorities supervisory tasks and the local
authorities management responsibilities over the institutions for people with disabilities, the
poor interaction between the health care system, the socia inclusion and protection
arrangements and the education system and the proliferation of project-based activities with
weak policy and institutional coordination need to be addressed in order to further boost
progressin this area.

3.3. Key challengesand priorities

The new strategy has four policy objectives:

Limiting the inter-generational transmission of poverty and social exclusion with a focus
on child poverty (objective A);

Active inclusion of those furthest from the labour market (objective B);

Equal opportunities for the most vulnerable groups (objective C);

Better governance of social inclusion policy (objective D).

The new objectives have a stronger focus on poverty reduction and on particular vulnerable
groups and their formulation corresponds to the main challenges. Although the issue of
quality improvements in the provision of institutional and community care, identified as a
challenge in the 2007 Joint Report, is mainstreamed within policy objectives A and B, it
would have been justified to make it a separate policy objective in light of the critical
developments and weaknesses in 2007 concerning institutional care for children with
disabilities. The report adds many new measures without, however, outlining the priorities,
critically assessing their institutional feasibility and the challenges to deliver. The State
budget and the ESF co-funded operational programme will be the main sources of financing,
but there are no specific financial allocations per objective/group of measures to indicate their
financia importance and relevance.

3.4. Policy measures

For each of the four policy objectives outlined above, policy measures are planned for 2008-
2010:

Objective A:

The Law on Social Assistance and its implementing rules subordinate the implementation of the quality
assurance recommendations of the central supervisory bodies (Agency for Social Assistance and State
Agency for Child Protection) for closing of institutions and of social services to a decision of the
municipal council-owner of the specialised institution.

18

EN



EN

This objective will be pursued in conformity with the National Strategy for Children 2008-
2018 and comprises 6 main strands. 1) creation of an appropriate family environment,
including foster care; 2) access to quality pre-school preparation; 3) access to quality health
services;, 4) de-ingtitutionalisation; 5) protection of children from abuse and violence; 6)
improved institutional capacity for child protection.

Concrete measures have been taken and new are planned within the overall commitment of
the Government to de-ingtitutionalisation and to improvements in the quality of social
services for disabled children in institutions and in the community. Although the legidation
allows the placement of children with in-born disabilities in institution as early as O years of
age, the Family Code was amended to facilitate their adoption.

Objective B:

This objective targets young people in vulnerable situations, persons of working age on social
assistance, persons with low or outdated education and skills, illiterate persons and inactive or
discouraged persons. Labour market inclusion measures are part of the national employment
plan and include subsidies for the labour costs of employers, public employment programmes,
educational and vocational programmes, and literacy courses.

The Government is aware that some social groups are excluded from the increased economic
opportunities. However, the design of some targets (number of persons living on socia
assistance) takes no account of their potentially adverse impact on low-income householdsin
term of poverty reduction. In a period of economic slowdown and increasing unemployment,
increasing the conditionality of access to an already low level of minimum income support
(below the poverty line) would run counter to the political objective of social inclusion.

Objective C:

Some of the measures are part of the National Action Plan for the *Roma decade’. Additional
attention will be given to the effective implementation of anti-discrimination law, the
development of integrated services and the acceleration of desegregation in education and
others. The National Strategy for Equal Opportunities for people with disabilities 2008-2015
will be implemented through monitoring of accessibility, encouragement of social
entrepreneurship among disabled people, increased funding of social services for people with
disabilities, better mainstreaming of disability issuesin the media, creation of ‘sheltered jobs’,
and other measures. The report also refers to the introduction of paternal leave and the
preparation of a methodology to detect gender differences in pay and to other measures.

Objective D:

The main action is the development of a long-term strategy for social inclusion with a focus
on poverty. This will address the long-term challenges, while the three-year NAP for socia
inclusion under the OMC will deal with the emerging short- and medium-term challenges.
There are plans for a new high level consultative body on social inclusion, composed mainly
of state officials. Civil society organisations will participate in a separate consultative body
together with central, regional and local officials.

The report mark important steps forward in the area of social inclusion governance. The broad

nature of the policy objectives and the references to existing but as yet unevaluated strategies
highlight the need for improving the links between overall policy formulation and the design

19

EN



EN

of concrete implementation instruments. The use of quantitative analysis, particularly in areas
such as Roma inclusion and policy for people with disabilities, could be very helpful in
developing evidence-based policy making.

The Government set the following targets for 2010 (baseline: 2007) which are inter-linked
across sectors and could be presented as follows:

At-risk of poverty: maximum 15%; decrease in at-risk-of-poverty rate among children: 15%;
10 percentage point decrease in at-risk-of-poverty rate among households with three children;
20% increase in average household income.

15% early school-leaving rate; 100% net enrolment in primary education and in pre-school
education; doubling of the number of children with special educational needs in general and
vocational schools; 30% increase in the number of Roma pupils taken out of segregated
schools.

15% fewer children using socia services in ingtitutions; doubling the number of children at
risk placed in foster families, 50% increase in socia services offered within the community;

66.5% employment rate for the 15-64 age group, 60% for women, 27% for persons aged 15-
24; 12% youth unemployment rate; 3.5% long-term unemployment; reduction of 2 percentage
points in the share of persons with disabilities in overall unemployment; max. 10.5% of
children living in jobless households; share of persons living in jobless households. 8%; 20%
fewer persons living on socia assistance; share of social expenditure in GDP: 17%.

3.5. Governance

The preparation of the current strategy marks a significant improvement in the consultation
process. The Government launched an internet consultation on the draft strategy, giving the
public the opportunity to react. The 2008-2010 strategy includes an analysis of the
governance of social inclusion policy and outlines a plan for action, including the
strengthening of the professional capacity of those involved in the design and implementation
of social inclusion policies at central and local levels, the creation of a national consultative
body on socia inclusion, and improvement of the system for monitoring indicators. However,
there is further scope for similar analysis concerning the other strands and for better policy
coordination. Similarly, the strategy mentions the prevention of child abandonment and
violence against children, but no concrete measures are outlined to improve the interaction
between the hospital and social services to support the parents of children with disabilities.
While it is encouraging that the Government has set quantified targets, there is a need for
better coordination between the different national policy strategies. The strategy for life-long
learning adopted in October 2008 set a target of 12% for early school-leaving in 2013,
whereas the ESF aims to reduce this rate to 13% in the same year.

4, PENSIONS

The pension system comprises a mandatory public scheme (PAYG), a compulsory funded,
defined-contribution scheme, where contributions are accumulated and capitalised in
individual accounts, and a voluntary scheme. Pension contributions are calculated on the basis
of ‘insurable income’, which is determined by the main economic activities carried out. While
the minimum wage for 2008 was BGN 220 (€112), the minimum insurable income was
BGN 240 (€122). The maximum insurable income ceiling was BGN 1400 (€716) in 2006/07
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and BGN 2000 (€1022) in 2008. In some cases, employers pay social security contributions
on the minimum insurable income and not on real wages.

In 2006, the overall social security contribution rate was reduced by 3% and, in 2007, by 6%,
which led to a 6% reduction in the PAYG contribution rate followed by an additional
reduction of 2% in 2007. As aresult, at the end of 2007, the public pension contribution rate
stood at 22% (32% in 2000). While in 2005 the ratio between employer/employee
contributions was 70:30, it changed to 60:40 in 2008, reflecting the transfer of the insurance
burden. The current retirement age is 63 years for men and 59.5 years for women, with the
latter due to rise to 60 yearsin 2009.

4.1. Key trends

In 2007, some 2.23 million people (29% of the total population) came under the public
pension scheme, 2.8 million people (37% of the total population) were insured in the
mandatory funded scheme and 592 805 (7.7% of the total population) in the occupational
schemes. The mandatory funded scheme comprises two types of pension funds: universal and
professional. They will start paying out benefits in 2020 for the former and in 2011 for the
latter. In 2008, the contribution rate for the funded scheme was raised from 4% to 5% (3% in
2006), shared between the employer (60%) and the employee (40%). Self-employed persons
pay 100%.

The main public pension is called ‘insurance and old-age pension’. At the end of 2007, the
average monthly amount was BGN 177 (€91) and the minimum amount BGN 102.85 (€52.5).
Approximately 30% of retirees receive pensions below BGN 120 while 54.5% receive
BGN 160, thus indicating significant differences within the public pension scheme,
attributable to differences between the lengths of periods of affiliation and past insurable
income basis for paying contributions.

A particular feature of the public pension scheme is the inequality between different age
cohorts: people aged 80 years+ (14% of the total) received, on average, individual pensions of
BGN 139 (end 2007), people aged 70-79 years received 15% more, and people aged 60-69
years old 24% more. This age-related inequality is due to the methodology for setting pension
levels, introduced after the entry into force of the social security arrangements in 2000, and to
the fact that older pensioners were insured on a lower income basis compared to those who
retired after 2000.

Public pension expenditure in 2007 increased by 11% compared to 2006. The GDP share of
public pensions was 8.27% in 2007 (national data), and is projected to decline to 7.11% in
2027 but to increase again to 14.6% in 2050. Key trends for 2007-2008 also include the
lowering of corporation tax from 15% to 10% and the introduction of a flat income tax rate of
10% as of 1 January 2008.

4.2. Key challengesand priorities

Long-term financial sustainability is a key chalenge, as the public pension system is
projected to be in deficit for the next 42 years. A law establishing a demographic reserve fund
was consequently adopted in 2008. It will accumulate reserves over ten years from 90% of all
privatisation revenue and 25% of any budgetary surplus. The fund can only be used to keep
the public pension scheme in balance, and its future investment policy needs to be carefully
chosen in view of the current financial crisis.
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Pension adequacy is an ongoing challenge. Despite pension increases, the public continues to
perceive pensions to be low. Public confidence in the pension system could be strengthened if
pension adequacy is improved, which in turn will encourage people to refrain from grey non-
contributory economic activities and to enrol in voluntary pension funds. To respond to this
challenge, a reform was introduced in 2007 so that public pensions granted by the end of the
previous year are indexed each following July to ensure an increase equa to 50% of the
increase in the consumer price index and 50% of the growth in average insurable income
(gross salary). For 2006, the aggregate total replacement rate was 60%, with a significant
gender difference: 62% for men and 58% for women™. The projected theoretical replacement
rate for the PAY G scheme will decline significantly to reflect the transfer of part of the public
pension contribution to the funded scheme (second and third pillars), where the replacement
rate will gradually increase. Over all an increase in net theoretical replacement rates is
expected with 15 percentage points between 2006 and 2046. The long-term challenge for the
mandatory pension pillars will be how to address the issue of old-age poverty and how to
ensure decent living conditions for older people, whose share in the total population is
growing. Old-age dependency ratio in 2010 will reach 25.3 and will increase to 36.3 in 2030
and to 43.6 in 2040™.

Improving adequacy and financial sustainability calls for more social security revenues.
Eliminating the maximum ceiling on insurable income could bring in resources from the
higher income deciles. Limiting the abuse of paying contributions on the minimum wage level
in the private sector could also improve social security revenues. As an example, in 2006 the
real annual growth of the average wage was 2.11% while the growth of insurable income was
only 0.34%. Therefore, the policy of reducing social contribution rates needs to be reassessed
against the artificially low levels of minimum insurable income on which rates are based.
Another key challenge is the inclusion within the social security scheme of some 350,000
persons not paying social security contributions.

4.3. Mor e peoplein work and working longer

Employment rates for older workers (55-64) stood at 39.6% in 2006 and improved to 42.6%
in 2007 (EU averages: 43.5% and 44.7%). The average retirement age in 2006 was 67.7 years.
However, the average age for first-time pensioners in the same year (new pensioners) was as
low as 54.9 years. This results from the transitional arrangements still in force under the 2000
social security code for early retirement. In order to encourage longer working lives, each
additional year of working after reaching the minimum of 37 contributory years for men and
34 for women will count for 3% (previously 1%) in the pension formula. As of 2009, each
additional year of working beyond retirement age will count as 5 contribution years. The
increase in the long-term unemployment rate (65% in 2005 and 68% in 2007) for people aged
50+ is a particular challenge if pension adequacy is to be ensured for this group. Unemployed
persons over 50 years of age are enrolled in subsidised training and employment programmes
in order to increase their employability. The ESF will support a special programme for active
labour market measures targeting an additional 18 000 unemployed persons over the age of
50.

10 BG national Household budget survey (2006), income data 2006
Eurostat (2008) Convergence scenario.

22

EN



EN

4.4, Privately managed pension provision

Private pension provision is based on voluntary contributions to private pension funds.
Pension entitlements start at the same retirement ages as for the public pension scheme.
Contribution rates are fixed in individual contracts. People are entitled to change funds
against afee and to receive alump sum or a pension at a fixed age. Private pension funds are
supervised by the National Financial Supervision Commission (NFSC). Only 42% of all
privately insured persons are women and their acquired rights are less then those of men.
According to the NFSC, the overall profitability of the private pension funds declined in
2008. A detailed analysis of their investment policy shows that between 2006 and 2007 they
reduced their share of government bonds and banks deposits but acquired more risky assets
such as commercial bonds, shares and equities.

45, Minimum income provision for older people

Minimum income support for older people exists in the form of the ‘social pension for the
elderly’. While the ‘individual insurance and old-age pension’ is set each year under the law
governing the public social security budget, the ‘social pension for the elderly’ is decided by
the Council of Ministers. As of 1 October 2007, it was BGN 76.23 (€39) per month or 42% of
the monthly minimum wage for 2007 (BGN 180). At the end of 2007, 24.5% of all pensioners
received various types of minimum pensions.

4.6. Information and transparency

All contributors to pension funds receive a yearly individual report on their acquired rights in
a personal account showing the financial gains and the balance, and can ask for the annual
financia report of their fund and for information about the fund’ s investment policy. They are
also entitled to complain to the NFSC or to contact its call centre. Despite these legal
requirements, there is a need to raise awareness about the importance of social security
coverage, particularly among younger generations.

5. HEALTH AND LONG-TERM CARE
5.1. Healthcare

The hedth care system is financed by mandatory contributions to the National Health
Insurance Fund (NHIF), central government funding, voluntary health insurance with private
health insurance funds, and co-payments from patients. General practitioners (GP) are mainly
paid on a capitation basis under a collective framework contract with the NHIF. Secondary
health care providers (public and private hospitals or collective practices) are paid partially by
the NHIF for particular medical services (clinical pathways) and by the State budget for well-
defined types of medical services.

5.1.1. Health status and description of the system

Life expectancy at birth for 2006 was 72.7 years (76.3 for women and 69.2 for men), showing
a large gap with the EU benchmark and a marginal increase since 2004. Between 1986 and
2006, life expectancy at birth increased by only one year (1.2). Infant mortality was 9.2 in
2006 (11.6 in 2004), but remained the second highest in the EU. Leading mortality causes are
cardio-vascular diseases (65.8%), cancer (15.9%) and respiratory diseases (4%). According to
national data, disability-free life expectancy was 52.5 years for men and 66.8 for women in
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2002. The report underlines a general negative trend affecting the health of pupils. Although
aggregated statistically validated national data are not provided in the report, the Government
emphasises the poor health status (shorter life expectancy at birth and communicable
diseases) of the Roma population. According to the report, there are 260 000 persons
recognised as disabled, of whom only 13% are in paid employment. People with disabilities
face infrastructure barriers in accessing medical facilities, as well as limited capacity to
provide expertise on disability issues.

5.1.2. Accessihility

The Government has developed a National Health Strategy seeking to ensure the financia
sustainability and efficient and effective delivery of accessible good-quality health care
services for the period 2008-2013. Health insurance covers mainly primary and hospital
health care services. Some 5128 primary health physicians have a contract with the National
Health Insurance Fund. Significant geographical disparities exist: 17.8% of primary health
practices in less developed regions are unoccupied. 328 hospitals deliver hospital health care,
of which 145 are general, 137 are specialised and 46 are dispensaries. 77% of these facilities
are public (state and municipal property). Patients' access to specialised medical services is
subject to prior authorisation from their GP on the basis of a limited number of ‘tickets
allocated by the NHIF, an arrangement limiting the access to specialised services. In 2007, the
number of hospital beds increased by 1608, of which 68% were in private hospitals. In 2007,
the ratio of beds per 10 000 persons was 59.5. However, the ratio for long-term treatment and
care stood at 8.16/10 000 in the same year. The report underlines the persistent problems of
access to emergency care.

5.1.3. Quality

The quality of health care services varies across the country and needs substantial
Improvements in non urban areas. In addition to the existing system for the accreditation of
medical facilities independently of the Ministry of Health, a system for medical audits and
monitoring will be established by an executive agency tasked with developing uniform
criteriafor assessing the efficiency and effectiveness of health care services.

5.1.4. Sustainability

Total health expenditure as a share of GDP was 7.7% in 2005. Total public health expenditure
stood at 4.2% of GDP in 2007. Per capita health expenditure in 2006 was €132 (nationa
data). Recently, the health insurance contribution was increased from 6% to 8%. Co-payments
for hedth care services (officia and unofficial) were between 20-40% of public health
expenditure in 2006 and play an increasing role in a health care system suffering from under-
financing. In this context, a significant proportion of paid health contributions is retained as a
reserve outside the financing of the health system for which they were collected. The share of
NHIF health care financing in total health expenditure rose to 66% in 2007, indicating a
gradual increase in insurance-based health care financing. The central budget finances the
regional health surveillance authorities, 12 psychiatric hospitals, 32 institutions for the long-
term care of children, 28 centres for emergency health services, 63 haemodialysis centres and
4 regional blood transfusion centres. It also finances vaccination, expensive pharmaceuticals,
prevention and health promotion activities at national level, medical care for uninsured
pregnant women as well as capital investment and purchase of equipment in publicly owned
hospitals.
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The number of people with no health insurance is estimated at 1 million. The health care
system continues to be under-financed given the needs for capital investment and renewal of
medical technologies. At the same time the health care system continues to be unreformed
with excessive hospital capacity. The lack of effective monitoring and spending control
mechanisms highlights the need to progress with the implementation of an effective IT system
both in the outpatient and inpatient care in order to enhance transparency and accountability
of health care spending. Improved medical and continuous vocational training of general
practitioners will contribute towards reducing undue referrals of patients to secondary health
care services. In terms of human resources, the ratio of physicians per 10 000 people was
36.5/10 000 (medicine) and 8.4/10 000 (dental medicine) in 2007. Anaesthetics, emergency
care, paediatrics, nephrology, gynaecology, radiology and psychiatry are experiencing a
shortage of physicians. Only 1.7% of primary health care physicians hold a degree in ‘genera
medicine’. The drop in the number of nursesisamajor concern, and the ratio of physiciansto
nurses went down to 1/1.2 in 2007, arecord low for the EU.

According to the report, improving financial sustainability should include better collection of
contributions, a higher health contribution rate, increased public health expenditure, a
methodology for setting costs per medical intervention, better negotiations between the NHIF
and primary physicians (national framework contract), a new compulsory complementary
health insurance, and tax rebates encouraging the take-up of voluntary complementary health
insurance. Although these proposed measures should improve the overall sustainability and
accessibility of health care services, there are no specific mechanisms to limit income
inequalities in access to health insurance outside the package of services provided by the
NHIF.

In the context of falling profitability in the insurance industry, the NHIF should remain a solid
central pillar of the health system while the introduction of mandatory complementary health
insurance should be reassessed.

5.2 Long-term care
5.2.1. Description of the system

Formal long-term care (LTC) is offered mainly in specialised institutions owned by line
ministries (in the case of services for children 0-3 years old) or by municipalities (in the case
of care for the elderly or adults with disabilities) and in community based social services (day
care centres, protected housing, centres of socia rehabilitation). These facilities are financed
through earmarked grants from the state budget to the municipalities and fees for services.
Other types of ingtitutions include facilities for physiotherapy and recovery from chronic
iliness. Few LTC facilities are run privately. The services provided by ‘socia’ or ‘persona’
assistants are part of formal care provision. Informal care is provided within families to meet
the needs of the elderly and people with disabilities. There are no studies or estimations of the
magnitude of informal care.

5.2.2. Accessihility

Over the period 2006-2007, 30 new protected homes were established. By the end of 2008, 12
new day facilitieswill add to the existing 21 facilities for elderly people. The European Social
Fund is amajor contributor to the expansion of ‘social’ and ‘personal’ assistant services. The
de-institutionalisation agenda, which has been developed nationaly after successful pilot
initiatives, includes an increasing supply of community-based services (day centres, protected
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homes, and centres for social rehabilitation) as well as a 9% decrease in the number of adults
in institutions. These services also improve overall accessibility, an important objective of the
LTC strategy.

5.2.3. Quality

Central supervisory institutions perform quality assessments and issue recommendations to
the LTC providers. However, local authorities have full legal and financial powers over the
facilities they own. They are also employers of the staff working in the facilities. The
recommendations of the supervisory bodies concerning the quality of care, including proposal
for closing of specialised institutions or of social services, need a decision of the municipal
councils to be implemented. In the previous Joint Report, Bulgaria faced a particular
challenge in achieving an overall improvement in community-based services and the quality
of ingtitutional care. In 2007-2008, the quality of institutional care for children with
disabilities was reviewed by the Government in the light of serious weaknesses in the quality
control and surveillance of ingtitutions for abandoned children. An action plan was designed,
some facilities for disabled children were closed and others are to be restructured™. A
common methodology for calculating the minimum staff requirements for LTC institutions
was prepared along with training master plans. The Government also launched athird national
monitoring exercise to examine speciaised institutions for people with disabilities, which
resulted in 29 institutional plansfor development.

The quality of LTC facilities could be significantly improved by better surveillance, enhanced
staff skills and better division of competences between the central supervisory bodies and the
municipalities. There is a strong need for better governance and funding of the
decentralisation of social services. Improved interaction between the health and long-term
care systems, particularly with a view to preventing institutionalisation, could advance the
overall de-institutionalisation policy.

5.24. Long-term sustainability

Long-term care expenditures stood at 0.17% of GDP in 2005, a figure among the 5 lowest in
the EU. Measures were developed for introducing common standards for the financing of
socia services, which has led to increased provision of the most commonly used socia
services such as day care centres for elderly people, LTC homes for the elderly, centres for
social integration, protected homes, and personal and social assistants. However, there are no
indications that private investment in this sector is growing. The state budget remains the
main source of financing for the tasks delegated to municipalities, which they co-fund. There
are also modest fees paid by users on a means-tested basis. Private social services are paid for
by users on a contract basis. Although regional strategies exist for the provision of social
services, smal municipalities are dependent on central budget financing to fund socia
services. Many of the social services (persona and social assistants) are provided by unskilled
persons and are used to pay a salary to a family member. The low economic added value and
socia recognition of these services are factors restricting their development as a genuine
€conomic sector.

12 http://www.mlsp.government.bg/en/index.htm.
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CHALLENGESAHEAD

To monitor the effects on low-income households of the conditionality of access to
minimum income in terms of social inclusion and school integration. To this end, to
undertake studies of vulnerable communities in order to monitor and critically evaluate
whether policies correspond to real needs and to adjust the ESF programmes accordingly.

To continue undertaking measures to increase socia security revenue in order to improve
the adequacy of pensions and the sustainability of the pension system by eliminating the
abuse of paying contributions on the minimum wage as well as to include high wages in
the insurance base and by facilitating longer working lives.

To improve long-term forecasts for all social security branches, including health insurance,
in order to set consistent contribution rates and avoid divergent rate changes in individual
branches, thus improving the predictability of the overall socia security burden and the
consistency among policy measures in different policy strands (health, education, social
inclusion, pensionsand LTC).

To assess the impact of introducing mandatory complementary health insurance in the
context of unstable financial and insurance markets and improve access for all income
groups to health care services through reforms seeking better efficiency in the delivery and
coordination of primary and secondary health care services.

To review and strengthen the coordination between health care and LTC systems and the
relevant legislation in order to reinforce the follow-up of quality monitoring and to make
the recommendations of the supervisory bodies fully executed by the providers of the LTC
facilities. To this end, to make better use of the ESF to fund appropriate continuous
training of staff working in long-term care.
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7.

1. Employment and growth

TABLE WITH PRIMARY AND CONTEXTUAL INDICATORS

o = Employment rate = Unemployment rate
g GDP g (% of 15-64 population) g (% of labour force)
5 gronth | GDP per 5 15-64 5 15+ 15-24
w rate* | capita** w Total Male Female 1524 | s5-64 | W Total | Mae | Female
2000 54 27,8 2000] 50,4 54,7 46,3 19,7 20,8 2000 16,4 16,7 16,2 337
2005 6,2 345 2005| 558 60,0 51,7 na 34,7 2005 10,1 10,3 9,8 223
2008f 6,4 38,5 2007 61,7 66,0 57,6 na 42,6 2007 6,9 6,5 73 15,1
* Growth rate of GDP at constant prices (2000) - year to year % change; ** GDP per capita in PPS (EU27=100); f: forecast
2. Demography and health
= I nfan.t e Out-of- ) Unmet
3 Life expectancy at | Life expectancy at Healthy life mortality g ) Public | pocket % need for
5 birth 65 expectancy at birth r.ate (2007 = 8 Total health |payments ) health
I instead of health exp| Exp % of | % of w care % of
Male Female Male Female Mae Female 2006) %GDP THE* THE pop
1995, 67,1 74,6 12,5 15,2 na na 14,8 1995 n.a na n.a -
2000 68,4 75,1 12,8 15,4 na na 13,3 2000 6,2 58,7 40,9 2005 na
2006 69,2 76,3 13,2 16,3 na na 9,7 2006** 7,7 60,6 38 2006 na
s. Eurostat estimate; p: provisional *THE: Total Health Expenditures; ** 2005 instead of 2006

3. Expenditure and sustainability

|SociaJ protection expenditure (Esspros) - by function, % of total benefits

Age-related projection of expenditure (AWG)

g o (2008) Expe_nditure (% of GDP)
g . 2 |ou age Level in 2004 and changes
3 otal < .
S |expenditure| Oldage | Sickness Family | Housing ¢ |depende| Total | Public Long-
Ll * (% of and and health | Unemploy and and social & ncyratio| social |pension | Health | term
GDP) survivors care ment children | exclusion | Disability Eurostat | expend. S care care
1995 na na na n.a n.a n.a na 2004 25,0 na na na na
2000 na na na na na na na 2010 253 na na na na
2006 15 52,9 26 2,2 74 25 91 2030 36,3 na na na na
* including administrative costs 2050 554 na na na na
4. Social inclusion and pensions adeguacy (Eurostat)
Income Anchored at-risk of
At-risk-of-poverty rate Poverty risk gap inequalities poverty
SILC Children Children Total - fixed
2007 Total 0-17 18-64 65+ Total 0-17 18-64 65+ S80/S20 2005 threshold
Total 14 16 12 18 18 22 18 14 39 2005 14
male 12 12 9 18 19 8 - 2006 n.a
femal 16 12 24 17 18 16 2007 n.a
People living in jobless households Long Term unemployment rate Early school-leavers
Children % of people aged 18-59* % of people aged 15-64 % of people aged 18-24
Total Tota Mae | Female Total Mae |Female Total Mae | Female
2001 19,0 17,3 16,8 17,8 2000 9,4 9,6 9,2 2000 na na na
2004 15,6 13,7 13,2 14,2 2004 7,2 7,3 7 2004 21,4 20,7 22,1
2007 12,8 10,2 10,1 10,3 2007 41 37 45 2007 16,6 16,9 16,3
*: excluding students; i: change in methodology; b: break in series
SILC 2007 Total Made | Femae SILC 2007 Total | Mae | Femae
Relative income of 65+ na na na Aggregate replacement ratio n.a n.a n.a
Changein theoretical replacement rates (2006-2046) - source | SG
Change in TRR in percentage points (2006-2046) Assumptions
Net Gross replacement rate Coverage rate (%) Contribution rates
Typeof | Occup. & | Typeof pensions pensions
Statutory | statutory | voluntary suppl. Statutory | Occupational and | (or Social| Estimate of current | Assumpti
Total Total pensions | scheme* | pensions | scheme** pensions | voluntary pensions | Security) (2002) on
15 15 15 DB/DC / - na / na / -

* (DB: Defined Benefits, NDC: Notional Defined Contributions; DC: Defined Contributions); ** (DB/DC)
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Czech Republic

1. SITUATION AND KEY TRENDS

Economic growth reached 6% in 2007 (with GDP per capita at 80.2% of the EU average) but
is projected to slow down to about 4.2% in 2008 and 1.7% in 2009. The open Czech economy
Is affected by the deteriorating situation of its main trading partners, and thus afall in external
demand has already had a negative effect on the export-oriented industrial sector. The
unemployment rate is projected to rise. In 2007, the total employment rate of 66.1% was
above the EU average, as was for older workers at 46% (55-64 cohort). The female
employment rate (57.3%) has been increasing more slowly than the EU average (58.3%) and
for the first time fell behind. The employment rate among the 15-24 age group increased to
28.5%. The unemployment rate (total 5.3%; men 4.2%; women 6.7%) has decreased
substantially. Y outh unemployment has fallen even more to 10.7% (2005: 19.2%), and for the
first time is considerably lower than the EU average (15.3%). Long-term unemployment
(2.8%) also dropped below the EU average, except for women (3.6%). On the other hand,
activity rates have decreased (69.9% in 2007) with a significant difference between men
(78.1%) and women (61.5%).

The at-risk-of-poverty rate is one of the lowest in the EU (2007: 10%)™3, but the threshold is
one of the lowest as well. A higher poverty rate for children (16%) remains a problem,
together with gender differences increasing with age. The fertility rate has been dlightly
increasing (2006: 1.33) but is till one of the world’s lowest. The Czech Republic is projected
to face rapid ageing: the old-age dependency ratio was 20.6% in 2008 but could reach 54.8%
by 2050. Life expectancy at birth was 76.8 years (2006: men 73.5, women 79.9), below the
EU average but increasing. Healthy life expectancy (2006: men 57.8, women 59.8) was below
the EU average as well. Socia protection expenditure was 18.7% of GDP in 2006, lower than
the EU average, but projected growth based on 2004 figures is 7.1% by 2050. Of these,
expenditure on pensions was 43.1% and on sickness and health care 34.4%.

2. OVERALL STRATEGIC APPROACH

The point of departure of the Report is that the socia protection system is able to guarantee a
low level of poverty and prevent social exclusion, but population ageing will negatively
influence public finances and long-term sustainability, so there is a need for reform of
pensions and health care. Social inclusion should be supported by the activation of people at
risk of socia exclusion by improving their social skills and employability, and by preventing
and tackling inter-generational social exclusion. The first approved stage of the pension
reform includes an increase in the retirement age and period of insurance and further attention
will be paid to the private insurance. The main health and long-term care priorities focus on
better health status of the population, sustainability, quality, integration of health and social
services, modernisation of health insurance, and more investment in the long-term care sector.
The main challenges are almost identical to those for 2006-2008, though with less attention
paid to adequacy of social protection, access to health care and health inequalities.

13 Source: EU-SILC (2007); income year 2006.
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The sustainable development perspective is not evident, but the link to the Lisbon strategy is
present. There was quite strong economic growth and falling unemployment, to some extent
supported by social policies. Flexicurity is receiving more attention but mostly in the form of
work incentives (restricting social benefits). In contrast, growth and jobs policies did not
significantly contribute to social cohesion, as the main focus has been on stabilising public
budgets. Child poverty has remained an important issue and the most disadvantaged groups
have not profited much from economic growth. Gender equality and mainstreaming are
neglected in the report as a whole. Therefore, a balanced, comprehensive approach to active
inclusion, including adequate incomes, and efforts to ensure synergies between actions across
the three pillars would be welcome. The Structural Funds along with the state budget will play
a significant role in financing the majority of the report's objectives. The mainstreaming of
social inclusion is still unsatisfactory, coordination is rather formal and public awareness is
low. Pension reform is being discussed at the political level and with socia partners, and
cooperation on health care reform could be improved.

3. SOCIAL INCLUSION
3.1. Key trends

The Czech Republic has one of the lowest at-risk-of-poverty rates (10%) in the EU, but the
threshold is one of the lowest as well, amounting to only €3251 (EU-25: €8368) per one-
person household per year and €6828 (EU-25: €17573) for two adults with two dependants.
The group below the threshold of 40% of median income is very small (2%), and there is a
very low proportion of poor older people (65+ age group: 5%) due to the regular adjustment
of pensions. Women (10%) are more at risk of poverty than men (9%), and the difference
increases with age (65+ age group: women 8%, men 2%). Child poverty is quite high (16%),
even if below the EU average. In addition, the at-risk-of-poverty rate of groups most at risk of
poverty is higher than the EU average: the unemployed 48% (EU 42%), single-parent families
with at least one child 37% (EU-25 34%) and households with three or more children 29%
(EU-25 24%).

The number of people in jobless households (8% for children aged 0-17 and 6.5% in the 18-
59 age group) is lower than the EU average. The rate of in-work poverty (3% for full-time
workers and 4% for part-time workers among thel8+ group) is aso significantly lower than
for the EU-25 (7% for full-time workers and 12% for part-time workers). The unemployment
trap and the inactivity trap were 84% for an one-earner + 2 children family (at 50% of the
average wage level), the low-wage traps were 53% and 50% (for 33-67% and 67-100% of the
average wage level). The employment rate gap between persons born inside and outside the
country was even negative -2.3% (2007). The role of socia transfers (excluding pensions) is
significant: without transfers, 20% of the population as a whole would fall under the poverty
line, including 31% of children and 19% of people aged 18-64. The net income of socid
assistance recipients was 60% of the at-risk-of-poverty threshold for single persons, 80% for
lone parents with 2 children and 80% for couples with 2 children. There is alack of child care
provision (only 2% of children below the age of 3 are cared for under formal arrangements as
against the Barcelona target of 33%) and a large employment gap between women with and
without children (60% as against 76%).

The situation regarding educational achievement is positive: low educational attainment is

well below the EU average for all age groups, for example for the 25-64 age group it was
9.8% in 2005 (EU-25: 30.5%). Y outh educational attainment (20-24 age group) is the highest
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in the EU, with 91.8% having completed at least upper secondary education in 2007 (men
91.3%, women 92.4%). The number of early school-leaversisvery low (5.5% in 2006).

3.2. Progress on the priorities set in the 2006-2008 National Strategy Report
(NAPIncls) and the challenges identified in the 2007 Joint report

Assessing progress is complicated by the lack of data and quantified targets, few indicators
and the omission of goals used in the 2006-2008 Report. The strategy is long-term and
oriented to developing social services as a tool for social inclusion. Therefore, there has been
only partial progress and the previously identified challenges are still valid. Overal, priority
was given to decreasing social expenditure and promoting active inclusion. Thus - although
the concept of active inclusion still mainly focus on active labour market policies - the system
of social benefits was reformed to ensure more directness and motivation for the unemployed
to enter the labour market (in January 2007, the subsistence minimum, the criterion for
claming social benefits, was complemented by a new, lower living minimum for those
unwilling to cooperate with the labour offices). Moreover, automatic adjustment of the
subsistence minimum in line with inflation was abolished in January 2008."* There was a
significant tax reform in 2008: a flat-tax on personal income was introduced and the lower
VAT band was increased. As a result, inflation has risen and a negative impact on income
distribution is possible.

The Social Services Act (2007) introduced a specific care allowance to give persons in need
of care a free choice to purchase services. However, the system is very costly, one problem
being the possibility to spend the care allowance outside the social services system, and there
is still no evidence of any improvement in quality and accessibility. The amendment of the
Schooling Act now also guarantees access to basic education for all children of foreigners.
Regarding the challenge concerning the most disadvantaged groups in the 2007 Joint Report,
the Agency for Socia Inclusion in Socially Excluded Roma Localities has been created and
socia field work has been ongoing, but its impact on the living conditions of the Romais still
only marginal. Almost no progress has been achieved in the social economy. Regarding the
challenge of implementing social inclusion at regional/local levels, not much has been
achieved, apart from more frequent use of community planning of socia services (186
municipalities are involved, the target was 200). The objective of decreasing poverty in
single-parent families with children was partly achieved as the at-risk-of-poverty rate
decreased from 41% to 37%. The ESF has aready contributed substantialy to socia
inclusion, especially by supporting employment and social services.

3.3. Key challengesand priorities

The priority objectives of the current report are similar to those for 2006-2008 and respond to
the challenges identified by the 2007 Joint Report; they target the most disadvantaged groups,
families and governance. The priorities take into account that the poverty rate is low and
concentrated among some population groups and that social protection systems face a
financial sustainability challenge. Mainstreaming social inclusion, especially at regional/local
levels, continues to be considered important. In principle, the strategy will follow already
established pathways and its focus on developing social services and decreasing social

14 On the other hand, since January 2007 housing expenditure has been taken out of the subsistence

minimum and the normative expenditures used for the calculation of housing benefit have been twice
adjusted for inflation
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welfare dependency has even been strengthened, thus putting aside the issue of adequacy of
social benefits and active employment policies, which are considered only in relation to the
NRP 2005. This is unfortunate because unemployment is the main reason for poverty. More
attention could be paid to broader aspects of child poverty. Reliance on the ESF is substantial,
but the full potential of the Structural Funds is not exploited and there is little connection with
the ERDF investment programmes, although they aim to finance infrastructure for education,
social, health services, development in socially excluded localities, etc. The priorities do not
take into account gender equality issues, particularly the gender differencesin poverty.

3.4. Policy measures

.The first priority aims to increase the integration and labour market participation of socially
excluded persons through the social services; coordination with other policiesis limited. The
focus is on the most disadvantaged groups, such as the long-term unemployed, people with
disabilities, older people, people from different socio-cultural backgrounds, children and
youth, third country nationals, victims of crime and domestic violence, the homeless, ex-
prisoners. Attention is paid to increasing employability, promoting equal opportunities in
education and preventing criminality. Socia field work will be carried out to reduce socia
excluson. The activities of the Agency for Socia Inclusion in Socially Excluded Roma
Localities are only in the initial stages, but the pilot programme for local development
strategies should be implemented in 2008-2011. Towns with significant social problems have
prepared crime prevention concepts for 2008-2011. Specia ‘mediators have been employed
to facilitate communication between the police, minorities and socially excluded localities.
Special strategies have been designed for third country nationals and older workers but they
still need to be properly implemented.

Compared to the 2006-2008 Report, the second priority is now limited only to families with
specia needs. Given that child poverty is a broader problem, this narrowed focus does not
seem to be sufficiently justified. Social services play a key role and the main goals are active
inclusion through areformed social benefits system, social and legidlative child protection and
support for young people leaving institutions or foster care. At present, the Czech Republic is
among the countries with the highest number of children in institutions, so support for other
forms of care is highly advisable. Other relevant issues, such as socia benefits adequacy,
housing, education or active labour market policies, are not mentioned. Only few measures
have been proposed for reconciling family and working lives and tackling unemployment
among women after parental leave, despite the fact that it is the EU highest (2007: CR:
43.2%, EU: 12.6%) and increasing, and supporting childcare facilities,

The third priority aims to support policy making, communication and partnership at all levels
of public administration, and focuses on the development of social services. Priority is given
to community planning of social services with the aim of including al ‘delegated
municipalities by 2010 and ensuring training for all relevant actors. The continued support for
the transformation and modernisation of institutional social services is welcome. There is a
new and potentially very useful measure for the social economy with arrangements prepared
for 2009. Adequate attention is paid to housing, particularly for people at risk of socia
exclusion, through financial contributions. About 8-10 pilot projects will be selected and
comprehensive socia inclusion activities will be carried out for the Roma communities. This
priority is almost entirely co-financed by the Structural Funds, which offers an opportunity to
develop innovative approaches, but also poses athreat to sustainability.
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These general priorities are not developed into specific measures; the indicators used for the
2006-2008 Report were not evaluated and are no longer used. Only few targets are set in the
2008-2010 Report, which could be at least partly achieved because of positive trends: to
decrease the number of at-risk-of-poverty households, especially those with more members
(though predicted slow down of economy could affect current development); to involve al
‘delegated’ municipalities in community planning of social services.

3.5. Governance

The NAP/incl. was prepared by the Ministry of Labour and Social Affairsin cooperation with
the Committee on Social Inclusion. The process seems to be rather technical, and even if the
Committee provides a forum for cooperation among various actors, it does not have any real
competence for coordination and initiative for strategic planning and impact assessment.
Several NGOs are members of the Committee, but the broader involvement of civil society
and people experiencing poverty is still a chalenge. No political or public discussion has
taken place on the report. Ownership of the strategy islow and social inclusion mainstreaming
is underdeveloped. Gender mainstreaming is missing and gender equality bodies were not
involved in the preparation. No budget alocations, timetable or clear and quantified targets
have been provided and the role of relevant actors in implementation could be better
specified. Monitoring and evaluation should be more developed. There is no proper
assessment of the progress achieved, with only few common EU indicators used and no
national indicators. The use of indicators from the Structural Funds programming documents
is welcome, but the indicators should also take into account the difference between the
Processes.

4, PENSIONS
4.1. Key trends

The Czech pension system consists of the universal public mandatory PAYG pillar, a
voluntary supplementary pillar, i.e. private pension insurance with a state contribution, and
life insurance. The pension contribution rate is 28% of gross income and is split between
employee (6.5%) and employer (21.5%). Pensions consist of a basic amount (flat rate, at
present approx. 9.4% of average gross monthly pay) and a percentage based on the insurance
period and gross earnings. The minimum insurance period is 25 years. The basic pension
scheme will be under significant financial pressure, so the reforms so far introduced, such as
prolonging working life and restricting early retirement, are aiming to improve its
sustainability. The retirement age is being raised gradually, in 2008 to 61 years and 10 months
for men and varying between 56 years, 4 months, and 60 years, 4 months, for women
(depending on the number of children raised). To support longer working lives, benefits are
being reduced for early retirement and increased when pensions are deferred. Private pensions
schemes still do not have significant weight, even if the number of participants has been
steadily increasing. To support this type of insurance, tax incentives were introduced as of
January 2000. The relative income of older people (0.81% for 65+, men 0.83%, women
0.80%) is lower than the EU-25 average (0.84%) and has slightly decreased (0.83% in 2004).

4.2. Key challengesand priorities

The main challenge is to ensure the long-term financial sustainability of the pension system,
since population ageing is one of the fastest in the EU. The old-age dependency ratio was
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projected to rise from 19.7% to 54.8% of GDP between 2004 and 2050 and public pension
expenditure from 8.5% to 14% of GDP. However, according to national projections future
level of expenditure could be reduced to about 10.2% of GDP in 2050 as a result of the first
stage of the pension reform. At present, the system ensures relative adequacy. At 5%, the at-
risk-of-poverty rate for older people is very low. In 2007 the aggregate replacement ratio was
dightly over the EU-25 average, 51% in total (men 51%, women 56%). According to
projections of the theoretical replacement rates, the net retirement income as a ratio of work
income at the point of retirement is expected to drop by twenty-one percentage points
between 2006 and 2046 for a worker retiring at age 65. Compensation for this negative trend
should be sought in longer working lives and broader use of private pensions.

The challenge of securing sustainability (including adequacy and increasing the employment
of older people), identified in the 2007 Joint Report, has been partly addressed. Pension
reform is being formulated and so far three steps have been proposed. The first step to come
into force in January 2010 comprises parametrical changes to the PAY G system with the aim
of gradually increasing the pensionable age to 65 years for men and for women without
children or with just one child and to 62-64 years for other women. The period of insurance
needed to acquire a pension entitlement will be gradually lengthened to 35 years. The second
and third steps of the reform, which will concern private pensions, are to be discussed in
2008-2009. The vision is to introduce an option to transfer a small part of the contribution
under the statutory PAY G scheme into the private system.

All the proposals in the 2005 Pension Report are being pursued and should be implemented
within the reform. Pensions are indexed once a year on the basis of prices (100%) and real
wages (at least 1/3). A new measure now alows for adjustment of pensions on an ad hoc basis
when inflation exceeds 5% (previously 10%).

4.3. Mor e peoplein work and working longer

The employment rates of older workers have increased (2007: 46%, men 59.6%, women
33.5%) as a result of economic growth and pension policy measures, mainly the increase in
retirement age. Further support is needed to increase the employment of older women, which
Is lower than the EU average (36%). Since many of them provide long-term care to their
relatives, more in-depth analysis is necessary for an integrated approach. Incentives to work
longer are still insufficient for workers on low wages. Not much attention is paid to increasing
the human potential of older workers; their participation in training and upgrading is very low
but the ESF could help. The labour market is still not favourable to flexible forms of
employment, such as part-time work, which has a negative impact particularly on women.
The lack of care facilities for children aged 0-3 prevents or postpones the return of women to
work after parental leave and contributes to their lower employment.

While rising the effective labour market exit age (60.7 in 2007) is lower than the EU average
(61.2). Early retirement is still widespread; it can be claimed up to three years before the
normal pension age after at least 25 years of contributions. The number of people claiming
early retirement sharply decreased in 2002-2003 but started to increase again in 2004,
reaching 31 811 in 2007 (compared to 69875 entering standard retirement). However, the first
phase of the pension reform provides for further reduction in early retirement benefits.
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4.4, Privately managed pension provision

The system of privately managed pensions was established in 1994 as a voluntary,
supplementary system with state subsidies. At present, it has 4 million members. Coverage in
the age group 15-64 is 46.5%. However, average contribution per head is still very small and
stagnating (at 2% of average wages since 1999). The state contribution is an average CZK100
per month while 23% of participants also receive an employer contribution of around
CZK500 per month. Moreover, since its creation it has been used mostly as a savings
mechanism, with 71% of payments taking the form of a lump sum. At present, there are 10
funds with assets of around CZK 167 billion, but the system is still underdeveloped and its
contribution to pensioners income is negligible.

45, Minimum income provision for older people

Pensions decrease poverty by 18%, while the at-risk-of-poverty rate for older people at 5%
(men 2%, women 8%) is low and significantly lower than the EU average of 19%, but with
significant gender differences increasing with age (75+: 7%, men 2%, women 10%). Striking
gender differences emerge when measured at 70% of median income (men 9%, women 23%).
The reason for lower female pensions is lower income during working life; the gender pay
gap was still relatively high at 18% in 2006 (EU-27: 15%). The subsistence minimum is used
as a safety net in the case of low pensions. They are adjusted each January for inflation and
wage growth (at least 1/3 of real growth in wages). In addition, old-age pensioners are
allowed to receive income from gainful activity. Y et various factors, such as high inflation, in
particular increasing energy and housing prices, represent a threat to the continued ability of
the pension system to ensure a decent standard of living for pensioners. One risk group in
terms of the adequacy of pensions are the self-employed, who minimise their socia security
contributions.

4.6. Information and transparency

The public insurance body in the Czech Republic is the Czech Social Security Administration,
which is aso responsible for providing regular information to scheme members. The
Association of Pension Funds in the Czech Republic provides information about private
supplementary pension insurance and individual pension funds publish information on their
web pages. The social partners are taking part in discussions on the reform.

5. HEALTH AND LONG-TERM CARE
5.1. Healthcare
5.1.1. Health status and description of the system

Practically all the population is covered by compulsory universal health insurance financed
through an earmarked payroll tax on employees, employers and the self-employed and by
state budget contributions. Private insurance is negligible. Primary health care (about 95% is
private) is organised by municipalities and delivered in municipal health centres, polyclinics,
and the private premises of general practitioners (GP), dentists and gynaecologists. A GP
referral gives access to specialists, polyclinics and hospitals. 75% of specialist outpatient
facilities are private, whereas hospitals are mostly public. Life expectancy at birth increased to
76.8 years in 2006 (men 73.5, women 79.9), but together with the indicator for healthy life
years (men 57.8, women 59.8 in 2006) is still lower than the EU average.
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The main objectives of the report are in line with those set out in the 2006-2008 Report, but
less attention is paid to health inequalities, availability, and maintaining coverage of the
system. There are some disadvantaged groups with a lower health status, especially people
from deprived localities (mostly Roma) and the homeless. More policy measures should be
designed to address population ageing and cooperation between health and long-term care. So
far, a new option to provide out-patient care in social service facilities and social services in
health care facilities has been introduced. The Government has recently announced a health
reform but without assuring the comprehensiveness of the strategy and with shortcomings in
its preparation in terms of communication and cooperation with stakeholders. It is not clear to
what extent some of the measures under discussions, such as the privatisation of faculty
hospitals and transformation of public health insurance funds into joint-stock companies,
would ensure accessibility, quality and sustainability.

5.1.2. Accessihility

In principle, health care services are broad and freely accessible to the entire population
except for certain groups of third country nationals. General accessto careis considered good:
self reported unmet need for medical care is one of the EU lowest at 0.7% in 2006 (EU: 3.1),
only alittle higher in the lowest income group (1.4%) and similarly for dental care (CZ 0.9%,
EU 5%). No significant regional inequalities or waiting lists exist. The Structural Funds will
be used to improve the health infrastructure. Reduction in capacity of acute hospital beds,
which was one of the EU’s highest, took place because of inadequate staffing and low
medical treatment. The establishment of one-day health care services is a positive
development. A more general system of co-paymentsis not in place but is being discussed; so
far, there are co-payments for a few services (prostheses, dental care, and medicines).
Statutory fees introduced in January 2008 for GP visits, emergency treatment, hospitalisation
and the prescription of medicines have led to a decrease in the use of care. Newborn children
have recently been exempted from payments. There is an annua financial ceiling (but not all
kinds of fees are included) and recipients of social benefits ‘in material need’ do not pay fees.
Even if the fees do not seem to have negative effect on accessibility, it is necessary to monitor
and evaluate their impact on low-income groups, the chronically ill and older persons.

5.1.3. Quality

The independent accreditation agency, the United Association Commission, has been carrying
out external evaluations of the quality of health care in hospitals since 1998. Otherwise, there
Is no national system of quality and safety evaluation. The proposed Act on Health Care
Services and Conditions for their Provision aims to establish a system for evaluating quality
and safety as a voluntary process. Furthermore, no effective mechanism for dealing with
patient’s complaints is in place and patients are not sufficiently informed about their rights.
Therefore, the steps described in the Report are welcome. As an initia step, the Information
Portal for Safety and Quality in Health Care was launched in June 2008. To increase patient
safety, health care providers will be obliged to establish internal regulations concerning the
handling of medications and medical documentation. The National Programme for Improving
Quality in Hedth Care should become an information source. The National Network of
Health Promoting Hospitals is under preparation to promote international cooperation. The
Expert Forum for the Creation of Health Care Standards has been established for treatment
standards. On the other hand, it is not evident that health technology assessment is being used
effectively.
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5.1.4. Sustainability

Total health care expenditure (6.8% of GDP, PPP1490 per capita in 2006) is below the EU
average and has been dlightly decreasing since 2005 in GDP terms (7.5% in 2004) but
growing in absolute terms per capita. The share of public expenditure was 88% (2006), one of
the highest in the EU. Public expenses are projected to increase by 2% of GDP by 2050 (EU-
25: 1.6%) due to population ageing. The 2007 Joint Report challenge of improving efficiency
and reducing waste has been partly addressed. Statutory fees helped to reduce overuse of care
and led to decrease in the number of visits to specialists, hospitalisation and its length, the
number of prescriptions and expenditure on medications. However, at present the new
regional governments intend to pay statutory fees in the regiona facilities on behalf of the
patients from the regions budgets.. No measures were presented to attract and retain staff.
Lifelong learning will be supported by the ESF in particular; specific legislation has been
prepared for the further education of medical professionals, which will also regulate specialist
training. Disease prevention and the promotion of healthy lifestyles are still an issue; it is
necessary to address risk factors such as smoking, fitness levels, eating habits and obesity
(14.8% of the population in 2005 according to OECD data), and specific diseases.™ A
positive aspect is that the report mentions preventive screening for selected cancer types paid
for by public insurance and the creation of special Network of Comprehensive Oncology
Centres, and several activities on healthy lifestyles.

5.2. Long-term care
5.2.1. Description of the system

Long-term care is provided within the health care system (mainly public health insurance) and
as part of socia services (the state budget). Expenditure was quite low (0.3% of GDP in 2005,
EU-25: 0.9%) and is projected to grow by 0.4% by 2050 (EU-25: 0.6%). The bodies
responsible are the regional authorities and municipalities but severa NGOs have an
important role especially in out-patient care. The 2007 Joint Report challenge of enhancing
coordination between health and socia care and different stakeholders and to improve access
to long-term care has been addressed partly by the Socia Services Act (2007), which
introduced the concept of the social-health care bed.

5.2.2. Accessihility

Access to long-term care is not regarded as problematic by the population.'® The regiona
authorities are obliged to carry out strategic planning of social services. The number of beds
in health care is adequate, but there is a shortage of beds in social care. Due to population
ageing, the increasing demand for geriatric services and hospices will have to be addressed.
Attention is being paid to support for home care provided by public agencies, hedth care
facilities, private doctors and NGOs. Home care has devel oped considerably and now covers,
with few exceptions, the entire territory.*’

15 Coverage of mammography screening for women aged 50-69 was only 18.6% in 2006; and only 38.8%

of women aged 20-69 were screened for cervical cancer in 2002 (EU-15: 60-70%)
16 According to Special EUROBAROMETER 283, 2007, 80% of people consider they will be provided
with the appropriate help and long-term care if needed (EU-27: 71%)
In 2007, social field work was provided in 121 573 cases and there were 71 642 people in ingtitutional
care

17
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5.2.3. Quality

The objective of the previous report to introduce quality standards has been met. All service
providers have to be authorised and fulfil specific registration conditions, including
demonstration of quality standards. Monitoring is performed by the socia services inspection.
Moreover, criteria have been established for the competencies of social workers, whose
continuing education is at present financed by the ESF. Care outside institutions is a priority;
the Government has adopted a strategy for transforming institutional care into other types of
care, and a further system of planning for social services should help to support home and
community care. However, it has so far been little used. The care allowance introduced by the
Socia Services Act has given clients a tool to freely choose services according to their needs
and thus contribute to the development of better quality services.

5.24. Long-term sustainability

Social services are financed from various sources (state, founder’ s budgets, clients' payments,
revenue, gifts) and the ESF plays an important role in strategic planning, training, and some
services. The care allowance has become an important financia tool, for both professional
services and family caregivers. However, it requires more funding than anticipated and is
easily used outside the social service system, so less money than expected is paid to providers.
Out-patient servicesin particular are often in aworse financial situation and there has been no
corresponding decrease in institutional care and rise in family care. The proposed legislative
change is intended to restrict the allowance only to the actual purchase of social service. More
support for informal carersis needed. Much still needs to be done to support the coordination
of health and social care and implement the ageing strategy.

6. CHALLENGESAHEAD

e To take further steps to improve the situation of vulnerable groups (e.g. the Roma),
particularly those living in disadvantaged regions and localities, including by enhancing
the implementation of socia inclusion policies at regional and local level, with further
emphasis on integrated and balanced active inclusion policies.

e To support the reconciliation of work and family life and increase the employment of
women, including by supporting childcare facilities, with aview to improving the financial
sustainability of the pension system.

e To take further pension reform steps and encourage the creation and take-up of jobs for
older workers and increase their employability so as to help balance financial sustainability
and pension adequacy.

e Toimprove health care efficiency through more rational use of resources (notably through
a stronger focus on primary health care while reducing the high dependency on specialist
and hospital in-patient care) and by adjusting staff numbers; to alocate more public
funding to effective and targeted health promotion and disease prevention.

e To ensure that reforms (e.g. privatisation of funds) are properly thought through on the
basis of past experience and the experience of other countries.
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e To enhance coordination between health and social care and between different stakeholders
and to improve access to long-term care services, including by ensuring a sufficient
guantity and quality of staff.
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7.

1. Employment and growth

TABLE WITH PRIMARY AND CONTEXTUAL INDICATORS

o] = Employment rate = Unemployment rate
g GDP g (% of 15-64 population) g (% of labour force)
5 gronth | GDP per 5 15-64 5 15+ 15-24
w rate* | capitar* w Total Male Female 1524 | 55-64 W Tota | Mae | Female
2000 3,6 68,5 2000 65,0 73,2 56,9 36,4 36,3 2000 8,7 73 10,3 17,8
2005 6,3 75,9 2005 64,8 73,3 56,3 27,5 44,5 2005 7.9 6,5 9,8 19,2
2008f 4,2 80,6 2007 66,1 74,8 57,3 28,5 46,0 2007 53 4,2 6,7 10,7
* Growth rate of GDP at constant prices (2000) - year to year % change; ** GDP per capita in PPS (EU27=100); f: forecast
2. Demography and health
- Infant oo- | O | unmet
i Life expectancy at | Life expectancy at Healthy life mortality % Public | pocket % need for
5 birth 65 expectancy at birth rate (2007 > Toal | health Jpayments| health
i} instead of health exp| Exp % of | % of i |care%of
Male Female Male Female Male Female 2006) %GDP | THE* THE pop
1995 69,7 76,8 12,7 16,2 na na 7,7 1995 7 90,9 9,1
2000 71,7 78,5 13,8 17,3 na na 4,1 2000 65 90,3 9.7b 2005 1,2
2006 735 79,9 14,8 18,3 57,8 59,8 31 2006 6,8 88 11,5 2006 0,7
S. Eurostat estimate; p: provisional; b: break in series *THE: Total Health Expenditures

3. Expenditure and sustai

nability

[Social protection expenditure (Esspros) - by function, % of total benefits [

Age-related projection of expenditure (AWG)

) Expenditure (% of GDP)
g 2 |og age Level in 2004 and changes since2004
3 Total < .
S |expenditure| Oldage | Sickness Family | Housing ¢y |depende| Total | Public Long-
Ll * (% of and and health | Unemploy and and social & ncy ratio| social |pension| Health | term
GDP) survivors care ment children | exclusion | Disability eurostat | expend. S care care
1995 17,4 39,8 37,2 2,3 11,9 1,3 75 2005 20,6 19,3 8,5 6,4 0,3
2000 19,5 434 33,6 35 8,4 34 7,7 2010 21,8 -0,5 -0,3 0,4 0,0
2006 187 431 34,4 32 7,6 31 8,6 2030 357 17 11 14 0,2
* including administrative costs 2050 54,8 7,1 5,6 2,0 04
4. Social inclusion and pensions adequacy (Eurostat)
Income Anchored at-risk of
At-risk-of-poverty rate Poverty risk gap inequalities poverty
siLe Children Children Total - fixed
2007 Tota 0-17 18-64 65+ Total 0-17 18-64 65+ S80/S20 2005 threshold
Total 10 16 8 5 18 19 19 7 35 2005
male 9 8 2 19 = 21 14 - 2006 2878
femal 10 9 17 - 19 7 2007 3251
People living in jobless households Long Term unemployment rate Early school-leavers
Children % of people aged 18-59* % of people aged 15-64 % of people aged 18-24
Tota Total Male Female Total Mae |Female| Total Mae | Femae
2001 8,0 79 6,2 9,5 2000 4.2 35 52 2000 na na
2004 9,0 8,0 6,4 9,6 2004 4,2 34 53 2004 6,1 58 6,5
2007 8,0 6,5 4,9 81 2007 2,8 21 3,6 2007 na na
*: excluding students; i: change in methodology; b: break in series
SILC 2007 Total Mae | Femae SILC 2007 Total | Mae | Femae
Relative income of 65+ 0.81 0.83 0.8 Aggregate replacement ratio 051 0.51 0.56
Changein theoretical replacement rates (2006-2046) - source | SG
Change in TRR in percentage points (2006-2046) Assumptions
Net Gross replacement rate Coverage rate (%) Contribution rates
Typeof | Occup. & Type of pensions pensions
Statutory | statutory | voluntary suppl. Statutory | Occupational and | (or Social| Estimate of current | Assumpti
Total Total pensions | scheme* | pensions | scheme** pensions | voluntary pensions | Security) (2002) on
-21 -15,6 -15,6 DB / 100 / 28 /

* (DB: Defined Benefits; NDC: Notional Defined Contributions; DC: Defined Contributions); ** (DB/DC)
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Denmark

1. SITUATION AND KEY TRENDS

The slow-down in economic activity in 2008 has been rapid and pronounced, most likely
leading to a contraction of GDP in 2008 and 2009. Denmark aready meets al the EU
employment targets. The employment rate (77.1% in 2007) is historically high and the
unemployment rate (3.8% in 2007) at its lowest level since the early 1970s. Although starting
to diminish, employment remained at a high level in 2008, but is expected to fall over the
coming year. Similarly, the unemployment rate of around 3.5% in 2008 should be lower than
in 2007, but is expected to increase in 2009. Long-term unemployment (0.6% in 2007) and
youth unemployment (7.9% in 2007) are among the lowest in the EU. Gender differences are
fairly small. Demographic effects have started to affect labour supply negatively.

The social protection system continues to provide universal basic protection against economic
risks from unemployment, iliness or dependency for all citizens. Total public social protection
expenditure (29.1% of GDP in 2006) is persistently among the highest in the EU and
projected to grow more than the EU average. Denmark has a compressed wage structure and
the at-risk-of-poverty rate (12% in 2007) remains below the EU average. People with a
foreign background and the unemployed are overrepresented in the lower income brackets.
While growth in male (76.1 in 2006) and female life expectancy (80.7 in 2006) has been
moderate, healthy life expectancy is among the highest in the EU (67.7 for men, 67.1 for
women in 2006) and shows a positive trend. Infant mortality (3.8 in 2006) and perinatal
mortality (3.3 in 2005) show a decreasing trend.

People with a foreign background constitute about 9.4% of the working age population, with
7.5% from non-EU25 countries. Migration patterns are changing, with a strong increase in
labour migration and declining levels of humanitarian migration and family reunification. The
employment rate gap between nationals and people with a foreign background is still
significant (16.0 for Denmark in 2007, compared to the EU average of 2.6), although their
employment situation has improved recently. The performance of children with a foreign
background in the education system (upper secondary attainment rates, early school-leaving,
reading literacy) remains significantly below that of native students.

2. OVERALL STRATEGIC APPROACH

Denmark’s overall strategic approach builds on principles of universality, accessibility,
gender equality, adequacy and sustainability. Systems are primarily financed from genera
taxes and important parts do not depend on labour market attachment. All citizens have access
to health services, al citizens have the right to old-age pension and all citizens that meet the
legal conditions are entitled to a comprehensive range of social services and provision. Key
overall chalenges remain to 1) increase the labour market participation of disadvantaged
groups, 2) ensure equal access to a high-quality, efficient health care system and 3) support
budgetary conditions for maintaining the universal pension system. Denmark has addressed
all three overarching objectives of the Open Method of Coordination.

While no direct link is made with the Danish National Reform Programme, socia inclusion
policies are presented as reinforcing labour market initiatives. The National Strategy Report is
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the product of a process involving a wide range of stakeholders, including social partners,
civil society, evaluators, regiona authorities and relevant ministries. All initiatives of a
legislative nature involve the Parliament. The ESF is contributing through the Objective 2
programme ‘More and better jobs’, but the funding is negligible in comparison to total
expenditure on socia inclusion in Denmark.

3. SOCIAL INCLUSION
3.1. Key trends

Denmark continues to have one of the lowest levels of income inequality in the EU. In 2007,
12% of the Danish population lived on an income of less than 60% of the median income. The
proportion is significantly below the EU average for all population groups. There are no
significant differences in the share of men and women, but people with a foreign background
and the unemployed are over-represented in the lower income groups. The share of people
living in jobless households continued to decrease in 2006 to 6.9% for adults and 5% for
children. The employment rate of people with a foreign background and disabled persons
remains significantly below the national average.

The upper secondary completion rate stood at 70.8% in 2007, which is below the EU average
and considerably short of the EU and national targets of 85% by 2010 and 95% by 2015. The
share of early school-leavers is below the EU average. The performance of children with a
foreign background is below that of native students.

3.2. Progress on the priorities set in the 2006-2008 National Strategy Report
(NAPInNcls) and the challengesidentified in the 2007 Joint report

The Danish 2006-2008 National Strategy Report established nine priority areas for social
inclusion and social protection (cross-cutting and basic activities, breaking the vicious circle
of deprivation, teaching and education, employment, housing, integration, combating human
trafficking, substance misuse, qualified everyday life) and the 2008 report includes
information on the progress of policy plans in relation to these areas. Implementation seems
most advanced in breaking the vicious cycle of deprivation and integration.

In the 2007 Joint Report, two challenges were identified for Denmark in the area of social
inclusion:

— To further develop labour market tools to improve the integration of ethnic minorities
within the labour market;

— To encourage more people with disabilities and older workers to stay on the labour market.

The 2008 NSR stresses that employment is crucial for social cohesion and inclusion and the
financia sustainability of the welfare system. The two-year campaign ‘A New Chance for
Everyone has a particular focus on social assistance and starting-allowance recipients (one
third of the target group consists of people with a foreign background). Three years ago, one
in six young people with a foreign background were dependent on social assistance or starting
allowance. Today, thefigureisonein eleven.

Older workers have been targeted through a temporary wage subsidy scheme in the private
sector and by offering older people who lose their right to unemployment benefit ajob in their
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local authority. A number of initiatives have been taken under the government’s strategy
‘Disability and work — an employment strategy for disabled persons. Recent examples
include a trial scheme with social mentors for persons with a temporary mental disorder.
Another ongoing tria involves a ‘flexi-job certificate’, which states which safeguard
requirements may apply to employment and provides information on assistance schemes.

The Welfare Agreement (2006) has been complemented by a new ‘Job plan’ (2008), which
includes additional initiatives to enhance activation and work incentives to wean people off
public benefits. The main measures aim to strengthen employment among people with a
foreign background, older workers and persons with a reduced working capacity and to
promote the recruitment of qualified foreign labour. The policy is a good example of how
socia inclusion and a strategy for growth and jobs can mutually reinforce each other.
Nevertheless, attention should be paid to potential side-effects, as the *Job plan’ primarily
focuses on increasing labour market participation through financial incentives for the
unemployed.

Initiatives are also being taken under the ‘Quality Reform’ (launched in 2007) with the main
aim of improving and securing the level of welfare for the population. The focal points are the
future challenges that an ageing population will present, improvement of the quality,
effectiveness and efficiency of the Danish health care system (including a cancer treatment
plan), and initiatives to keep and recruit workers in the care professions. Although the plan
has been criticised by various actors, it is a focused effort to deal with some of the challenges
identified in the Joint Report.

3.3. Key challengesand priorities

The Danish NSR presents three key policy objectives for 2008-2010 in relation to poverty and
social exclusion: 1) supporting disadvantaged children and youth, 2) supporting socially
disadvantaged groups, and 3) socia inclusion of people with a foreign background. The three
objectives build on the focal areas of the 2006-2008 NAP, which indicates a high level of
consistency. The focus on older workers and the disabled in the 2007 Joint Report has,
however, not been carried forward in these objectives. Nevertheless, the selected priorities are
highly relevant, although the focus is broad and the objectives and expected outcomes could
be specified further.

3.4. Policy measures
Supporting disadvantaged children and youth

The measures target disadvantaged children, young people and parents. Action areas are:
early and cohesive intervention, academic proficiency and early learning, youth education,
special social problems, networks, parental responsibility, and documentation and impact. The
actions respond to three of the seven key policy priorities adopted by the EU (tackling
disadvantages in education and training, eliminating child poverty, increasing labour market
participation).There are clear arrangements for the effective delivery of the policies. A
weakness is the lack of a gender dimension, as gender is of great importance in for example
youth education. There is also no specific reference to the number of children living in
poverty or how other welfare reforms influence the situation for children and young people in
low-income families.

Supporting socially disadvantaged groups
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The measures target disadvantaged adults, including drug and alcohol abusers, the mentally ill
and the homeless. Housing, health and employment are the main areas, and actions respond to
four of the seven EU key priorities (ensuring decent accommodation, improving access to
quality services, overcoming discrimination, increasing labour market participation). Thereis
a good balance between prevention and aleviation in the actions. Gender aspects are also
reflected.

Social inclusion of people with a foreign background

The measures target refugees and people with a foreign background and mainly focus on the
barriers of language, cultural values and traditions that may limit labour market integration
and access to resources and services. Actions respond to three of the EU key priorities
(increasing labour market participation, tackling disadvantages in education and training, and
overcoming discrimination). However, structural barriers are not explicitly mentioned, and it
would be important to ensure a comprehensive approach that takes into account all
mechanisms that could come into at play when the advanced Danish system of employment
and social policies fails to deliver similar results for both people with a foreign background
and the native population. There is also no specific reference to the risk of poverty and bad
health among people with a foreign background or the living conditions of asylum-seekers,
which have attracted recent attention. Nevertheless, the employment area is well developed
and the delivery of policiesisin place. Gender aspects are also well reflected, particularly in
relation to education and employment.

3.5. Governance

The National Strategy Report is the product of a process involving a wide range of
stakeholders, including interest groups representing disadvantaged people (e.g. the homeless,
unemployed, drug users). A website has been launched to invite debate and comments from
the public. A large-scale conference was held in spring 2008 to discuss the challenges of the
Danish welfare system and priorities.

General indicators to monitor progress towards the achievement of each priority policy
objective have not been identified in the report. Monitoring and evaluation arrangements
exist, but relate more to the individual actions and programmes being implemented. There is
also independent research on specific initiatives (e.g. the strategy to combat homelessness and
initiatives for vulnerable children).

4, PENSIONS
4.1. Key trends

The ratio of persons aged 65 and above to 15-64 year olds is projected to increase from 23.6%
(2008) to 37.8% in 2030 and 41.3% in 2050 (significantly below the EU27 average of 50.4%
in 2050). Denmark has a well-balanced, multi-pillar pension system. The statutory public old-
age pension has two elements. The first is a universal, non-contributory, residence-based
scheme financed from general taxation on a pay-as-you-go basis. Benefits are taxable and
consist of a flat-rate part and an income-tested part. The second is a funded defined-
contribution scheme (ATP) financed from mandatory contributions from all employed
persons and organised in a separate fund under tri-partite management. Pensionable age for
both men and women is currently 65 years, while the average exit age was 60.6 in 2007.
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Statutory pensions are supplemented by occupational pension schemes based on collective
agreements and individual pension savings. Occupational pension schemes have expanded
substantially and today cover around 90% of employees, who typically pay contributions of
between 12% and 17% on gross wages. Most are fully funded defined-contribution schemes.
The compulsory personal pension savings contribution (SP) has been suspended for 2009. A
financia stability package for pensions with initiatives to ensure market stability and prevent
forced sale of mortgage bonds owned by pension funds has been implemented.

The income of people aged 65+ relative to the 0-64 age group stands at 70% (2007), which is
lower than in most other Member States, while the risk of poverty for the elderly population
remains at a moderate level (18%), but higher than for the total population (12%). Under a
broader definition of income, including imputed rent, the risk of poverty in Denmark for
elderly people is ailmost the same as for the rest of the population.

Public pension expenditure is projected to increase from 9.5% to 12.5% of GDP between
2004 and 2050. As occupational pension schemes mature, they will contribute significantly to
the income of future pensioners. At present, gross theoretical pension replacement rates are
relatively low compared to amost all other Member States, but is expected to increase
substantially, reflecting the maturing of occupational and voluntary pensions. The
replacement rate should be seen in relation to the supplementary benefits (housing benefits,
heating benefits, health allowances, reduced tax on owner-occupied housing) and services
targeting pensioners (health and long-term care, including free home help). The aggregate
replacement rate is 39% (2007).

4.2. Key challengesand priorities

The Danish pension system is intended to ensure i) a basic retirement income, ii) a reasonable
replacement rate, and iii) solidarity between generations, by maintaining and expanding the
three-pillar pension system and preserving afair balance between the pillars.

In terms of adequacy, the Danish system is considered able to secure present and future
pensioners a reasonable standard of living. Nevertheless, the growing importance of savings-
based pension schemes requires more focus on persons at risk of having insufficient pension
savings.

As concerns financia sustainability, public debt was further reduced to 26% of GDP in 2007.
Gross debt developments are strongly affected by the response to the financial crisis,
increasing the gross debt ratio in 2008. The government budget surplus (4.5% of GDP in
2007) could exceed 3% of GDP in 2008, but the downturn could push it close to balance over
the following two years. The macro-fiscal framework, the ‘Denmark 2015 plan’, relies on
counteracting the negative demographic impact and raising structural employment by 20 000
by 2015.

Regarding the modernisation of the pension system, Denmark stresses the increased need for
information on pensions as an important challenge.

4.3. Mor e peoplein work and working longer

The employment rate of older workers, while anong the highest in the EU, drops drastically
for the 60-64 age group, reflecting the influence of the voluntary early retirement benefit. The
average exit age (60.6) from the labour force decreased dlightly in 2007, but remains close to

45

EN



EN

the EU average. Increasing the labour supply continues to be among the key challenges and
priorities of the government, asit is considered essential to secure the financing of the welfare
society over the longer term. Measures have addressed retirement age thresholds and
activation and work incentives for older workers and people with a foreign background in
particular.

The welfare reform (2006) introduced changes in retirement age thresholds, to become
effective from 2019 onwards (the early retirement age will increase from 60 to 62 from 2019
to 2022, and from 65 to 67 for old-age pensions from 2024 to 2027, while from 2025 it will be
indexed to life expectancy). However, the timing of this reform will mean that the most of the
large age cohorts (baby-boomers) will have retired before it takes effect. Thus, it will not
contribute to the labour supply over the shorter and medium term. In February 2008, as a part
of the new ‘Job Plan’, further incentives were introduced for old-age and disability pensioners
to maintain or resume labour market participation. The Job Plan aso includes tax incentives
for people who remain in employment until 65. Further reform measures are in the pipeline
and advance policy advice has been provided by the Labour Market Commission, which will
submit its full report by mid-2009. The Tax Commission is examining reform options and will
submit its report in early 2009.

The strategy for ensuring the adequacy and financial sustainability of the pension system
seems appropriate in the long run. A budget policy leading to quick debt reduction has already
been sustained for several years. A continued budget surplus will help address ageing-related
growth in public expenditure. Sustainability also relies on increasing structural employment,
which will require further measures, especially to maintain older workers in employment and
improve the labour market integration of people with a foreign background and other
disadvantaged groups. The maturation of occupational pensions should contribute to the
future adequacy of pensions. Nevertheless, the future contribution of private pensions would
benefit from periodic reviewing, also taking into account aspects such as the impact of
irregular attachment to the labour market and the gender pay gap on future pensioners.

4.4, Privately managed pension provision

The growing importance of savings-based pension schemes requires more focus on persons at
risk of having insufficient pension savings. Temporary absence from the labour market (due
to illness, unemployment, maternity, child-caring) will lead to reduced pension savings and
thus to a smaller supplementary pension (although the old-age and ATP pensions are not
influenced by absence from the labour market and thus mitigate the effect). The calculation of
both public and occupational pensions is based on a gender-neutral principle. Women have a
high employment rate and the prevalence of occupational pensions is as high for women as
for men. However, women work part-time more often than men and the high and persistent
gender pay gap (17%) in Denmark will have an effect on the income of female pensioners.
Initiatives are ongoing to address the gender segregation of the labour market and raise
awareness of the gender pay gap.

4.5, Minimum income provision for older people

The non-contributory, residence-based old-age pension constitutes the minimum level of
income provision for older people in Denmark. The flat-rate part is tested against work
income above a significant level. The income-related part is tested against certain types of
capital and pension income. A supplementary benefit is paid to those who have no other
income than the full old-age pension. A persona allowance may be granted to old-age
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pensioners to cover reasonable necessary expenses following a specific assessment of their
needs. This allowance may for example be granted to old-age pensioners who receive a
reduced pension due to a residence period of less than 40 years. Social assistance may be
granted to older persons who do not meet the requirement for a full or reduced old-age
pension. Pension income is underpinned by a range of needs- and income-tested benefits
targeting pensioners (e.g. housing and heating benefits, health allowances). The effective
purchasing power of pensioners is also raised by age-related tax rebates (e.g. on owner-
occupied housing) and discounts on drugs, transport, admissions and radio/TV. Health and
long-term care services provided in the home are free. The old-age pension keeps the risk of
poverty for older people at a moderate level, but current theoretical replacement rates are low.

4.6. Information and transparency

The complexity of the pension system and the growing importance of savings-based schemes
are putting greater demands on the knowledge of individuals and decisions about their
pensions. In addition to the obligation on pension schemes to disclose annual information and
a common database, Pensionsinfo, a public pension portal is being developed where citizens
will get both general information on pensions and information on their own pension savings.
The portal will also provide calculation functions alowing citizens to calculate the pension-
related consequences of different choices (change of time of retirement, increased pension
savings, savings needed to obtain a given pension, etc.). New rules have been introduced
concerning the supervision of life insurance companies and multi-employer pension funds.

5. HEALTH AND LONG-TERM CARE
5.1. Healthcare
5.1.1. Health status and description of the system

Denmark’s tax-based, decentralised health care system provides universal coverage for all
citizens. Following the administrative reform in Denmark in January 2007, the primary sector
is financed by the regions and local authorities. Medical assistance and hospital treatment are
free of charge for patients, and between 25-60% of the costs of specialist health services
(dentists, psychologists, chiropractors and physiotherapists) are also covered. Local
authorities are responsible for home nursing (offered free of charge on doctor’ s orders), and as
of January 2007 aso for some rehabilitation and heath promotion and prevention. The
secondary sector, consisting of hospitals, including psychiatric treatment, is operated by the
five new regions. As mentioned, hospital treatment is free, but non-emergency treatment
requires referral from a doctor.

While growth in male (76.1 years in 2006) and female life expectancy (80.7 years in 2006)
has been moderate, healthy life expectancy is among the highest in the EU (67.7 years for
men, 67.1 years for women in 2006) and shows a positive trend. Over the next decade,
Denmark aims to achieve an increase of 3 years in life expectancy. Self-perceived generd
health is among the highest in the EU, also in the lowest income groups. Nonetheless, cancers
result in premature deaths more often than in many other countries. Smoking has decreased
significantly. In contrast, obesity is rising and excessive acohol consumption, notably among
young people, remains problematic.
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5.1.2. Accessihility

As mentioned, the Danish health care system is universal and tax-financed, giving everybody
access to health care free of charge. Self-reported unmet needs for medical care and dental
care are among the lowest in the EU, aso in the lowest income groups. Waiting times were
reduced by 6 weeks (20%) from 2002 to 2006. Currently, the health care sector is facing a
considerable short-term challenge in reducing the waiting-time backlog following the large-
scale strike in the public sector in spring 2008.

The 2007 Joint Report identified ‘safeguarding the current high level of protection, while
satisfying increasing demands for headth and welfare services in view of the ageing
population’ as a challenge for Denmark. Among the policy measures mentioned, patients
rights to free choice have been further improved. From October 2007 (though effective only
from 1 July 2009 due to the public sector strike), al patients that have been waiting for at
least one month for public hospital treatment can opt for a private hospital instead.
Furthermore, as from spring 2009, al patients will have a free choice of general practitioner
regardless of geographical distance. Considerable extra resources have also been channelled
to the hospitalsin order to shorten waiting times and reinforce efforts to treat heart and cancer
patients.

Denmark is also increasingly focusing on social inequalities in health, acknowledging that
disadvantaged groups generally have poorer health and fewer healthy years to live than the
rest of the population. To achieve an increase of 3 years in life expectancy over the next
decade, a Prevention Commission has been set up to examine and report (early 2009) on how
to cost-effectively prevent lifestyle diseases and increase health, with a special focus on
disadvantaged groups. It may be noted that as from August 2007 it is prohibited by law to
smoke in workplaces, public indoor places and institutions, taxis, restaurants and cafés.

The issue of patients’ rights to choose treatment across borders has not been addressed in the
NSR.

5.1.3. Quality

The 2007 Joint Report identified ‘taking the necessary steps to further improve the quality,
effectiveness and efficiency of the Danish health care system, including measures to improve
the organisation and performance of cancer treatments’ as a challenge for Denmark.

In spring 2008, the first version of the Danish quality model for hospitals was approved. The
model comprises 104 standards for good quality (accreditation standards). However, they will
not be implemented until autumn 2009 due to the public sector dispute mentioned above.

There is a continued focus on earlier diagnosis and access to quality treatment, in particular
for cancer. Pathways for individual types of cancer are being introduced gradually and will
cover all cancer types by the end of 2008. Investment projects will be launched to ensure a
modern and rational hospital structure to improve the quality of treatment and the efficient use
of equipment. The website providing information on treatment quality and waiting times at
different hospitals will be extended to include more treatment offers.

The quality of health care for the mentally ill has attracted some media attention, but this is
not specifically mentioned in the NSR.
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5.1.4. Sustainability

Danish public spending on health care is among the highest in the EU, both as a percentage of
GDP (9.4% in 2005) and per capita (US$ PPP 3169 in 2005). Public expenditure on health
care is projected to increase by 1% of GDP by 2050.

The 2007 Joint Report identified ‘taking more actions to recruit people to work in the care
professions and improve the working conditions as a chalenge for Denmark. The ageing
population represents a double challenge for health and long-term care, as fewer people will
have to care for more patients. Recent estimates indicate that the health care sector may have
a staff shortfall of 20% by 2020. Following the public-sector wage negotiations in the spring,
a Pay Commission (due to report in 2010) has been established to analyse, among other
aspects, wage differentials, working conditions and a possible response to public sector
recruitment problems.

The initiatives under the * Quality Reform’ and ‘ Quality Fund’ are being implemented with the
aim of maintaining or increasing welfare service standards and improving administrative
efficiency. Denmark has initiated a ‘debureaucratisation’ effort to ensure that staff in the
healthcare sector spend most of their working time on core activities, i.e. treating patients.
The Prevention Commission can also be seen as an attempt to reduce the expected increase in
the need for future health care services.

Every five years, starting in 2008/2009, conditions in the hospital sector will be compared
with conditions in neighbouring countries in order to continually strive for excellence.
Information on productivity and quality is regularly published to contribute to knowledge-
sharing between hospitals. The ‘debureaucratisation’ initiative also involves developing
further reliable and timely health statistics in areas such as waiting times, free choice, etc.

5.2. Long-term care
5.2.1. Description of the system

The basic principle of free and equal access for all citizens also applies to long-term care.
Coverage is among the broadest in the EU. The local authorities are responsible for providing
the various forms of long-term care services. The local authority grants assistance following
individual assessment of the recipient’s functional abilities and needs. Assistance mainly
takes the form of home help or a cash subsidy to pay for assistants.

5.2.2. Accessihility

Danish long-term care aims to ease and improve the quality of everyday life and enhance the
possibilities for individuals to manage on their own. Target groups comprise older people and
(physically or mentally) disabled people. User involvement in the planning of assistance is
considered a key principle. Permanent personal care and practical help is free. Fees may be
charged for meal schemes, for example. Residents in social housing for the elderly or care
homes pay a modest monthly rent and may have access to housing benefits or rebates
depending on their financial situation.

Reducing waiting times and providing places in social housing or care homes constitutes a
challenge. From January 2009, a care-home guarantee will ensure that older people with
special needs for a social housing or care home place receive an offer within two months of
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being put on the waiting list. The Prevention Commission is working on proposals that may
help postpone the need for public assistance.

5.2.3. Quality

The ongoing quality reform of the public sector should help improve the conditions for people
in need of care and people employed in the care sector through measures to ensure e.g.:

— Attractive jobs within a better framework for the recruitment and retention of staff
(particularly important as many nurses and other staff will retire in the coming years and
recruitment poses challenges due to demographic factors and the relatively low
attractiveness of these professions);

— A reduction in the number of different assistants visiting an individual and one permanent
contact person for the recipient of home-help services,

— Modernised buildings, facilities and technology (one initiative addresses labour-saving
technology in the social and health field, including old-age care);

Accreditation: an accreditation model will be tested in care homesassisted-living
accommodation areas to systematically support staff quality development.

5.24. Long-term sustainability

In the longer term, the challenge is to ensure the financial sustainability of the care sector
without affecting the quality of care or limiting the groups in real need of assistance.
Sufficient labour will be needed to tackle the important welfare tasks. It will also be crucial to
continue developing resource-saving working methods and further knowledge and
knowledge-sharing on the most efficient methods. Actions are ongoing to improve quality and
efficiency and to release resources, including reducing administration expenses, streamlining
procurement, reducing absence due to sickness, using new technology and improving work
organisation.

Public expenditure on long-term care is projected to increase to 2.2% of GDP by 2050 (from
1.1% of GDP in 2004), while the EU25 average is projected to be 1.5% by 2050.
6. CHALLENGESAHEAD

e To continue increasing the socia and labour market participation of people with a foreign
background and other disadvantaged groups through a comprehensive approach covering
both personal and structural barriers to social inclusion.

e To continue efforts to retain older workers longer in employment in view of the ageing
population and the need to ensure the fiscal sustainability of the welfare system, including
initiatives to counteract the negative impact of voluntary early retirement benefit.

e To intensify multi-faceted efforts addressing disadvantaged children and youth, in
particular with aview to reaching the targets for secondary education attainment.
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e To further improve the quality and efficiency of the Danish health care system, including
measures to recruit and retain staff and to strengthen prevention initiatives to achieve a 3-
year increase in life expectancy.
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7.

1. Employment and growth

TABLE WITH PRIMARY AND CONTEXTUAL INDICATORS

Unemployment rate

o o Employment rate =
g GDP g (% of 15-64 population) g (% of labour force)
5 gronth | GDP per 5 15-64 5 15+ 15-24
w rate* | capita** w Total Male Female 1524 | s564 W Total | Mae | Female
2000 35 131,6 2000 76,3 80,8 71,6 66,0 55,7 2000 43 39 4.8 6,2
2005 24 123,6 2005 75,9 79,8 71,9 62,3 59,5 2005 4,8 4.4 53 8,6
2008f -0,6 116,3 2007 77,1 81,0 73,2 65,3 58,6 2007 3,8 35 4,2 7,9
* Growth rate of GDP at constant prices (2000) - year to year % change; ** GDP per capita in PPS (EU27=100); f: forecast
2. Demography and health
w e ‘ Out-of- 3 Unmet
g Lifeexpectancy at | Life expectancy at Healthy life Inf g O Public | pocket ) need for
5 birth 65 expectancy at birth nfant = I('IDJ Total | health payments| - health
i} mortality health exp| Exp % of | % of i |care%of
Male Female Male Female Male Female rate %GDP | THE* THE pop
1995 72,7 779 141 17,6 61,6 60,7 51 1995 8,1 82,5 16,3 -
2000 74,5 79,2 15,2 18,3 62,9 61,9 53 2000 83 82,4 16,0 2005 0,3
2006 76,1 80,7 16,2 19,2 67.7b 67.1b 3,8 2006 9,5 84.1d 14.3d 2006 0,2

s: Eurostat estimate; p: provisional; b: break in series; d:change in methodology

3. Expenditure and sustainability

*THE: Total Health Expenditures

|SociaJ protection expenditure (Esspros) - by function, % of total benefits

Age-related projection of expenditure (AWG)

g ) (2008) Expepditure (% of GDP)
g T 2 |og age Level in 2004 and changes
3 otal < .
S |expenditure| Oldage | Sickness Family | Housing ¢y |depende| Total | Public Long-
Ll * (% of and and health | Unemploy and and social & ncy ratio| social |pension| Health | term
GDP) survivors care ment children | exclusion | Disability Eurostat | expend. S care care
1995 319 37,7 17,8 14,8 12,4 6,8 10,6 2004] 23,6 26,8 9,5 na na
2000 28,9 38,1 20,2 10,5 13,1 6,1 12,0 2010 25,0 0,2 0,6 na n.a
2006 29,1 37,9 21,6 72 13,1 53 14,9 2030 37,8 4,0 2,9 na n.a
* including administrative costs 2050 41,3 4,8 3,0 n.a na
4. Social inclusion and pensions adequacy (Eurostat)
Income Anchored at-risk of
At-risk-of-poverty rate* Poverty risk gap* inequalities* poverty
siLe Children Children Total - fixed
2007 Tota 0-17 18-64 65+ Total 0-17 18-64 65+ S80/S20 2005 threshold
Total 12 10 11 18 17 21 24 9 37 2005 12
male 11 11 16 19 - 24 7 - 2006 11
female 12 - 11 19 16 - 22 9 2007 11
WITTTOUT TITIPUTET TETIT
People living in jobless households Long Term unemployment rate Early school-leavers
Children % of people aged 18-59* % of people aged 15-64 % of people aged 18-24
Tota Total Male Female Total Mae |Female| Total Mae | Femae
2002, 5,6 7,6 72 8,0 2000 0,9 0,8 1 2000 11,6 134 9,9
2004 6,0 8,5 8,3 8,8 2004 1,2 1,1 1,3 2004 8,5 104 6,7
2006 5,0 6,9 6,4 73 2007 0,6 0,5 0,7 2007 12,4b 15,7b 8,9b
*: excluding students; i: change in methodology; b: break in series
SILC 2007 Total Mae | Femae SILC 2007 Total | Mae | Femae
Relative income of 65+ 0,7 0,73 07 Aggregate replacement ratio 0,39 0,38 0,43
Changein theoretical replacement rates (2006-2046) - source | SG
Change in TRR in percentage points (2006-2046) Assumptions
Net Gross replacement rate Coverage rate (%) Contribution rates
Typeof | Occup. & Type of pensions pensions
Statutory | statutory | voluntary suppl. Statutory | Occupational and | (or Social| Estimate of current | Assumpti
Total Total pensions | scheme* | pensions | scheme** pensions | voluntary pensions | Security) (2002) on
7 20 -10 DB 30 DC 100 78 0,9 8,8 12,7

* (DB: Defined Benefits; NDC: Notional Defined Contributions; DC: Defined Contributions); ** (DB/DC)

52

EN



EN

Ger many

1. SITUATION AND KEY TRENDS

After weak growth in 2005 (0.8%), GDP increased more quickly in 2006 and 2007,
amounting to 2.9% and 2.5% respectively, and influenced the labour market positively:
unemployment came down from 10.7% (2005) to 8.4% in 2007 (men: 8.5%; women: 8.3%).
In 2007, the number of unemployed came down to alevel last seen in 1994 (3.8 million). In
November 2008 the unemployment rate declined to 7.1% (EU27: 7.2%).

With an employment rate of 69.4% in 2007, Germany almost achieved the Lisbon target
while already meeting the target for female employment (64%) and older workers (51.5%) —
the latter amounting to only 37.6% in 2000.

Vulnerable groups benefited from the progress, the number of people living in jobless
households — which peaked in 2004 (11.1%) — came down to 9.6% in 2007.

In terms of unemployment, regional disparities continue to play a certain role (both between
and within the Lander)™®: in 2005, the employment rate in Eastern Germany (66%) was 3.6
percentage points lower than in Western Germany.*

However, partly as a result of the global financial crisis, growth has started to slow down in
2008 (1.3%) and the Commission and the German government expect it to become negative
in 2009 (-2.3%, -2.25% respectively). The Commission forecasts for 2009 an unemployment
rate of 7.7% and of 8.1% for 2010.

Inflation is expected to have increased from 2.3% in 2007 to 2.8% in 2008 due to higher wage
growth and lagged effects from higher energy and food prices. This development might put
some strain on households' disposable income. However, the Commission expects inflation to
drop to 0.8% in 2009 and to 1.4% in 2010.

In 2007%°, the at-risk-of-poverty rate amounted to 15% (men: 14%; women: 16%)*. This is
dlightly below the European average (EU25: 16%). National data suggest that it had been
rising steadily since 2000 but that this trend was broken in 2007.

Life expectancy is relatively high. The demographic old-age dependency ratio amounted, in
2008, to 30.3 and is expected to increase to 46.2 by 2030 and to 56.4 by 2050. Healthy life
years have also been increasing (rising from 60 years in 1995 to 65 in 2003).

In 2006, expenditure on social protection amounted to 28.7% of GDP, which is above the
EU27 average (25.8%). 12.2 % of GDP was spent on pensions, 8% on sickness/health care,

18 According to national data, in December 2008 unemployment rates varied between 4% in Southern

Germany (Bavaria) and 13.5% in the North-East (M ecklenburg-V orpommern).

National data, microcensus 2005.

The 2007 German SILC data are to be considered as provisional. The validity of any comparison with
previously published datais limited.

2 Source: EU-SILC (2007); income year 2006.
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1.7% on disability and 0.8% on housing and social inclusion benefits. The amount spent on
families and children (3.1% of GDP) is significantly higher than the EU27 average (2.1%).

2. OVERALL STRATEGIC APPROACH

The 2008 — 2010 NSR aims for a socialy inclusive society offering opportunities for every
Citizen to participate in economic and societal life. It follows up and builds on the 2006 —
2008 NSR, with the relevant challenges, the underlying approach to tackling them and the key
priorities remaining largely unchanged.

Recent reforms, covering both employment and minimum resources policies, aim to activate
people, striking a balance between the rights and obligations of benefit recipients. In paralel,
Germany has pursued a policy of modernising its social protection system with a view to
ensuring financial sustainability and curbing the increase on non-wage labour costs. The focus
has shifted from reforming the pension sector towards health and long-term care. In addition,
family policy has moved up the political agenda. New measures to boost child care facilities,
a new benefit to facilitate reconciliation between work and family life and a new allowance
for low-income families with children with a low income have been implemented. More
generaly, in response to Germany’s poor performance in the first PISA study, a debate is
ongoing on how to improve child care, education and training systems in order to fight the
transmission of poverty, increase social mobility and enhance the social inclusion of persons
with a migration background.

Support for persons with a migration background® has been mainstreamed within the
strategy. Various measures have been taken in the field of employment policy and in the area
of education and training, such as vocational training or language courses.

Germany is responding to the effects of the financial crisis with a number of measures®: the
resources available to the public employment service are being increased (1000 additional
placement officers are being hired) to ensure that those who become unemployed will be
offered intensive coaching; the duration for receiving short-time working allowance
(Kurzarbeitergeld) is being extended from 6 to 18 months.

The strategies under the Lisbon process and the social OMC have been designed in a
consistent way. Progress on the labour market is crucial for the integration of people within
economic life and society and to finance social protection systems. In general, a high share of
the unemployed are at risk of poverty (51% in 2007) but their absolute number has fallen
considerably (in the years 2006 and 2007 by more than a million).

The NSR sets few, yet ambitious targets. These call for boosting child care facilities, the
employment rate among older workers and training for young people, creating employment

2 According to the definition used by the German government, a "person with migration background"

meets at least one of the following criteria: 1. the person was not born in the Federal Republic of
Germany and has immigrated into Germany after 1949; 2. the person does not have the German
citizenship or has been naturalized; 3. the person has at least one parent that meets the first or second
criterion

Furthermore, a second financial stimulus package is under preparation; it includes one-off bonus of 100
euro for every child in 2009; additional 2 bn euro (for 2009 and 2010) for further training and skills
upgrading for short-time and low-skilled workers; as of July 2009 the recipients of the second stage of
unemployment benefit will receive a higher children allowance for children between 6 and 13.
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for disabled people, cutting the ratio of school drop-outs, and raising the contribution rate in
the statutory pension scheme as well asits replacement level before taxes.

The government involved the regions (Lander), the social partners and key stake-holders in
the preparation of the NSR.

During the period 2007-2013, the ESF allocation for Germany amounts to €9.4bn. In
comparison to the period 1999-2006, the policy focus has shifted to education and training.
Increasing attention is being devoted to young people, migrants and people furthest from the
labour market. Germany will spend 35% of its allocation on ‘Improved Human capital’ and
31% on * Enhanced Access to Employment and Social Inclusion of Disadvantaged Persons'.

Equality between women and men is addressed within the overall approach, with the focus on
the gender pay gap and the reconciliation of work and family life. Within the overal
approach, disabled people are mainly taken into account in employment policy, where they
represent an important target group. Other issues that are highly relevant from a socia
inclusion standpoint, such as housing or transport, are not regarded as urgent challenges.

3. SOCIAL INCLUSION
3.1. Key trends

While vulnerable groups have benefited from recent progress in the labour market, they still
face important problems: long-term unemployment fell from 5.4% in 2004 to 4.7% in 2007
but is higher than the EU27 average (3.1%). Unemployment constitutes an important
challenge among low-skilled workers (amounting to 17%, a figure exceeded in only four
other member States) and among non-nationals (16.2% — EU27 average: 12.1%). In 2007,
the employment rate of people born in another EU country (68.2%) was almost as high as that
for people born in the country (70.9%), but was considerably lower for persons born outside
the EU27 (49.6%). Youth unemployment — which was 15.5% in 2005 — fell to 11.9%,
below the EU27 average (15.4%).

In 2007, the risk of poverty (15%) was one percentage point below the European average.
Women faced a higher risk (16%) than men (14%), as well as older people (17%); again, the
risk for women in this age group was higher (20%) than for men (14%). For children aged 0 —
17 the at-poverty-risk was one percentage point lower than the genera rate. However,
according to national data® for 2005, the poverty risk for people with a migration background
Is much higher (28.2%) than for others (11.6%).

A major determinant is economic status. While the overall share of people living in jobless
households decreased from 11% in 2005 to 9.5% in 2007, 51% of unemployed households,
39% of jobless households without dependent children and 60% of jobless households with
dependent children are at risk of poverty. The in-work-poverty-risk is 7% (one percentage
point below the European average). Data on unemployment and low wage traps suggest that
disincentivesto work are still considerable, in particular for lone parents.

Annex to "7. Bericht der Beauftragten der Bundesregierung fur Migration, Flichtlinge und Integration
Uber die Lage der Auslanderinnen und Auslénder in Deutschland”, December 2007. The data are based
on the "Mikrozensus 2005"; the data are not comparable to SILC data.
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Another important factor is household composition: households consisting of one person
display a higher poverty risk (men: 25%; women: 29%) as well as single-parent households
with at least one dependent child (34%). For a household consisting of two adults and one
child, the poverty risk drops from 60% (when both adults are inactive) to 13% when one
person isin fulltime employment and to 6% when both are in employment.

One cause for concern is that, according to national data, the at-poverty-risk has been steadily
increasing between 2000 and 2006. However, the trend came to an end in 2007. While these
figures show that the recent progress in terms of growth and jobs has had a significant impact
on poverty, the question is of how poverty will develop in a context of negative growth.

The impact of social transfers in fighting poverty is sizeable. These transfers reduce the
poverty-risk from 25% to 15%. For children, they have the risk from 30% to 14%. The net
income of social assistance recipients amounts on average to 90% of the poverty threshold in
the case of a single household, to 120% in the case of a lone parent with 2 children and to
110% in the case of a couple with 2 children.

Unemployment among persons that do not have German citizenship decreased by 12.8% from
December 2006 to December 2007.

The early school-leaving rate is dlightly under the EU average, but still far from the 2010
target of 10%. It declined from 14.9% in 2000 to 12.7% in 2007. The rate of low reading
achievers also decreased from 22.6% in 2000 to 20% in 2006.” The inclusion of immigrants
and their children remains a challenge.

3.2. Progress on the priorities set in the 2006-2008 National Strategy Report
(NAPIncls) and the challengesidentified in the 2007 Joint report

Germany has achieved good progress in terms of ensuring that the labour market reforms
support the long-term unemployed and people furthest from the labour market. It has
furthermore adopted a large number of measures to support specific target groups, such as
younger people or older workers. However, the situation of low-skilled workers remains
unsatisfactory.

Germany has started to address the challenge of breaking the inter-generational transmission
of poverty as well as ensuring the active socia inclusion of persons with a migration
background. Children and young people are a clear priority for Germany, with strategies
being developed to overcome issues such as child poverty, early school-leaving and youth
unemployment. However, agreeing a consistent policy among the various actors remains a
challenge. The socia inclusion of young persons with a migration background needs to be
improved. Furthermore, the strong relationship between educational achievement and social
background has to be addressed.

3.3. Key challengesand priorities

The key challenges and priorities are largely those identified in the 2006-2008 NSR. A
cornerstone of the overall strategy is labour market reform, which aims to reduce
unemployment and increase employment.

German National Strategy Report, p. 50; source: OECD (Pisa-study)
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Besides vulnerable groups such as the long-term unemployed, the 2008-2010 NSR focuses on
(1) people facing multiple obstacles to (re)entering the labour market and improving their
education and training opportunities; (2) the integration of migrants within economic and
socia life; (3) the fight against poverty among families and children, in particular the
transmission of poverty, through improved access to education and (4) the disabled.

34. Policy measures

Germany has set up or strengthened existing measures to provide targeted support to
vulnerable groups. Many are linked to the labour market, such as a number of new wage
subsidies: ‘JobPerspektive’, for people facing multiple problems on the labour market;
‘Kommunal-Kombi’, to support the long-term unemployed; measures for young people
(Qualifizierungszuschuss and Eingliederungszuschuss). One programme has been set up to
help prepare for vocationa training (Einstiegsgqualifizierung). The government has also
launched an initiative aiming to create 100 000 additional places for apprenticeships by 2010
(‘Jugend — Ausbildung und Arbeit’), which is supported by a new subsidy for employers
(Ausbildungsbonus). ‘ Perspektive 50plus’, which aims to support older workers among the
long-term unemployed, is being continued.

To facilitate the integration of disabled people within the labour market, the government has
launched the programme ‘job — Jobs ohne Barrieren’ (co-financed by the ESF).
Furthermore, the programme ‘Job4000" will run until 2013 with the aim of creating 4 000
new jobs for people with severe disabilities.

In January 2007 the government introduced a new parental benefit (Elterngeld), following the
child allowance (Kinderzuschlag) in 2005, for low-wage earners. A new law was adopted in
September 2008. Child care facilities will be increased by 2013 to cater for 35% of all
children below 3.%° In October 2008, the government approved a bill to increase child tax
allowance from 1 January 2009 (Kinderfreibetrag).

These measures also form part of a wider strategy to improve education: in January 2008 the
government adopted an initiative to improve skills, qualifications and education
(Qualifizierungsinitative). It comprises a number of measures ranging from supporting life-
long learning to vocational re-training, such as the 1ZBB programme (Zukunft Bildung und
Betreuung), which is investing €4bn in all-day-schools over the period 2003-2009 to give
targeted support to pupils facing particular difficulties. Another programme launched in 2008
helps young people to acquire a forma vocational qualification (‘Perspektive
Berufsabschluss').

The NSR highlights the importance of the "national plan for integration”, aso from inclusion
perspective. The plan contains 400 measures to support persons with a migration background.
One key element isto promote proficiency in German.

3.5. Governance

The NSR was drafted in cooperation with the regions (Lander), the socia partners and key
stake-holders. In 2001, the * Permanent Council of Advisors for Socia Integration’ was set up
to assist in drawing up the National Action Plans. Furthermore, the government has continued
the dialogue with relevant stakeholders through a series of seminars (‘ Forteil’).

2 The actual coverage varies between the regions; in average, the coverage was 22.7% in 2007.
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4, PENSIONS
4.1. Key trends

The German pension system continues to rely to a large extent on its statutory pension
scheme. It is a general pay-as-you-go, earnings-related scheme that covers about 80% of
employed persons. Mgjor reforms have been implemented since 1992 which (1) revise the
pension adjustment formula (in particular the ‘sustainability factor’, which is geared to
changes in the ratio between contribution payers and pension recipients), (2) increase
gradually the retirement age, with actuarial reductions in the case of retirement before that age
and (3) introduce mechanisms to take into account child care. Some of these reforms, in
particular the modification of the pension formula, will lead to lower pension levels in the
socia pension insurance scheme.

To offset this reduction, a new state-subsidised, fully funded voluntary direct-contribution
scheme (‘Riester-Rente’) was set up in 2002. This is a privately managed capital-funded
scheme. The contributions are strongly state-supported. The scheme is supported by bonuses
(independent of wages) and by the fact that contributions are tax deductible. As bonuses are
independent of wages, the support for low-income groups is rather strong. In addition, a
specia child bonus makes the Riester-Rente particularly attractive to those who have children.

In 2006 it was decided to increase the pensionable age from the current 65 to 67 in 2029. The
increase will be phased in gradually, starting in 2012, the first generation to be affected being
those born in 1947. Early exit paths are being closed with afairly short transition period.

In 2008, the government decided to suspend a certain part of the pension adjustment formula -
the so called ‘Riester-Treppe - for 2008 and 2009. When indexing statutory pensions, the
Riester-Treppe takes into account employees' increasing expenditure for their supplementary
old-age provision. Thus, its suspension alows for a higher increase in pension benefits. Under
the formula, the pension adjustment would have amounted to 0.46% in 2008. The actual
increase was 1.1%. However, the suspension in 2008 and 2009 will be made up from 2012.
Thisimplies that pension adjustmentsin 2012 and 2013 will be lower.

At present, the level of pension expenditure is high but decreasing: according to ESSPROS
data, pension expenditure was 13.4% of GDP in 2003 but 12.2% in 2006 (EU27 average:
11.9%). The reason is that the share of expenditure on early retirement, invalidity and
survivors' pensions decreased. In January 2007, the contribution rate for the statutory pension
scheme was increased from 19.5% to 19.9%.

The high level of overal expenditure corresponds to the good income position of older
people: in 2007, the relative median income of people aged above 65 in relation to the age
group 0 — 64 amounted to 86% (89% for men and 84% for women) — compared with the
EU25 average of 84% (87% for men/82% for women). It is also reflected in the figure for the
poverty risk for men (14%) which is one percentage point below the average for all age
groups and 2 percentage points below the European average for the poverty risk among older
men. The poverty rate for older women in Germany (20%) is higher than for older men but 2
percentage points lower than the European average. The aggregate replacement rate was 45%
in 2007, for men 47% and for women 48% (EU25 average: 49%).
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4.2. Key challengesand priorities

The challenge posed by demographic developments persists: the population aged between 20
and 64 is expected to decrease by 9.6 million by 2050. The number of people older than 64 is
expected to increase by 7.6 million, while their life expectancy also continues to increase. As
a result, the old-age dependency ratio — 27.8 in 2005 — is expected to increase to 56.4 by
2050. The pension dependency ratio was 74 in 2004, but is projected to increase to 98 by
2030 and to 117 in 2050.

The various pension reforms represent a balanced policy response in terms of sustainability
and adequacy: the projected increase of 1.7 percentage points of GDP by 2050 is a fairly
limited increase when compared with other European countries (public pension expenditure is
projected to increase to 13.1% of GDP by 2050, as against 11.4% in 2004) — abeit at a high
level. The theoretical replacement rate for the statutory scheme is projected to decrease by 9
percentage points, but this reduction is expected to be offset by the new voluntary scheme.
Taking into account the effect of taxation in the future, the theoretical replacement rate in
2046 is forecast to be one percentage point higher than in 2006.

Germany has addressed the challenges identified in the 2007 Joint Report. Good progress has
been made with a view to achieving longer working lives, participation in supplementary
pensions has been further strengthened and its take-up has accelerated in recent years.

However, there is a risk that the high unemployment rates and high share of long-term
unemployed among present cohorts of contributors will lead to low entitlements for a
significant part of future pensioners and to a higher rates of old-age poverty.

The “Riester-pension” is likely to offset the decreasing replacement levels to some extent.
The coverage of the "Riester-pension” and of the occupational schemes has been increasing
continuously and, therefore, the German government is confident that both will ultimately
play their role to ensure adequacy. However, the new scheme remains voluntary and therefore
the further devel opment should be monitored.

Concerns about maintaining the purchasing power of benefits may generate arguments for
increasing pensions more quickly than the adjustment formula would allow. If such concerns
continue to be met through ad hoc interventions in the way the formula operates, the
credibility of the formulaand itsrole in ensuring financial sustainability may be undermined.

In conclusion, the German pension system is a financially stable system that provides a high
replacement ratio. It is rather successful in fighting old-age poverty, in particular in Eastern
Germany. Periodic review mechanisms are in place for close monitoring of adequacy and
financial sustainability as well asthe reliable operation of schemes.

4.3. Mor e peoplein work and working longer

The general employment rate was 69.4 in 2007 and is likely to have reached the Lisbon target
in 2008. The employment rate for older workers has been increasing steadily for a couple of
years: while it amounted to 37.7% in 1998, it rose to 45.4% in 2005 and 51.5% in 2007, thus
reaching the Lisbon target. The government now aims to attain an employment rate of 55% in
2010. The effective labour market exit age in 2007 was 62 years (EU27: 61.2 years),
compared with 60.6 yearsin 2000. Paths to early retirement are in the process of being closed.
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The decision to increase the pensionable age contributes to ensuring financial sustainability
and sends an important signal to workers and employers. Older workers will have to stay
longer on the labour market to earn full pension entitlements. The government has taken
measures to improve the situation and prospects of older workers (aged 55 — 64) on the labour
market but the issue warrants continued attention. For people with low income and shorter
careers the incentives to work longer will also depend on the future role of minimum income
provision (Grundsicherung, cf. 4.5 below).

4.4. Privately managed pension provision

Occupational pensions of the book reserve type have been prevalent in the private sector for
years. Recently developments and public discussion have centred on the new voluntary
scheme introduced in 2002. The number of contracts for a "Riester-Rente" rose from 6.2
million in 2006, to 11 million in March 2008. So far little is known about the benefit levels of
supplementary (occupational and private) pensions. However, projections suggest that the
pension level — when taking into account social contributions but not taxation — will remain
stable in the long run. Whether disposable income from this supplementary scheme will be
able to compensate for the decline in benefit levelsin the PAY G scheme remains to be seen.

45, Minimum income provision for older people

The German pension system does not provide a minimum pension (i.e. a benefit financed by
pension insurance). In 2003 a tax-financed and means-tested allowance (‘ Grundsicherung im
Alter’) was introduced as a form of socia assistance benefit for older persons with insufficient
pension entitlements; it is currently drawn by only 2% of the population above 65.

However, future pension generations will find it more difficult to build up pension
entitltements above the level of socia assistance. For those with below-average earnings
during working life, an even larger number of contributory years will be required to receive a
pension above the social assistance level. In view of the labour market situation in the recent
past (long spells of unemployment) and the higher age of retirement, the at-risk-of-poverty
rate may well increase in the future and the Grundsicherung may therefore gain a bigger role.

4.6. Infor mation and transparency

Germany has set up a comprehensive monitoring and reporting system that can be expected to
achieve the necessary transparency (e.g.: annual report presented by the government on the
financial prospects for the next 15 years, assessment of this report by the experts of the
‘Social Council’; a second report on old-age security to be published during every
government term). When the reports show that the contribution rate needed for the desired
replacement rate approaches certain thresholds, the government is obliged to submit a bill
with counter-measures to parliament.

Information is also provided to individuals: every insured person above 27 years receives
information every year on the projected amount of their future pension. Furthermore, a new
initiative was launched in 2007: advisors working for the statutory insurance scheme inform
citizens about old-age provision in adult education sessions (VVolkshochschulen).
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5. HEALTH AND LONG-TERM CARE
5.1. Healthcare
5.1.1. Health status and description of the system

The health care system is characterised by federalism and delegation to self-administered non-
governmental bodies, which are the main actors in the system of social insurance: the health
funds (HF) and their association on the purchaser side, and the physicians' and dentists
associations on the provider side. Hospitals are, on the other hand, represented by private-law
organisations. The Ministry of Health proposes heath legislation, supervises the non-
governmental bodies and performs various functionsin the field of licensing and supervision.

The hedlth care system underwent major reforms in 2004 and 2007. The second reform
entered into force on 1 April 2007 and has largely been implemented. It aims to: (1) ensure
that every citizen has access to the system; (2) improve quality; (3) increase efficiency
through higher transparency and more intensive competition; (4) extend the ability of insured
persons to choose between different tariffs; (5) cut red tape, and (6) introduce a new financing
mix.

The reform comprises a broad range of measures, including:

— Increasing competition within the statutory scheme by allowing contracts to be concluded
between health funds and service providers and by introducing the possibility for insured
person to choose between tariffs;

— Introducing a single contribution rate and a new health care fund (Gesundheitsfonds),
which starts operating in January 2009, with an annually increasing contribution from the
general budget to the new fund until 2016;

— Changing the overall structure of the system by introducing the possibility to merge health
funds and allow them to become insolvent;

— Overhauling the remuneration system for doctors,

— Obliging private health insurance schemes to offer a ‘basic tariff’ (from January 2009
onwards) and making old-age reserves partly portable.

While the German health care system performs well in terms of access and quality, the level
of expenditure is very high. The recent reform sets out to address, among other things, the
efficiency of the system and its long-term sustainability; it aims to equalise differences in the
distribution of financial burdens by introducing a uniform contribution rate. However, it is
uncertain whether these aims will be met. In particular, it needs to be monitored whether the
new fund will contribute to increasing efficiency, containing costs and avoiding risk selection.

5.1.2. Accessihility

89.6% of the population belong to the statutory health insurance scheme (SHI) and 10.2%
have private health insurance (PHI). In the first quarter of 2007, 0.3% of legal residents were
not insured. The 2007 reform introduced a legal responsibility to have an insurance policy,
starting from 1 April 2007 for people formerly insured in social health insurance and from 1
January 2009 for people who were formerly privately insured. All those who have lost their
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private insurance can apply to be affiliated, on the basis of the basic tariff, to any private
insurance scheme.

In comparison to other countries, the level of co-paymentsislow (and generally limited to 2%
of annual household income and to 1% for chronically ill persons).

Although the ratio of practising physicians per 1000 inhabitants is relatively high (3.5 vs. an
OECD average of 3.1), problems have been reported concerning the geographical distribution
of physicians, especially general practitioners in the new Lander and some rural areas. The
2008-2010 NSR addresses the issue by referring to a number of measures taken, without
indicating the progress made. It needs to be monitored whether these measures are effective
and sufficient.

5.1.3. Quality

The quality of health care has a high priority in Germany. Care providers, for instance, are
legally obliged to implement quality management systems. Moreover, physicians are obliged
to pursue continuing medical education. The Institute for Quality and Efficiency (IQWiG),
which was established in 2004, performs health technology assessments for drugs and
procedures. In addition, many hospitals acquire quality certificates on a voluntary basis to
prove that they meet specific quality standards.

The Joint Federa Committee (Gemeinsamer Bundesausschuss) decided in May 2007 to
extend quality management in hospitals. The 2007 reform has strengthened quality control
mechanisms by giving the Joint Committee a more robust mandate.

The electronic health insurance card — seen as another tool to ensure quality — has entered
its pilot phase (it is currently being tested in seven Lander). However, the NSR does not state
when the card will be in usein the entire country.

5.1.4. Sustainability

Spending on health care in Germany is rather high: according to OECD Health Data 2008,
Germany spent 10.6% of its 2006 GDP on health, following a steadily increasing trend (in
1990 it amounted to 8.3% of GDP). This was the fourth highest rate among OECD members
and the second highest within the EU. Total health expenditure per capita is $3371 on a
purchasing power parity basis. Thiswas only the 10th highest rate among OECD members.

The bulk of total health care expenditure comes from the public sector (almost 76.9% in
2006), but the trend is decreasing: in 1992 it amounted to 81.5%. Public expenditure on health
care amounted to 6% of GDP in 2004 (EU25: 6.4%) and is projected to reach 6.9% in 2030
and 7.2% in 2050, which would still be below the EU25 average (7.9%). The increase of 1.2
percentage points will also be below average (EU25: 1.6).

The recent reform introduced considerable changes to the financing system. Beginning in
2009, a uniform contribution rate will enter into force. Contributions will be centrally pooled
in the new national heath fund (Gesundheitsfonds), which will allocate resources to each
health fund based on a risk-adjusted capitation formula. The new capitation formula will, in
addition to gender and age, take into account morbidity from up to 80 chronic and/or serious
illnesses.
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Like other countries, Germany might face along-term risk in terms of human resources in the
health-care sector. By 2012 more than 40 000 doctors”” will retire. However, the number of
practicing physicians in Germany is well above the OECD average and growing each year.
Furthermore, the attractiveness of the profession among studentsis still very high.

5.2. Long-term care
5.2.1. Description of the system

Social long-term care insurance was introduced in 1995. It is mandatory, covering the risk of
needing permanent help, care and support, and comprises public and private schemes. The
benefits in both schemes are the same. The level of grantsis based on the degree of need for
care, which is assessed by the Medical Board of the health insurance funds — irrespective of
age, income or wealth. The insurance has been designed in such a way that it covers a large
part of the costs linked to long-term care, but not all.

The system underwent a reform on 1 July 2008 to improve and extend, among other things,
the benefits offered while increasing the contribution rate by 0.25 percentage points to 1.95%.

5.2.2. Accessihility

The entire population is covered by either the statutory scheme or a private scheme. The
individual regions (L&nder) can decide to establish long-term care centres
(Pflegestiitzpunkte)”®. The task of these centres is to improve the networking and interaction
between local services (including services for the elderly and social welfare agencies etc)
under one common roof, and especially to inform patients and their relatives in health and
care matters. They must be independent and offer comprehensive counselling. They should be
local and easily accessible.

As pointed out in the 2007 Joint Report, there is a debate in Germany on how to ensure access
in the future, including specific contributions that long-term care insurance can or should
make towards the total cost of care, notably in cases of intensive care needs.

5.2.3. Quality

Although the quality of care has steadily improved in recent years, findings of quality control
reports still show that improvements are necessary in many respects. The government
acknowledges the need to further strengthen and diversify measuresin thisfield.

Different measures have been taken to strengthen quality: an important innovation under the
Long-term Care Development Act is the expansion of quality assurance. The approved care
institutions are obliged to take measures to maintain their quality and implement a quality
management regime. The development and implementation of National Care Standards has
become obligatory by law. In addition, outpatient and inpatient care facilities will be audited
every year without prior notice. The quality performance of care facilities and the results of
the external auditing carried out by the Medical Board of Health Insurance funds will be
accessible to the public from 2009 onwards. In addition, the professional regulations have
been changed to improve training in the care professions.

27
28

Estimate by the Kassenérztliche Bundesvereinigung.
Cf § 92 c of the Long-term Care Development Act (Pflege-Weiter entwicklungsgesetz).
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5.24. Long-term sustainability

Long-term care insurance is financed through social security contributions. Their rate was
increased on 1 July 2008 from 1.7% to 1.95%. According to the NSR, this is sufficient to
finance the system, in view of the demographic development, until 2015. The NSR |leaves the
guestion open as to how the government intends to address long-term sustainability. However,
it refers to an estimate by official advisors to the government (Sachverstandigenrat) according
to which the contribution rate will amount to 2.5% in 2050. The recent reform has not
addressed concerns regarding the long-term financial sustainability of the system, for
example, through the introduction of supplementary funded elements as referred to in the
2006 — 2008 NSR.” The task remains to present a concept to ensure the long-term
sustainability of the long-term care system.

CHALLENGESAHEAD

To ensure effective support for the long-term unemployed and people furthest from the
labour market, in particular the low-skilled, low-wage earners and persons with a migration
background, in an increasingly difficult economic context.

To break the inter-generational transmission of poverty by increasing educational
opportunities at al levelsfor disadvantaged groups.

To ensure the adequacy and the long-term sustainability of pensions, notably by continuing
to promote the participation in supplementary pension provision while reviewing whether
progress made is sufficient and allowing the pension adjustment formulato play itsrole.

To monitor the effect of the recent health care reform with a view to financial sustainability
and, if necessary, to take further measures to keep expenditure growth under control and
strengthen efficiency in the health sector.

To monitor the effectiveness of the measures taken to address the geographical distribution
of physicians and, if necessary, to take further measures to address the issue.

To further improve the quality of care delivered in the long-term care sector while
developing a concept to ensure the long-term sustainability of the system.

29

National Strategy Report 2006 — 2008, chapter 4.3.4.
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7.

TABLE WITH PRIMARY AND CONTEXTUAL INDICATORS

1. Employment and growth

o] o Employment rate = Unemployment rate
g GDP g (% of 15-64 population) g (% of labour force)
5 gronth | GDP per 5 15-64 5 15+ 15-24
w rate* | capita** w Total Male Female 1524 | s5-64 W Total | Mae | Female
2000 32 1185 2000 65,6 72,9 58,1 46,1 37,6 2000 72 6,0 8,7 85
2005 0,8 116,9 2005p 66,0 71,3 60,6 42,2 454 2005p 10,7 11,3 10,1 155
2008f 13 112,4 2007 69,4 74,7 64,0 45,3 51,5 2007 8,4 8,5 83 11,9
* Growth rate of GDP at constant prices (2000) - year to year % change; ** GDP per capita in PPS (EU27=100); f: forecast
2. Demography and health
Healthy life Infant
] expectancy at birth aliy | A o [ outof- 1 Q Unmet
g Lifeexpectancyat | Lifeexpectancyat | (2003insteadof | Mo o' g (@] Public | pocket 7 | needfor
5 birth 65 2006) rate (2007 = I(JDJ Total | health |payments| 2 health
i} instead of health exp| Exp % of | % of i |care%of
Male Female Male Female Male Female 2006) %GDP | THE* THE pop
1995 733 79,7 14,7 18,5 60,0 64,3 53 1995 10,1 81,6 9,7 -
2000 751 81,2 15,7 194 63,2 64,6 44 2000 10,3 79,7 11,2 2005 na
2006 77,2 82,4 17,2 20,5 65,0 64,7 38 2006 10,6 76,9 13,2 2006 na
S. Eurostat estimate; p: provisional

3. Expenditure and sustainability

*THE: Total Health Expenditures

|SociaJ protection expenditure (Esspros) - by function, % of total benefits

Age-related projection of expenditure (AWG)

g ) (2008) Expepditure (% of GDP)
g T 2 |og age Level in 2004 and changes
3 otal < .
S |expenditure| Oldage | Sickness Family | Housing ¢y |depende| Total | Public Long-
Ll * (% of and and health | Unemploy and and social & ncy ratio| social |pension| Health | term
GDP) survivors care ment children | exclusion | Disability Eurostat | expend. S care | care**
1995 28,3 42,7 30,9 8,8 8,2 1,9 74 2004] 30,3 237 11,4 6,0 1,0
2000 29,3 433 29,5 79 11,3 1,7 6,5 20101 31,2 -1,2 -0,9 0,3 0,0
2006 28,7 44,3 29,1 6,3 111 3,0 6,2 2030] 46,2 -1,0 0,9 0,9 0,4
*: including administrative costs; **: under the assumption that benefitsare adjusted inl| ~ 2050] 56,4 2,7 17 12 10
4. Social inclusion and pensions adeguacy (Eurostat)
Income Anchored at-risk of
At-risk-of-poverty rate** Poverty risk gap inequalities poverty
siLc Children Children Total - fixed
2007 Total 0-17 18-64 65+ Total 0-17 18-64 65+ S80/S20 2005 threshold
Total 15p 14p 15p 17p 24p 21p 26p 19p 5p 2005 12b
male 14p 14p 14p 25p - 28p 19p - 2006 15
femal 16p 16p 20p 23p - 24p 19p 2007 14p
People living in jobless households Long Term unemployment rate Early school-leavers
Children % of people aged 18-59* % of people aged 15-64 % of people aged 18-24
Total Total Male Female Total Mae | Female| Total Mae | Femae
2001 8.9 9.7 8.9 10.5 2000 3.7 3 4.6 2000 14.9 146 15.2
2004 10.9 11.1 10.8 11.4 2004 54 4.8 6.1 2004 121 122 11.9
2007 9.6 9.5 9.1 9.9 2007 4.7 48 4.7 2007] 12.7 13.4 11.9
*: excluding students; **: Provisional data. Comparability with previous years are limited.; i: change in methodology; b: break in series
SILC 2007 Tota Male | Female SILC 2007 Total | Mae | Femae
Relative income of 65+ 0.86p 0.89 0.84 0.45p 0.47p 0.48p
Change in theoretical replacement rates (2006-2046) - source | SG
Change in TRR in percentage points (2006-2046) Assumptions
Net Gross replacement rate Coverage rate (%) Contribution rates
Typeof | Occup. & Type of pensions pensions
Statutory | statutory | voluntary suppl. Statutory | Occupational and | (or Social| Estimate of current | Assumpti
Total Total pensions | scheme* | pensions | scheme** pensions | voluntary pensions | Security) (2002) on
1 2 -9 DB 11 DC NA 70 195 NA 4

* (DB: Defined Benefits; NDC: Notional Defined Contributions; DC: Defined Contributions); ** (DB/DC)
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Estonia

1. SITUATION AND KEY TRENDS

In 2007, GDP growth in Estonia remained high, reaching 6.3% (2006: 10.4%, EU: 2.9%).
GDP per capita rose to 68% of the EU average. At the same time, inflation was almost twice
as high as the EU average (EE: 6.7%, EU: 2.3%). However, recent developments show signs
of recession. According to European Commission interim forecast of January 2009 the GDB
growth is predicted to be -2.4% and inflation 10.6% in 2008.

The employment rate rose to 69.4% (EU: 65.4%) in 2007 and improvements were recorded
both for young people (34.5%) and older workers (60%). The employment rate for both
women (65.9%) and men (73.2%) was above the EU average with the exception of youth
employment. The unemployment rate was 4.7% in 2007 (5.4% for men and 3.9% for women),
which islower than the EU average of 7.1% (6.6% for men and 7.8% for women). In the light
of recent economic developments, the unemployment rate is expected to grow to 7% and the
employment rate to fall by 2.5 percentage points by 2009, according to the Bank of Estonia’s
autumn forecast. Youth unemployment dropped to 10% and long-term unemployment
decreased to 2.3% in 2007.

The ethnic minorities constitute aimost 31% of the Estonian population, half of them holding
Estonian citizenship. The unemployment rate for non-Estonians was approximately twice as
high as for Estonians in 2007, and the difference for long-term unemployment was even
higher. This fact has a strong correlation with regional disparities, unemployment being
higher in the north-east of Estonia, where the percentage of non-Estonians is the highest. The
main economic sectors in this region are basic and textile industries, which have suffered
worst from difficult economic and financial circumstances.

The gender pay gap was very high at 25% in 2005, compared with the EU average of 15%.
Women traditionally dominate in fields of activity and professions that are not very highly
valued in society (for instance in education as kindergarten or primary teachers or in the
welfare services as social workers).

Against a background of strong economic performance and improvement in the labour
market, the at-risk-of-poverty rate increased to 19% in 2007, increasing 1 percentage point
from 2006. In 2007, the at-risk-of-poverty rate was 18% for children and 33% for the elderly
(compared with 20% in 2005).

The Estonian population is one of the fastest declining populations in Europe despite the rise
in birth rates (1.64 in 2007). In 2006, life expectancy at birth was 67.4 years for men (13.2
years remaining life expectancy at 65) and 78.6 for women (18.3 years remaining life
expectancy at 65). Healthy life years at birth were 49.4 for men and 53.7 for women. Despite
positive trends in recent years, the indicators are still among the lowest in the EU. The old-age
dependency ratio increased to 25.1% in 2007 and is projected to be 34.42% by 2030. Infant
mortality is still high and increased to 5% in 2007.

In 2006, gross socia protection expenditure decreased to 12.4% of GDP and is expected to
fall by 0.6 percentage points over the period 2004-2010 and by 2.7 percentage points from
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2004 to 2050, athough the projections do not include long-term care®®. Social protection
expenditure is one of the lowest the EU (EU25: 27%™).

2. OVERALL STRATEGIC APPROACH

Estonia's overal overarching objective is rapid, sustainable and socially and regionally
balanced economic development. The key areas for enhancing socia protection and social
inclusion are competitive education, participation in work life and good health. The social
protection system should be designed to provide adequate support to cover social risks. The
integrated approach to delivering benefits and services for people in need ensures the
accessibility and quality of the help needed. The NSR consolidates the objectives and planned
actions from strategic documents in different fields.

The main strategic areas in 2008-2010 are as follows: increasing employment; preventing
long-term unemployment and inactivity; supporting families with children to avoid or
eliminate poverty and socia exclusion; supporting the active participation of the disabled and
older persons; increasing the efficiency of social protection and providing incentives and
services to support working, independent coping and participation in social life; creating equal
opportunities for acquiring quality education in accordance with abilities; improving health
indicators and extending quality lifetime; improving the quality and availability of medical
and nursing care.

The goals of the NSR for social protection and socia inclusion are in line with the Lisbon and
Sustainable Development Strategies. Both strategies support improving the skills of the labour
force, increasing the flexibility of the labour market and improving the quality of working
life. NSR activities are financed under the State Budget Strategy for 2009-2012 and the
National Strategic Reference Framework for the use of the Structural Funds for 2007-2013.
For many social inclusion measures, use is made of programmes co-financed by the ESF
(increase in qualified labour force, development of career systems etc).

For the preparation of the report, a steering committee was set up with representatives of
ministries, major non-profit associations and European umbrella organisations. The report has
been approved by the government.

3. SOCIAL INCLUSION
3.1 Key trends

In 2007, the at-risk-of-poverty rate was 19% (17% for men and 22% for women), and has
increased one percentage point compared to 2006. The rate was 18% for children and 33% for
the elderly, with 21% of men and 39% of women aged 65 or more. Thus the rate for elderly is
much higher than for the rest of the population. The most vulnerable are single parents, the
unemployed and those above 65 years of age living in one-person households, especially
women. In 2007, the relative median at-risk-of-poverty gap was at 20%, lower that the EU

%0 Source: ‘The impact of ageing on public expenditure: projections for the EU25 Member States on

pensions, health care, long-term care, education and unemployment transfers (2004-2050)' Report
prepared by the Economic Policy Committee and the European Commission.

sl Provisional value.
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average. Socia transfers (excluding pensions) decreased poverty by 6 percentage points. For
children and the elderly, socia transfers reduced the at-risk-of-poverty rate by 10 and 3
percentage points, respectively. The share of children living in jobless households increased
dightly in 2007 to 7.2% (6.9% in 2006) while the proportion of adults (18-59 years old)
decreased to 6.0%, by 0.6 percentage points from 2006. The in-work poverty rate was the
same as the EU25 average, 8% in 2006 (6% for men and 9% for women) and remained the
same in 2007. The number of early school-leavers increased to 14.3% in 2007 while youth
educational attainment (80.9%) was higher than the EU average (78.1%).

3.2. Progress on the priorities set in the 2006-2008 National Strategy Report
(NAPIncls) and the challenges identified in the 2007 Joint report

For the prevention and alleviation of long-term unemployment and exclusion from the labour
market, the new Employment Services and Benefits Act (which entered into force in January
2006) emphasised the importance of an individual and needs-based approach in employment
services to ensure a more effective labour market policy. Attention was given to improving
administrative capacity and promoting the services of the Labour Market Board among the
inactive in order to increase employment rates. Active employment measures were made more
attractive by providing access to heath insurance and increasing the daily unemployment
allowance rate to €2.1. Long-term unemployment decreased from 5% in 2004 to 2.3% in 2007
and activity rates increased by 2.7 percentage points during the same period. As a new
initiative, state funding has been introduced for in-service training of the workforce in
accordance with the principles of lifelong learning, as an important element of in-work
support. The level of lifelong learning has increased dlightly to 7% but is still below the EU
average of 9.5%. The purpose of the new Employment Contracts Act is to make the labour
market more flexible while maintaining the security of employees, as only 8.2% are employed
part-time. The registration of all so-called ‘ near-accidents should improve occupationa heath
and accident prevention.

For the prevention and alleviation of poverty and the social exclusion of families with
children, the duration of parental benefit was extended to 575 days, while severd
amendments to the ‘ State Family Benefits Act’ introduced or increased various benefits for
families with children and for foster care. The at-risk-of-poverty rate for children decreased
by 1 percentage points between 2005 and 2006. The conditions for the payment of disability
allowances were changed in accordance with the severity of a disability by the new Socia
Benefits for Disabled Persons Act, while for compensation for additional work-related costs
was introduced to increase the employment rate of the disabled.

3.3. Key challengesand priorities

In view of the social situation in Estonia, the four policy objectives chosen to address poverty
and social exclusion carry forward and extend the priorities selected in the 2006-2008 NSR
and the challenges identified in 2007 Joint Report on SPSI by devoting attention to children,
the disabled and the elderly.

The approach is sufficiently multi-dimensional, with quite a good balance between existing
and new policy measures and also between prevention and alleviation. In contrast, the gender
dimension has not been adequately taken into account — the gender pay gap (which is one of
the highest in the EU) and the high share of single women among the elderly. Insufficient
attention is given to the ethnic aspect of social inclusion and regional differences.
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3.4. Policy measures
For the period 2008-2010 four priorities have been set:

Prevention of long-term unemployment and inactivity and bringing the unemployed and
inactive people into employment. The focus is on the situation in the labour market: extending
the target group of active employment services to include the inactive population;
development of the career services system; facilitating labour market entry for persons
released from custodial institutions; training of the unemployed to become home and
community care workers; the purchase of nursing care services, support for active
employment measures and their testing; and increasing awareness of flexible forms of work.
While adequate income support (increase in unemployment allowance, access to health
insurance) was emphasised in the previous period, the 2008-2010 NSR focuses on a
combination of active employment measures with access to services. Nevertheless, no specia
attention is given to ethnic minorities. (Regardiess of the measures, the unemployment rate is
projected to increase).

Targets for 2010: Employment rate — 70% (2007: 69.4%); unemployment rate — 5.5%
(2007: 4.7%); long-term unemployment rate — 2% (2007: 2.3%); activity rate — 73.8%
(2007: 72.9%); employment rate of older people — 63.5% (2007: 60%); employment rate of
women — 68.3% (2007: 65.9%).

Prevention and alleviation of poverty and social exclusion in families with children. As the
family and child benefit system is now established, the main measures focus on the
development of services to support families raising children and help bring parents to the
labour market through: the advancement of parental education; support for parents and
provision of welfare services based on need; providing equal opportunities for obtaining
quality education; support for the participation of parents in the labour market; and carrying
out surveys and analyses concerning children.

Targets for 2010: Share of children aged 0-15 living below the absolute poverty line — 6.2%
(2007: 9.4%); share of children aged 0-15 living below the relative poverty line — 16.8%
(2007: 18%); share of households with children on subsistence benefit — 30.1% (2007: 32%);
number of children without parental care and in need of assistance (registered for the first
time, per 10 000) — 54 children aged 0-17 per year (2007: 60); average number of children
per child protection official — 1350 (2007: 1630); young people who are not learning, have
acquired only basic education or have a lower education level — 10% (2007: 14.6%); share of
15-year-old children with low reading skills — 20% reduction (2007: 13.7%); employment
gap of parents with small children — 35% (2006: 38.5%).

Supporting the active participation of the disabled in social and working life. Active inclusion
of the disabled is an important challenge for Estonia. The main measures to improve self-
realisation and independence of the disabled include: development of services to support the
rehabilitation and independent coping of disabled persons,; providing income support and
employment opportunities for disabled persons; promoting the education of disabled persons;
and conducting surveys and analyses on disabled persons. On the other hand, the socia
economy, social enterprises or sheltered employment as a source of work for disabled people
are not mentioned.
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Targets for 2010: Employment rate of persons (age group 15-64) with restricted capacity for
work due to long-term illness — 38.5% (2006: 32.6%); disabled persons on 24-hour welfare
services as a percentage of all adults with disabilities — 6.2% (2007: 6.4%)

Prevention of the social exclusion of the elderly and supporting active and dignified aging.
Estonia has arelatively high share of elderly people and aso a high employment rate of older
people (55-64 years of age), but at the same time a high relative poverty rate among older
people, particularly women. The main measures planned in the NSR for the prevention of
social exclusion include: increasing employment opportunities for older people; developing a
network of care ingtitutions for the elderly; raising the qualifications of staff in the care
institutions for the elderly; and developing a sustainable financing system for the old-age care
system. However, the measures do not take adequate account of the gender dimension and
ethnic aspects. Despite these measures, the poverty rate of persons over 65 is projected to
increase.

Targets for 2010: Employment rate of older people — 63.5% (2007: 60%), health-related
restrictions on daily activities among persons aged 65 or above — 33% (2007: 35.1% of the
population over 65 years did not report any restrictions on their daily activities due to health
reasons); persons over 65 on 24-hour care services as a percentage of the total population of
the same age — 1.8% (2007: 1.72%); percentage of elderly people living under the absolute
poverty line— 3.7% (2007: 3.8%); at-risk-of-poverty rate for persons over 65 — 35% (2007:
33%); households with retired members on subsistence benefits as a percentage of al
households with retired members — 1.7% (2007: 2%).

3.5. Governance

For the preparation of the report, a steering committee was set up with representatives of
ministries, major non-profit associations and European umbrella organisations. There is no
evidence of debate in the media or politica discussions. Arrangements to ensure the
mobilisation and involvement of all relevant actors are in place, though insufficient attention
Is given to the involvement of people experiencing poverty.

Thematic roundtables and workshops of representatives of the government, local governments
and NGOs will ensure monitoring of the implementation of the new measures. Third-sector
organisations will be invited to participate. All ministries will be responsible for monitoring
and evaluation of their respective action plans with the Ministry of Socia Affairs, which is
responsible for the implementation of the report as a whole. In addition, every sector will be
responsible for the involvement of stakeholders. The arrangements to monitor and evaluate
the overall implementation of the inclusion part are in place and commonly agreed EU
indicators, supplemented by national indicators, have been identified for monitoring progress.

4, PENSIONS
4.1. Key trends

Since the previous reporting period no maor changes in the Estonian pension system have
been introduced. During 1999-2002 a pension reform took place, resulting in a statutory
PAY G defined-benefit pension scheme, a statutory mandatory funded defined-contribution
scheme and voluntary private pensions. The state PAY G system is financed from 20% (or
16% for members of the mandatory funded pillar) of the social tax, paid by employers, and is
moving from a flat-rate pension scheme to a more earnings-related scheme. The statutory
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defined-contribution system is financed from 4% of the social tax (paid by employers) and
2% of gross wages (paid by employees), and is mandatory for persons born in 1983 or later.
Those born before 1983 and in the labour market can join the second pillar on a voluntary
basis. The multi-pillar pension system is based on the requirement that income at pensionable
age should be drawn from several different sources with different legal, organisational and
funding principles. However, a closer relationship between pension, work and remuneration
poses a risk that people with lower incomes or short professional careers may not have
sufficient resources to ensure a decent subsistence at pensionable age. The large wage gap
between different groups (e.g. men and women) will ultimately trandate into an income gap
in retirement as well.

The pension reform provides for an increase in the statutory retirement age and its gradual
equalisation for men and women (to 63 years) by 2016. Currently, the retirement age is 60 for
women and 63 for men. There is a possibility for retirement 3 years earlier if the person has a
work record of at least 15 years, indicating a rather short average contributory period given
the demographic situation.

The average old-age pension was raised twice over the period 2000-2007 to €200 a month,
but is still rather low.

4.2. Key challengesand priorities

State pension insurance, which is partly financed by the central government, has been in
deficit over the previous years (except for 2007) and will remain so for the period 2008-2011.
The Government has put additional resources into the pension insurance reserves. Although
the reserves are fairly substantial, the financial sustainability of the Estonian pension
insurance system is weak, in view of the 2008 requirements. Likewise, the positive effect of
the mandatory funded pillar on the pension insurance balance will not be seen for decades. In
the meantime, the additional need for funds may amount to tens of billionsin EEK.

Pension expenditure in Estonia was 6.0% of GDP in 2006 (EU25: 12.0%). Public pension
expenditure is projected to decrease from 6.7% in 2004 to 4.2% in 2050, as a result of the
diversion of part of socia security pension contributions into privately funded schemes. Total
pension expenditure is projected to decrease from 6.7% of GDP in 2004 to 6.6% in 2050.

Under the new regulations, pension increases will be more in line with the increase in social
tax, as 20% of the value of the index is based on the annual increase in the consumer price
index and 80% on the annual increase in that part of social tax related to pension insurance,
instead of 50% previously. This change should increase pension adequacy without
jeopardising the sustainability of the system. The solidarity element in the state pension was
increased by increasing the proportion of the basic pension amount. Given the current gravity
of the economic situation in Estonia, the change could lead to a further deficit in the PAYG
System.

In 2007 the aggregate replacement ratio was 47% (40% for men and 57% for women).
According to projections of the theoretical replacement rates, an increase in net retirement
income as a ratio of work income at the point of retirement is expected by 11 percentage

%2 Provisional value.
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points between 2006 and 2046 for a worker retiring at age 65. This is due mostly to the
calculated rates of return on the statutory funded scheme, covering younger workers.

4.3. Mor e peoplein work and working longer

Generally, the financial incentives for working after retirement age are good in Estonia, as
pension can be drawn in combination with salary. As a result, Estonia' s indicators for the
employment of older people are higher than the EU average. The employment rate was 41.4%
for 6064 year-olds (EU: 28.1%) and 58.5% for 5564 year-olds in 2006 (EU: 43.6%). The
effective retirement age was 62.6 years (EU: 61.2), whereas life expectancy at birth was 67.4
years for men and 78.6 years for women.

At the same time, about half of pensioners retire before statutory retirement age by taking up
early retirement pension, special pensions and pensions under favourable conditions,
indicating a need to look further at early exit pathways for older workers.

Preventing the social exclusion of the elderly and supporting active and dignified ageing is
one of the priorities in the social inclusion part of the report, with measures for increasing
employment among older people and promoting flexible forms of work.

4.4. Privately managed pension provision

The compulsory funded defined-contribution scheme was introduced in 2002 by diverting a
proportion of contributions from the statutory PAY G scheme into private funds. The scheme
Is mandatory for those born from 1983, with the possibility for the others to opt in. Following
recent modifications, the investment limits for real estate and real estate funds have been
increased from 10% to 40% and for venture capital funds from 30% to 50%.

The first benefits will be paid as from 2009. The recently adopted legislation covers the
regulation of annuity contracts, programmed withdrawals, lump sum payments from pension
funds and stricter regulation of administration fees. The law also provides for an increase in
the equity investment limit for so-called ‘progressive’ (higher risk) pension funds from 50 to
75%, which increases therisk at atime of crisis on the financial markets.

Voluntary private pension schemes were introduced in 1998. Participation in such schemes
can take two different forms: pension insurance policies offered by licensed private insurance
companies or units of pension funds managed by private asset managers. However,
participation is low despite tax incentives (voluntary contributions are deductible from taxable
income) covering around 8% of labour force.

4.5, Minimum income provision for older people

The relative standard of living for older people decreased to 69% (72% for men and 68% for
women) in 2006 compared to 73% in 2003 for the general population. The relative income
share for those aged 65 and older was 69%, lower than the EU average (EU25: 85%) in 2005.
The risk of poverty for people aged 65 and older increased from 20% in 2005 to 33% in 2007
(36% before socia transfers), women having the highest risk. Over the period 2000 to 2007,
the share of persons over 65 with an income below the relative poverty line doubled, with a
particularly high increase during 2004-2006. The minimum pension (which is below the
poverty level) covers the minimum food basket, but has persistently been below the national
minimum cost of living aswell as the relative poverty line.
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4.6. Information and transparency

The transparency of the system is good, especially given the high levels of internet usage
among the public and the availability of most information and transactions via electronic
channels. The report contains no specific information on the role of social partners and other
stakehol ders regarding pensions and how they are involved in the decision-making process.

5. HEALTH AND LONG-TERM CARE
5.1. Healthcare
5.1.1. Health status and description of the system

The Estonian Health Insurance Fund (EHIF) purchases and reimburses care for about 96% of
the population, based on residence and group membership (e.g. the unemployed, children,
pensioners, full-time carers). Provision is decentralised and mostly public. Residents register
with primary health care (PHC) doctors, who play a gate-keeping role for speciaist and
hospital care. Specialist care is provided in health centres, hospital out-patient departments
and specialists own practices. In-patient care is provided in regional, central and local
hospitals (mostly municipa or state). The system is financed through an earmarked payroll
tax on employees and the self-employed and through taxation.

In 2006, life expectancy at birth was 67.4 years for men and 78.6 for women, among the
lowest in the EU despite the positive trends of recent years. The gap between men and women
Is 11 years, which has remained approximately the same since 1996. In 2006, healthy life
years came to 49.4 years for men and 53.7 for women. There is a significant difference
between healthy life years and life expectancy at birth. Thisimplies that many elderly persons
are restricted in their daily activities for the last two decades of their life. There are also socio-
economic health inequalities: women with a higher education live 13 years longer than men
with a basic education.

The health behaviour of young people has deteriorated remarkably from the mid-1990s. The
share of young people and adults who smoke, consume acohol, use illicit drugs and are
overweight is growing, and the level of injury continues to be high among young people.
There is a high death rate from traffic accidents, cardiovascular diseases and cancer, while the
incidence of newly reported HIV and TB infections is aso high. These are deemed
preventable to alarge extent.

The government has approved the Public Health Development Plan for 2009-2020 with the
strategic objective of continuously improving the health status of the population. Among the
priorities are increasing the population growth rate, raising average life expectancy (at birth
for men to 75 and for women to 84 by 2020) and healthy life expectancy (at birth for men to
60 and for women to 65 by 2020), while reducing socio-economic health inequalities

5.1.2. Accessihility

According to national data, 96% of the population were covered by public health insurance in
2007. Insured persons are charged for some services (including adult dental care). Out-of-
pocket payments formed 21.3% of total health expenditure in 2004. Self-reported unmet need
for medical care was 7.3% in 2006 (12.2% for dental care) compared with the EU average of
3.1% (5% for dental care). The figure for the poorest socio-economic groups is 4.5 greater
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than for the better-off (9 x for dental care), with richer households having better access than
poorer households.

According to the authorities, the availability of family physicians is good, with 99.8% of the
population able to make an appointment within 3 days, while the availability of certain special
medical services (both ambulatory and in-patient) is problematic. On the other hand,
according to a longitudinal survey, the share of patients who had to wait for an appointment
with a specialist doctor for over one month increased from 14% in 2003 to 25% in 2007, and
the share of patients who had to wait for an appointment with their family doctor for three or
more days increased from 18% in 2003 to 22% in 2007. Ongoing efforts are being made to
shorten and prioritise the waiting lists for specialised care. Additional resources are being
allocated to services with the longest waiting lists, while central waiting lists have been
established for some services for people with urgent needs. The free primary health care
counselling phone was launched in 2005, but there is still alack of awareness.

There are also considerable geographical differences in access to PHC. Access to family
doctor servicesis better in rural areas than in the capital city of Tallinn. The authorities want
to ensure that PHC is available close to the place of residence.

Uninsured persons are entitled to receive emergency care paid by the state. In 2007, health
insurance was introduced for all unemployed persons participating in active labour market
measures. The government wants to ensure the equal availability of PHC and planned specia
medical careto everybody on avoluntary basis from local governments.

5.1.3. Quality

Longitudinal national surveys carried out jointly by the EHIF and the Ministry of Social
Affairs show a positive trend in the development of patient-centredness in the health care
system. The quality of medical care received was assessed as ‘good’ or ‘rather good’ by 69%
in 2007, while 23% considered it ‘bad’ or ‘rather bad’.

A development plan has been drawn up to ensure a more purposeful development of primary
health services by supplementing current services with others (such as nursing care) and
creating cooperation networks. The main objective is to facilitate access close to home.

Quality standards based on best practice and guidelines for in-patient and ambulatory nursing-
care services and modern treatment for rehabilitation have been prepared. The operating
licence issued by the Health Care Board ensures the conditions for providing quality services.
The EHIF in cooperation with experts carries out quality audits. To measure the quality of
hospital services, the EHIF together with the WHO have been developing a system of quality
indicators.

An eHealth project has been launched, the aim being to create an Estonian-wide digital
documentation system by the end of 2008.

Patients are free to select both the family physician and the person providing specialised

medical care. In recent years, patient associations have been included in the preparation of
some strategies and in the composition of certain national committees.
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5.1.4. Sustainability

Total health care expenditure in 2005 was 5% of GDP (PPP $846 per capita) and is one of the
lowest in the EU (exceeding only Bulgaria and Romania). In 2004, the share of public
expenditure was 76% of total health care expenditure, and has decreased in the last decade.
The 2006 EPC/EC age-related projections foresee an increase in public expenditure of 1.1%
of GDP by 2050, still well below the EU average.

The reform of the health care system to reduce the number of hospital beds for acute
treatment is not proceeding at the recommended pace. To ensure continuous optimisation of
the hospital network, fully available and functional first-stage, nursing and rehabilitation care
is needed.

The plan for supplementary measures commenced in 2005 with the control and optimisation
of health insurance costs (cost-based prices and ‘diagnosis-related groups — DRGs) and an
increase in the health insurance tax base (increase in the minimum social tax rate to the
minimum wage level in 2009). Extending the groups of persons subject to social tax is also
under consideration. As an incentive, family physicians can collect remunerable bonus points
by monitoring the chronically ill and conducting preventive interventions. One important
priority is disease prevention and health promotion to improve the public state of health.

After Estonia’s accession to the EU, the mobility of health care professionals has become a
problem.

5.2. Long-term care
5.2.1. Description of the system

No major changes have been made to the long-term care system from the previous reporting
period. The health care system provides medical care, nursing care in institutions or hospitals,
geriatric assessment, home PHC and home nursing care. These services are paid for by the
EHIF. The welfare system provides care in ingtitutions, day care centres, home care, housing
services (e.g. house aterations, cleaning, food) and other social services. The municipalities
are responsible for providing these services or purchasing them from state and local agencies
and the private sector. Care-givers receive an alowance to reimburse care costs or aleviate
their care burden. A social worker, together with the family doctor or a geriatric team,
considers and chooses between forms of care based on the person’s needs and financia
situation.

With the growing ageing trend, the most vulnerable group is the over-65s in one-person
households, whose relative poverty risk is the highest. As healthy life years are only 3.4 years
for those over 65, they are also the most disabled. Consequently, long-term care is a major
issue. As the report notes, not enough resources have been devoted to either heath care or
long-term care to improve the situation sufficiently.

5.2.2. Accessihility

Total long-term expenditure was 0.15% of GDP in 2005. Although dlightly increasing, it is
still among the lowest in the EU. As the provision of home care services and community
social services for the elderly is the responsibility of the local municipalities, the accessibility
and quality of these services varies greatly.
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The most acute problem in nursing care is its insufficient availability caused by a lack of
financing, particularly for domestic services. A strategy for integrated services for the elderly
has been developed to solve the lack of available health and nursing services for the elderly
requiring daily nursing care by creating centres to provide both nursing and medical care
(hitherto separated).

5.2.3. Quality

Enhancing the quality of nursing and rehabilitation services for patients leaving active
treatment, but also for the elderly and chronicaly ill, is one of the priorities for health and
long-term care. In order to improve the availability of nursing care services, a development
plan for a nursing care network and a concept for integrated long-term care are being
implemented, which aimsto cover needs by 2015.

5.24. Long-term sustainability

The present economic situation, with the steep fall in economic growth in 2008 in Estonia,
will reduce the overal budget, which will also have an effect on the budget for social
expenditure. This might in turn have a substantial effect on long-term care, which is mainly
the responsibility of local governments. The financial base for local governments might
decrease significantly and the rather high level of out-of-pocket expenses in long-term care
(55% own contribution to costs) might lead to an increase in the burden of these costs for the
population. The network for the provison of services complementing long-term
institutionalised care is very small and would not be able to expand in the coming years.
Ultimately, thiswill increase the social expenditure costs for households.

6. CHALLENGESAHEAD

e To continue increasing labour market participation among at-risk groups, through a
combination of properly financed active labour market policies and promoting flexible
forms of work.

e Toreduce the high risk of poverty among families with children.

e To reduce the high risk of poverty among the elderly through an integrative, active
inclusion policy (active ageing).

e To secure the long-term financial sustainability of the pension system so as to be able to
provide more adequate pensions in future.

e To ensure that the current economic context and possible public sector expenditure cuts do
not affect healthcare access, in view of the low health status of the population and the low
overall expenditure; to use the current situation as an opportunity to improve the value for
money in the system notably through stronger use of primary care, better coordination of
services and promotion and prevention strategies to improving health status. In the medium
run, to continue to address the geographical and socio-economic disparities in access,
improve the quality of services and address human resources issues

e To arive a an integrated and functioning model of long-term care for the elderly and
cushion the financial impact of the crisis on this sector.
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7.

1. Employment and growth

TABLE WITH PRIMARY AND CONTEXTUAL INDICATORS

3. Expenditure and sustainability

o] o Employment rate = Unemployment rate
g GDP g (% of 15-64 population) g (% of labour force)
5 growth | GDP per 5 15-64 5 15+
w rate* | capita** w Total Male Female 1524 | s5-64 | W Total | Mae | Female | 15-24
2000 9,6 44,6 2000 60,4 64,3 56,9 28,3 46,3 2000 12,8 13,8 11,8 239
2005 9,2 61,1 2005 64,4 67,0 62,1 29,1 56,1 2005 7,9 8,8 71 159
2008f -24 64,8 2007 69,4 73,2 65,9 34,5 60,0 2007 47 54 39 10,0
* Growth rate of GDP at constant prices (2000) - year to year % change; ** GDP per capita in PPS (EU27=100); f: forecast
2. Demography and health
] Infant ‘A Out-of- 3 Unmet
i) Life expectancy at | Life expectancy at Healthy life mortality g O Public | pocket o | needfor
5 birth 65 expectancy at birth | "€ (2007 = I(JDJ Total health [payments| health
L instead of health exp| Exp % of | % of 1] care % of
Male Female Male Female Mae Female 2006) %GDP THE* THE pop
1995 61,5 74,3 12,0 16,1 na n.a 14,9 1995 na na na -
2000 65,5 76,2 12,8 17,0 na na 84 2000 53 775 19,9 2005 6,6
2006 67,4 78,6 13,2 18,3 49,4 53,7 5,0 2006* * 5,0 76,9 20,5 2006 73
S. Eurostat estimate; p: provisional, *THE: Total Health Expenditures; ** 2005 instead of 2006

Social protection expenditure (Esspros) - by function, % of total benefits

Age-related projection of expenditure (AWG)

Expenditure (% of GDP)
g g (2008) Level in 20042&(1)%(1 changes since
° Total < | Oldage
T |exenditure| Oldage | Sickness Family | Housing 8 depende| Total | Public Long-
* (% of and and health| Unemploy |  and and social W [ncyratio| social |pension| Health | term
GDP) survivors care ment children | exclusion | Disability Eurostat | expend. S care care
1995 na na na n.a n.a n.a na 2004 25,2 17,1 6,7 54 na
2000 14,0 45,3 321 1,3 11,9 2,7 6,6 2010 25,0 -0,6 01 04 na
2006 124 45,2 31,2 09 12,1 1,0 9,5 2030 344 -23 -1,9 08 na
* including administrative costs 2050 47,2 -2,7 -25 11 na
4. Saocial inclusion and pensions adeguacy (Eurostat)
Income Anchored at-risk of
At-risk-of-poverty rate Poverty risk gap inequalities poverty
SILC Children Children Total - fixed
2007 Total 0-17 18-64 65+ Total 0-17 18-64 65+ S80/S20 2005 threshold
Total 19 18 16 33 20.0p 26.0p 26.0p 14.0p 5.5p 2005 18
male 17 15 21 24.0p - 29.0p 14.0p - 2006 12
female 22 17 39 19.0p - 23.0p 14.0p 2007 8
People living in jobless households Long Term unemployment rate Early school-leavers
Children % of people aged 18-59* % of people aged 15-64 % of people aged 18-24
Total Total Mae | Female Total Mae |Femae Total Mae | Female
2001f 11,2 11 10,9 11,1 2000 59 6,7 5 2000 14,2 16,3 12.1u
2004 9,6 9,5 10,2 8,7 2004 5 5,6 4,4 2004 13,7 20,5 na
2007 72 6 6,1 59 2007 2,3 29 1,7 2007 14,3 21 na
*: excluding students; i: change in methodology; b: break in series u - data lack reliability due to low sample size
SILC 2007 Total Male | Female SILC 2007 Tota | Male [ Female
Relative income of 65+ 0,65 0,68 0,63 Aggregate replacement ratio 0,47 0,4 0,57
Change in theoretical replacement rates (2006-2046) - source | SG
Change in TRR in percentage points (2006-2046) Assumptions
Net Gross replacement rate Coverage rate (%) Contribution rates
Typeof | Occup. & Type of pensions pensions
Statutory | statutory | voluntary suppl. Statutory | Occupational and | (or Social| Estimate of current | Assumpti
Total Total pensions | scheme* | pensions | scheme** pensions | voluntary pensions | Security) (2002) on
11 9 9 DB/DC / - 100 / 22 o -0,1

* (DB: Defined Benefits; NDC: Notional Defined Contributions; DC: Defined Contributions); ** (DB/DC)

p - provisional value
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Ireland

1. SITUATION AND KEY TRENDS

2006 and 2007 saw GDP growth of 5.7% and 6% respectively, compared to an EU average of
3.1% and 2.9%. However, a dramatic deterioration in the Irish economy during 2008, driven
by a collapse in the domestic housing market and exacerbated by the financial crisis, means
the Commission services January 2009 economic forecast has estimated that real GDP will
contract by 2% in 2008 and 5% in 20009.

The employment rate increased to 69.1% in 2007 before contracting slightly in 2008 with a
further contraction of -4% expected in 2009. The female employment rate stood at 60.6% in
2007 while the rate for older workers increased to 53.8%. Unemployment remained stable in
2006 and 2007, at 4.5% and 4.6% respectively, but is estimated by the Commission to have
averaged 6.5% in 2008 and to increase further to 9.7% in 2009. Youth unemployment
increased from 8.6% in 2006 to 9.2% in 2007 and it is likely that it increased further in 2008.

In 2007, 18% of the population were at risk of poverty (down from 21% in 2004), compared
to an EU average of 16%. The number of children at-risk-of-poverty was the same as the EU
average at 19% while 29% of those over 65 were at risk of poverty, compared to an EU
average of 19%. While only 6% of employed persons were at-risk-of-poverty in 2007, the rate
for those who were unemployed was 43%.

Expenditure on socia protection in Ireland remained static at 18.2% of GDP between 2004
and 2007, significantly behind the EU average of 27%. This difference can be partly
accounted for by the significant growth in GDP in Ireland during this period and the fact that
Ireland spends proportionally less on old age due to its lower age profile and reliance on
private pension provision.

Life expectancy at birth for Irish people increased to 79.7 years in 2006 (from 77.2 in 2001),
with an expectancy of 77.3 for men and 82.1 for women. Life expectancy at age 65 was 18.6
in 2006, up from 18 yearsin 2004. Infant mortality rates have dropped to 3.7 in 2006 from 5.1
in 2003 and 6.2 in 2000. Ireland had the lowest dependency ratio in the EU in 2008 at 16.3
compared to the EU average of 25.4. Although this rate has decreased dlightly from 16.4 in
2004, it is expected to rise significantly to 43.6 in 2060 (abeit still below the EU average) as
aresult of the projected rapid ageing of the population in the coming decades.

420 000 people, or 10% of the population, classified themselves as being of non-lrish
nationality in 2006, up from 5.8% in 2002, and made up approximately 16.3% of the labour
force. Although inward migration® is still occurring in Ireland, the NSR noted a 50%
decrease in March 2008 compared to a year earlier while overall inward migration for 2008 is
expected to be 60% less than in 2007. The report also states that non-lrish nationals face a
higher risk of poverty (23.5%) than Irish nationals (16.6%).

s Ireland uses the term 'migration’ in its national report to describe the movement of both intra

Community workers and non-EU nationals.

78

EN



EN

2. OVERALL STRATEGIC APPROACH

The strategy adopted draws much of its focus from pre-existing plans, especialy the National
Action Plan for Socia Inclusion, 2007 — 2016, which represents Ireland's integrated approach
to social protection and socia inclusion policy. The NSR incorporates a number of high level
goals from the national action plan, including the adoption of a specific poverty related target.

The report was formulated before the publication of Budget 2009, following which the full
impact of the recent economic downturn on public finances started to emerge. The budget was
amed at achieving fiscal stability while maintaining capital expenditure on critica
infrastructure and protecting those who are most vulnerable. Within that context, it contained
a number of changes which will have an impact on the actions outlined in the NSR including
additional expenditure in priority areas, particularly social welfare and capital expenditure in
the areas of health and education, coupled with cuts in other areas, such as to the capital
childcare programme, the abolition of the automatic right for those aged over 70 to a medical
card, and the placing of a limit on the number of language support teachers in schools.
However, the economic situation in Ireland has deteriorated further since Budget 2009 was
announced and further significant cuts in public expenditure (including the public sector
payroll bill) have been signalled by the Government for 2009 and 2010.

Ireland has adopted similar priority areas for achieving the three overarching objectives as in
2005, while some new initiatives that will contribute to the objectives are also mentioned,
such as additional childcare places and a new national sustainable development strategy (in
the context of linking to the EU’ s Sustainable Development Strategy). Otherwise, many of the
actions described are similar to 2005 reflecting, the long-term nature of the priorities
identified.

There is little description in the report of how the ESF can contribute to achieving the
overarching objectives. Notwithstanding this, an ESF-funded Equality for Women measure
has been announced since the publication of the NSR, and this will also address the issue of
gender mainstreaming. In relation to governance, no specific consultation process was
engaged in prior to the preparation of this report athough there was an extensive consultation
process in advance of the national strategies and plans, introduced in 2007, on which the
report is largely based, and there was also significant consultation on the Green Paper on
Pensions.

3. SOCIAL INCLUSION
3.1. Key trends

The at-risk-of-poverty rate in Ireland fell from 21% to 18% between 2004 and 2007, just
above the EU average of 16%. However, when the poverty rate is anchored at a fixed moment
in time (2005), the at-risk-of-poverty rate drops to 12% (compared to EU average of 14%)),
reflecting the significantly above-inflation rise in median incomes during this period. The rate
for older people in 2007 was 29% (compared to an EU average of 19%), down from 40% in
2004. The rate for children also decreased between 2004 and 2007, falling from 22% to 19%,
the same as the EU average. Lone parents continued to have a higher than average rate at 40%
in 2007 (compared to an EU average of 34%) although this fell significantly from 56% in
2004. Two-adult families, on the other hand, had at-risk-of-poverty rates below the EU
average in 2007 for one, two and three-child units of 10%, 12% and 20% respectively.
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According to national EU SILC figures, the rate for people with disabilities fell to 37% in
2007 from 51.7% in 2003.

The relative at-risk-of-poverty gap decreased from 20.3% in 2005 to 16.4% in 2006 but rose
dlightly to 18% in 2007, though this remained below the EU average of 22%. The Gini co-
efficient reduced dlightly to 31% in 2007, just above the EU average of 30%, while the ratio
of income distribution was the same as the EU average at 4.8. The role of social transfers can
be seen in the fact that 33% of the population were at risk of poverty in 2007 before social
transfers, compared to 18% after. This 15 percentage point reduction in the at-risk-of-poverty
rate compares to a 9-point reduction across the EU.

[llustrating the important role played by employment, 6% of employed people over the age of
18 were at risk of poverty (compared to 8% in EU) in 2007, compared to 43% for those not in
employment (42% in the EU). 11.5% of children and 7.9% of adults lived in a jobless
household in 2007, compared to 10.4% and 8.8% respectively in 2001.

3.2. Progress on the priorities set in the 2006-2008 National Strategy Report
(NAPInNcls) and the challenges identified in the 2007 Joint report

Some progress in relation to child poverty has been made. There was a decrease in the at-risk-
of-poverty rate, and the provision of childcare places and additional grant-aid assistance to
schools to address educational disadvantage were singled out as contributing to this. Despite
this progress, however, Ireland still has some distance to travel in meeting its own targets and
it remains to be seen whether further progress will be hampered by expenditure cuts in this
area.

Given the importance of employment, child poverty is also linked to access to quality work
and learning opportunities. While the employment rate continued to rise for most of the
period covered, this did not apply equally to disadvantaged groups such as lone parents and
people with disabilities. Progress in increasing employment for these groups is dependent on
implementing planned reforms to encourage participation in education, training and
employment and these will, in turn, depend on putting in place the necessary supports,
especialy childcare and retention of secondary benefits, particularly the medical card, for
people with disabilities. Improvements in the quality of employment will also depend on the
full implementation of the National Skills Strategy, especialy in relation to lifelong learning.

Progress in relation to employment is also linked to progress in improving access to services.
The report details developments across a range of services, many of which are targeted at
disadvantaged areas and groups. Further analysis of the impact of these developments is
hampered by a lack of data. In relation to the social inclusion of migrants, there have been a
number of developments, such as the establishment of the Office of the Minister for
Integration and the publication of an integration strategy. However, analysis of progress is
hampered by the lack of data on migration in Ireland. The economic downturn is also having
an impact on the nature of the migration challenge in Ireland as the number of people entering
Ireland for employment slows and the number of immigrants who find themselves without
employment increases.

3.3. Key challengesand priorities

Ireland has identified the same broad policy objectivesin 2008 as in 2005, reflecting the long-
term orientation of the policies and progress to be made. They are:
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Child poverty;

Access to quality work and learning opportunities (activation measures), with a focus on
lone parents and people with disabilities;

Socia inclusion of immigrants,
— Accessto quality services, with afocus on the Homeless.
34. Policy measures

Child Poverty: The main target is to reduce the number of those experiencing consistent
poverty to between 2% and 4% by 2012, with the aim of eliminating it by 2016. Although not
a specific child-related target nor framed using the at-risk-of-poverty measure®, the inclusion
of an overal target is a positive step. The report sets out an integrated strategy which includes
a range of actions and targets covering early childhood development and care, improving
health and education outcomes and income support. In many cases implementation is already
under way or at an advanced planning stage. However, whether these measures are fully
implemented will depend to a great extent on the resources alocated in these changed
economic circumstances. Specific targets have been set in relation to the childcare strategy
and child income support against which progress can be measured. Details of funding are
given for childcare investment and income support, including both universal and targeted
supports, but not for the other policy areas covered.

Access to Quality Work and Learning Opportunities: The main aim is to target 50,000 people
and reduce by 20% the number depending on long-term social welfare payments for their total
income by 2016.

The main policy measures to achieve this target are active engagement with the
unemployed/inactive and improving access to learning opportunities. Priority will be given to
preparing people with disabilities and lone parents for education, training or employment
opportunities while those workers with low skills will also be targeted. Specific quantitative
targets are set for employment and training of people with disabilities and also for access to
lifelong learning opportunities such as youth reach and back to education places. Despite
increased income thresholds for receipt of family income supplement and proposals to reform
the one parent family payment, there is a need for further progress on removing tax- and
welfare-related disincentives to employment and recently commissioned research on financial
disincentives for social welfare claimants of working age may help to address this. Making
further progress on all of the above areas is inextricably linked to progress on other priorities,
including access to services, especially childcare and other supports. The recent significant
rise in unemployment in Ireland will also pose additional challenges to those outlined in the
NSR, especially in terms of financial and human resources, and it remains to be seen whether
thiswill affect the roll-out of activation measures for other inactive groups.

Social Inclusion of Migrants: No targets are mentioned in relation to this objective and policy
measures will be focused on: facilitating participation in employment, education supports, and
follow-up on the Nationa Action Plan against Racism.

Consistent poverty is a nationally developed indicator which measures a combination of monetary risk
of poverty and material deprivation. It is the indicator used for poverty-related targets but is not
comparable across the EU.
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The measures outlined in the report are more strategic than before, exemplified by the
appointment of an Office and Minister for Integration. This is an innovative response and has
been listed by Ireland as an example of good practice. A more strategic approach by relevant
Departments is also evident, in particular the Department of Education and Science. The
economic downturn may also affect the nature of the challenge in relation to migration, given
evidence that the number of migrants entering Ireland is falling while those who remain are
being disproportionally affected by the general rise in unemployment (the proportion of non-
Irish nationals claiming unemployment benefit increasing from 12% in January 2007 to
18.7% in December 2008). The lack of reference to targets for this priority is apparent, as is
the lack of data available on which to base them (which is linked to a difficulty in including
migrantsin large scale surveys due to small sample size).

Access to Quality Services. No target is given for this priority although there is a list of
comprehensive measures covering areas such as education, employment, health care, housing,
homelessness and income support, which are targeted at the most vulnerable groups. The
targeting of health-related actions at disadvantaged groups and areas is aso apparent, for
example, with the Nationa Intercultura Heath Strategy which has been listed as a best
practice measure. Special attention has been given to homelessness — an area in which the
report indicates progress in relation to reducing numbers (although non-government
organisations working in this area dispute this). Achieving the target of eliminating long-term
occupancy of emergency accommodation by 2010 will be critical in this regard. A new
homel essness strategy has been developed to help achieve this but an implementation plan is
now a priority. Access to employment services could become more of an issue as
unemployment continues to increase, particularly for the 16 -24 cohort which has been most
affected by rising unemployment,.

The issue of gender is specifically addressed under this priority, with reference to the National
Women's Strategy. Again, some financial alocations are included, and a breakdown of
funding under the NAPiInclusion and the socia inclusion chapter of the NDP is given in the
Annex.

3.5. Governance

While the decision not to engage in a separate consultation process in advance of this NSR
received some adverse publicity in Ireland, the report details an extensive consultation process
undertaken in 2005, which subsequently informed the social partnership negotiations, the
NDP and the 2007 National Action Plan — upon which the current NSR is largely based. In
addition, extensive consultation is planned for the European Y ear for combating poverty and
social exclusion (2010). Despite this, there is uncertainty as to the extent to which
stakeholders are involved in an ‘ongoing structured dialogue in all stages of the policy-
making process’, athough the role of the social partners in the Towards 2016 steering group
is mentioned. Ongoing involvement of people experiencing poverty, or groups representing
them, which are outside the socia partnership structure, occurs in the annual Social Inclusion
Forum.

Overal coordination of implementation and monitoring of socia inclusion policy is achieved
via the cabinet committee on social inclusion, chaired by the Taoiseach (Prime Minister), and
a senior official group which reports to it. The Office for Social Inclusion, which will shortly
be merged with the Combat Poverty Agency, is responsible for day-to-day monitoring and
reporting on the implementation of these various strategies and reports to the cabinet
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committee. Some socia inclusion policy competence has been devolved to local authorities
but coordination of thisisless structured than at national level.

4, PENSIONS
4.1. Key trends

The pension system in Ireland has two main components; the state-run social welfare system,
on the one hand, and an occupational or private pension system, on the other. Reform of the
pension system is largely on hold pending the publication of a new framework for pension
policy, due by the end of 2008. This framework will build upon the 2007 Green Paper on
Pensions and the subsequent extensive public consultation.

Recent changes to the pension system consisted primarily of improvements to pension rates,
which increased by 16.7% in the 2005-2008 period. State pension increases are not index
linked but the Government has committed to raising the level of the state pension to €300 per
week by 2012, a level which would bring the rate to approximately 40% of Gross Average
Industrial Earnings (GAIE). However, this target is likely to be impacted by the current
budgetary situation, with an increase of just over 3% announced for the contributory pension
in 2009. Recent increases resulted in the aggregate replacement ratio in Ireland increasing to
0.47 in 2006; just below the EU average of 0.49.

While all people over 65 in Ireland have public pension coverage, this is not considered
sufficient to guarantee an adequate income in retirement. Instead, Government policy
envisages supplementary pension cover for 70% of those at work between 30 and 65 years of
age by 2013. According to the latest figures the level was 61% in 2008, up sightly from 59%
in 2002. The lack of progress in meeting these targets is a key issue to be addressed in any
new pension framework. Nationality is also a factor determining pension coverage; the
proportion of Irish nationals aged 2069 with private pension coverage increased to 58% in
2008 (from 53% in 2002), the equivalent rate for non-lrish nationals decreased from 34% to
28% in 2008. The disparity in coverage between the employed and self-employed has
narrowed dlightly, with 56% of employed persons and 46% of self-employed persons being
covered in 2008, compared to 53% and 41% in 2002.

Pensions receive favourable tax treatment in Ireland, mainly to encourage private and
occupational provision. Pension contributions (up to a limit of €150 000) and investment
returns are tax exempt and, although tax is nominally payable when the pension isin payment,
thisis subject to an allowance of €20 000 per annum for a single person aged over 65, or €40
000 for acouple.

4.2. Key challengesand priorities

The 2007 Joint Report highlighted the need for Ireland to maintain pension adequacy while
widening coverage and maintaining sustainability.

In relation to adequacy, recent increases mean rates of public pension provision have
continued to grow in real terms. The average income of pensionersis now 34% of GAIE and
the government has committed to maintaining this growth until at least 2012. These rate
increases have contributed to a reduction in the number of pensioners considered at-risk-of
poverty (as detailed below). However, the report does not mention the adequacy of private
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pension provision which is especially topical given recent economic developments and the
impact these could have on private pensions, especially DC pensions.

It is recognised that increasing adequacy can lead to further chalenges in relation to
sustainability and this issue, along with coverage, has seen little progress since 2005. The
October 2007 Green Paper on Pensions was published with the objective of stimulating
debate on the future development of pensions in Ireland and identified the ageing of the
population and the sustainability of the public system as two of the most pressing issues to be
addressed. The demographic challenge is exemplified by the fact that the current dependency
ratio of 16.3 is estimated by the EU Commission to increase to 43.6 by 2060. This, together
with the commitment to increase pension rates to address adequacy issues, will have
consequences for the financial sustainability of the system, with public expenditure on
pensions projected by the EU Commission to rise by 6.4 percentage points from 4.7% of GDP
in 2004 to 11.1% in 2050%. While the Government continues to pre-fund this liability through
the pensions reserve fund (with a market value of €16.4billion or 8.8% of GDP as at 30
December 2008), it is estimated this will only contribute about 3% of GNP annually towards
pension provision from 2050. The impact of the unprecedented fals in stock market
performance could also affect the value of the NPRF. Ireland is also making slow progress in
meeting its own targets for supplementary pension coverage.

4.3. Mor e peoplein work and working longer

Future changes in the population structure in Ireland imply that there is a mismatch between
the spending demand facing the public pension system and its ability to meet these demands.
Measures being considered to address this include increasing the share of the population at
work and increasing the retirement age.

Ireland had an employment rate of 69% in 2007 while it exceeded the EU targets for both
older and female workers with rates of 54.3% and 60.7% respectively. Despite the recent
increases in these rates, there is room for further improvement but this will depend on, firstly,
putting in place the necessary supports such as childcare for increased female participation
and, secondly, improving skills and learning opportunities for older workers. Measures
adopted by Ireland in that regard have been to extend the employment action plan to the 55-64
age group and devel oping a systematic programme of engagement to deal with those currently
at the margins of the labour market.

In addition to increasing participation rates, increasing the retirement age would alow for
contributions over alonger period and could, therefore, contribute to a considerable easing of
spending pressures. Although the average labour market exit age in Ireland was 64.1 in 2006,
considerably above the EU average of 61, measures have been taken to increase this further,
for example by abolishing the pre-retirement allowance, raising the minimum retirement age
in the public service to 65 from 60 and introducing a €200 earnings disregard for those in
receipt of a means-tested state pension who wish to remain in employment after age 65.

4.4, Privately managed pension provision

It is estimated that 70% of the workforce in Ireland over 30 will require supplementary
pension provision by 2013 if adequacy is to be ensured (the state pension should be adequate

® ECFIN-EPC Report, 2006. Revised figures are due to be released by the Commission in Spring 2009.
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for the remaining 30%). In 2008 it was estimated that 61% of people working aged 30-65 had
such supplementary cover.

A recent trend has been for employers to opt for defined contribution (DC), as opposed to
defined benefit (DB), occupational pension schemes. It is estimated that the ratio of DB to DC
schemes fell from 4.5:1 in 1996 to 2:1 in 2008, mainly because of the strict funding and
accounting standards that apply to DB schemes in Ireland. The danger of this trend is that the
risk is effectively transferred from the employer to the employee. This risk becomes
particularly apparent in the current economic climate where there is avery real danger that the
value of DC schemes will not be enough to guarantee an adequate income. Some reports have
suggested that managed pension funds fell by as much as 33% in 2008. The potential impact
of such afal in value particularly affects workers who are due to retire in the near future, as
there will be lesstime for any improved market performance to make up for previous losses.

However, there is al'so arisk to the significant number of DB schemes identified in the Green
Paper as not meeting the funding standard, a situation which is likely to have worsened
further since then. While such shortfalls might not be problematic in other circumstances,
there is evidence that the current economic climate is placing great strain on the ability of
employers to meet such shortfalls and, ultimately, on their ability to stay solvent.

4.5, Minimum income provision for older people

The adequacy of income for pensioners was identified as a chalenge for Ireland in the 2007
Joint Report. The response of the Irish Government has been to continue its policy of above
inflation increases in the basic rate. As aresult, between 2005 and 2007 thisrose by 16.7% in
real terms, compared to arise in inflation and GAIE of 9% and 8% respectively.

These increases have amost certainly had an impact on the trend in poverty rates for older
people. For example, the number of those aged over 65 considered at-risk-of-poverty has
declined from 41% in 2003 to 29% in 2007. Although thisis still above the EU average, the
gap has narrowed from 23% in 2003 to 10% in 2006. However, females continue to face a
higher risk of poverty (33%) than men (24%).

4.6. Infor mation and transparency

The Pensions Board provides information to the general public on pension provision and
conducts publicity campaigns to increase awareness of the need for supplementary provision.
Both trustees and employers are obliged by law to provide pension holders with a wide range
of persona and scheme information including annual reports and audited accounts. Recent
changes mean trustees will be obliged to issue annual benefit statements to scheme members.
Moreover, the consultation process recently engaged in and the way in which it is feeding into
the development of a framework for pension policy, via the publication of a report detailing
the submissions received and the options for further action, is a good example of transparent
policy making.
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5. HEALTH AND LONG-TERM CARE
5.1. Healthcare
5.1.1. Health status and description of the system

The health service in Ireland is a mix of public and private institutions and operates on the
basis of residency. A medical card gives full eligibility for al GP, A&E, in-patient, out-
patient, prescribed drugs, dental, ophthalmic and maternity services. Those without a medical
card are eligible for some services, including in-patient and out-patient services in public
hospitals. Primary health care (PHC) is delivered primarily via health centres and GPs. The
health service is mainly financed through general taxation and private health insurance covers
47.6% of the population. The Department of Health and Children is responsible for the
development of strategic policy while the Health Service Executive (HSE) is responsible for
the management and delivery of services.

The National Health Strategy, Quality and Fairness: a Health System for You, launched in
2001, provides overall strategic direction. A reform programme was launched in 2003 to
deliver on the goals of the strategy, primarily by reorganising and reforming the health service

Since the last report the main developments reported on include PHC and families, cancer
control, acute hospitals, older people, and disability and mental health. The Offices of the
Minister for Children and Y outh Affairs, Disability and Mental Health and Older People have
been set up to give policy direction to the respective policy areas. Some progress has been
made on transferring activity from hospitals to community-based settings through expanded
PHC, athough much work remains to be done in that regard. A National Cancer Control
Programme has been implemented, involving significant realignment of services across the
country.

Life expectancy in 2006 was 79.7, up from 76.6 in 2000. The gender difference 2006 was 4.8
years (77.3 for males and 82.1 for females), a dight decrease from the 5.2 years recorded in
2000. Perinatal mortality rates were 7.9 in 2004 compared to an EU average of 6.4.

5.1.2. Accessihility

Limited progress has been made since the previous report in relation to accessibility. The
proportion of the population in receipt of the medical card has remained static at 32.2%. The
proportion of private income paid for health care was 21.7% in 2007. The lack of attention
paid to health inequalities in the report, in terms of actions taken or improved outcomes, is
striking given the concern expressed in the 2007 Joint Report concerning the substantial
health inequalities that exist.

The Department of Health has committed to bringing forward a legidative framework in 2008
which will set out clear statutory provisions on eligibility and entitlement to the medical card,
while improvements have also been made to assessment procedures. The government has also
committed, during its lifetime, to indexing income thresholds to average earnings and
allowing people with disabilities who enter employment to retain their medical card past the
current limit of 3 years. However, no progress has been made on these commitments yet. A
recent government decision means that the over-70 age group will no longer have automatic
entitlement to the medical card but will instead have to undergo a means test.

86

EN



EN

In relation to disability and mental health, Part 2 of the Disability Act, which concerns the
automatic entitlement of people with a disability to an assessment of need, came into effect
from 2007 for children under 5. It is intended that these assessments will be rolled out to other
children (to age 18) by 2010.

Improving acute hospital services is also a priority and additional capital funding has been
invested in this area, although firm commitments in terms of targets and time-lines are not
given. The National Treatment Purchase Fund, which aims to treat patients who have been
longest on in-patient waiting lists, has been further expanded with a budget of €100m in 2008,
from €5m in 2002. In relation to PHC, there is an overall commitment for 500 primary care
teams by 2011. Progress is, however, sow and only 87 teams have been set up, athough
funding for additional teams in 2008 has been provided. The overall target is being reviewed
in 2008.

5.1.3. Quality

The development of PHC, with access to services in the community, is one of the main
measures envisaged to improve quality. Other planned developments include a policy
framework for the management of chronic disease, a cancer control strategy, the continued
development of mental health services, and a pre-hospital emergency care council.

In order to better inform the public, a health information strategy continues to be implemented
while a Hedlth Information Bill is also being drafted. A strategy for service user involvement
in the health service has also been launched, including goals and actions for ensuring that
service user/provider partnership is established. A statutory complaints procedure and a
‘whistle blowing’ safeguard also protect patients' interests.

Finally, a Health Information and Quality Authority was established in 2007. The aim of this
body is to promote the delivery of high-quality health and personal social services by setting
and monitoring standards for service delivery and by undertaking specia investigations on
patient safety issues.

5.1.4. Sustainability

According to the OECD, total health expenditure per capita increased from $796 in 1990 to
$3 082 in 2006, representing an increase from 6.1% of GDP to 7.5%. The EU Commission
(ECFIN-EPC, 2006) has calculated public expenditure at 5.3% of GDP in 2004, below the EU
average of 6.4%, and estimated that it would increase to 7.3% by 2050 (compared to an EU
average of 7.9%).

The scale of recent increases in expenditure on the health sector will be difficult to sustain,
particularly in current economic conditions and given the improvements in services the
government has committed to, not to mention the long-term issue of the ageing of the
population. This was recognised by the Minister for Finance in a recent speech in parliament
where he pledged to secure savings on health sector payroll, partly through the introduction of
avoluntary early retirement scheme. It remains to be seen what effect this will have on costs
in the future.

In relation to personnel issues, a significant development which could have a positive impact

on efficiency was the agreement of a new employment contract with medical consultants
which provides that a proportion of consultants will not have any fees from private practice
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while others who do engage in private practice are obliged to have at least 80% public
patients.

5.2 Long-term care
5.2.1. Description of the system

The long-term care system in Ireland includes, alongside primary and hospital care: home
nursing, home help and care attendants, day centres, grants to adapt homes, therapy and
rehabilitation, day hospitals, public residential care and private nursing homes. Access is
based on need. Care in public facilities incurs a set charge while a means-tested grant is given
to patients to pay for private nursing home care. Financial assistance for carersis available via
the carer’s benefit and carer’s alowance schemes and the respite care grant. Care in the
community is the authorities preferred option with the aim of alowing people remain at
home in accordance with their wishes. Healthy ageing (promotion and prevention at older
ages) is also a stated am. The ageing of the population and its effects on sustainability is
considered one of the biggest challenges facing the Irish system.

5.2.2. Accessihility

Ireland is addressing the accessibility and affordability of long-term care through the Fair
Deal initiative. Under this system, where a person is diagnosed as being in need of long-term
care, an assessment will be made of their ability to contribute to the cost of that care and the
state will meet the remainder of the cost. This personal contribution will be no more than 80%
of their disposable income but may also include 5% of their assets, including up to 15% of the
value of a private residence. A choice can be made between any approved private or public
nursing home. The legisation for this scheme was published in October 2008 and is expected
to be implemented in 2009. Geographical disparities in the supply of long-term care are
reported outside the NSR.

5.2.3. Quality

The improvement of home care packages, including the services of nurses and therapists, is
mentioned in the report although it appears that no additional funding has been provided in
this area for 2009 and no details are given on the availability or coverage of such packages.
The implementation of draft standards for al public and private nursing homes will begin
following their consideration by the Department of Health and Children.

5.24. Long-term sustainability

The report offers no analysis of the costs of long term care although it does acknowledge that
the financial model to support any new arrangements must be financially sustainable and that
further data collection and evaluation is required. The Department has committed to
progressing this work later in 2008. The EU Commission (ECFIN-EPC, 2006) has estimated
that the cost of providing long-term care will increase from 0.6% of GDP in 2004 to 1.2% in
2050.

6. CHALLENGESAHEAD

e To continue to invest in services in tandem with welfare reforms in order to address
inequalities and further reduce the risk of poverty, especially for disadvantaged groups.
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Continued priority should be placed on childcare, especialy in relation to affordability,
including for those in employment.

To continue to address the high risk of poverty and low employment rates of certain
disadvantaged groups through targeted activation and training measures as well as though
tax and welfare policies that encourage such groups to take up employment.

Given the recent rise in those claiming unemployment benefits, to monitor the adequacy of
the welfare system in meeting the income support needs of this group and ensure
personalised responses and timely transfer to appropriate active labour market
programmes.

To quickly adopt a pensions framework policy which will ensure pension security,
adequacy and sustainability, taking account of the impact the current economic downturn
is having on private pension provision.

To make progress on tackling issues of financial and geographical access to health care, in
particular through the full implementation of the planned primary health strategy and home
care packages on a nationwide basis, and aso in relation to the rationalisation of medical
card eligibility.

To address the sustainability of the health care system through a more efficient use of
resourcesin general and in tackling persistent health inequalities.
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7.

1. Employment and growth

TABLE WITH PRIMARY AND CONTEXTUAL INDICATORS

Employment rate

Unemployment rate

g GDP g (% of 15-64 population) g (% of labour force)
5 gronth | GDP per 5 15-64 5 15+ 15-24
w rate* | capita** w Total Male Female 1524 | s5-64 W Total | Mae | Female
2000 9,2 131,0 2000 65,2 76,3 53,9 48,1 451 2000 43 43 4,2 6,8
2005 6,4 144,1 2005 67,6 76,9 58,3 48,7 51,6 2005 4,3 4,6 4,0 8,6
2008f -2,0 140,1 2007 69,1 774 60,6 49,9 53,8 2007 4,6 50 4,2 9,2
* Growth rate of GDP at constant prices (2000) - year to year % change; ** GDP per capita in PPS (EU27=100); f: forecast
2. Demography and health
Healthy life
® expectancy at birth ) | Out-of- 3 Unmet
3 Lifeexpectancy at | Life expectancyat | (2005 instead of Infart g o Public | pocket | 75 | need for
5 birth 65 2006) ! 0 Total health |payments :') health
I mortality health exp| Exp % of | % of w care % of
Male Female Male Female Mae Female rate %GDP THE* THE pop
1995 72,8 783 135 17,2 63,2 na 6,4 1995 6,7 71,9 13,5 -
2000 74,0 79,2 14,6 18,0 63,3 66,9 6,2 2000 6,3 735 10,9 2005 2,0
2006 773 82,1 16,8 20,2 63.3b 65b 3,7 2006 75 78,3 12,4 2006 1,9
s. Eurostat estimate; p: provisional; b: break in series *THE: Total Health Expenditures

3. Expenditure and sustainability

|SociaJ protection expenditure (Esspros) - by function, % of total benefits

Age-related projection of expenditure (AWG)

y o (2008) Expe_nditure (% of GDP)
g . 2 |ou age Level in 2004 and changes
3 otal < .
S |expenditure| Oldage | Sickness Family | Housing ¢ |depende| Total | Public Long-
Ll * (% of and and health | Unemploy and and social & ncyratio| social |pension | Health | term
GDP) survivors care ment children | exclusion | Disability Eurostat | expend. S care care
1995 18,8 26,5 36,2 15,3 12,0 52 4.8 2005 16,3 155 47 53 0,6
2000 139 254 41,4 9,6 13,7 4,5 53 20101 16,7 -0,1 0,5 0,2 0,0
2006 182 27,4 41,1 7.6 14,7 38 54 2030| 246 33 31 1,1 01
* including administrative costs 2050 404 7.8 6.4 2,0 0.6
4. Social inclusion and pensions adeguacy (Eurostat)
Income Anchored at-risk of
At-risk-of-poverty rate Poverty risk gap inequalities poverty
SILC Children Children Total - fixed
2007 Total 0-17 18-64 65+ Total 0-17 18-64 65+ S80/S20 2005 threshold
Total 18 19 15 29 18 19 20 10 4.8 2005 20
male 16 14 24 18 - 20 10 - 2006
femal 19 16 33 17 - 20 10 2007 12
People living in jobless households Long Term unemployment rate Early school-leavers
Children % of people aged 18-59* % of people aged 15-64 % of people aged 18-24
Total Tota Mae | Female Total Mae |Female Total Mae | Female
2001 10,4 8,8 74 10,2 2000 16 2 1 2000 N/A
2004 11,8 8,6 72 10,1 2004 1,6 2 1 2004 12,9 16,1 9,7
2007 115 7,9 6,7 9,3 2007 14 1,8 0,9 2007 11,5 14,2 8,7
*: excluding students; i: change in methodology; b: break in series
SILC 2007 Tota Male | Female SILC 2007 Total | Mae | Femde
Relative income of 65+ 0,69 Aggregate replacement ratio 0,47 0,41 0,53
Changein theoretical replacement rates (2006-2046) - source | SG
Change in TRR in percentage points (2006-2046) Assumptions
Net Gross replacement rate Coverage rate (%) Contribution rates
Typeof | Occup. & | Typeof pensions pensions
Statutory | statutory | voluntary suppl. Statutory | Occupational and | (or Social| Estimate of current | Assumpti
Total Total pensions | scheme* | pensions | scheme** pensions | voluntary pensions | Security) (2002) on
-11 -10 -2 DB -9 DC 100 55 9,5 10-15 6,4

* (DB: Defined Benefits, NDC: Notional Defined Contributions; DC: Defined Contributions); ** (DB/DC)
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Greece

1. SITUATION AND KEY TRENDS

Real GDP growth was high (over 4% on average between 2001 and 2007), outstripping the
EU-27 average (2.1% between 2001 and 2007). Sustained economic growth is reflected in
GDP per capita expressed in purchasing power standards (PPS), which steadily improved to
97.2% of the EU average in 2008). The employment rate is rising, especialy for women, but
is still below the EU average at 61.4% in 2007 (EU-27: 65.4%), and exceptionally low for
young people and for women (47.9% in 2007, EU-27: 58.3%).

The unemployment rate in Greece (8.3% in 2007) remains higher than that for the EU-27 asa
whole. The latest data for 2008 show a further decrease in unemployment stemming mainly
from a decrease in the unemployment rate for women (from 12.8% in 2007 to 10.9% in the
second trimester 2008). Unemployment continues to affect mainly young people and women,
together with vulnerable population groups (e.g. people with disabilities). The long-term
unemployment remains high, at 4.1% in 2007 (EU-27: 3.1%) with a significant gender
imbalance: 2.2% for men, 7.0% for women (EU-27:3.3). As a result of the global financial
crisis, there is an indication of a potential increase of the unemployment rate for 2009.
Economic activity, primarily in the tourism sector, is expected to slow down due to lower
external demand.

Socia protection expenditure stood at 23.6% of GDP in 2006, below the EU average. The
share of social protection expenditure not spent on pensions continued to increase in 2008, to
17.9% of GDP from 17.3% in 2007; the Government’s aim is to reach 18.4% by 2010. The at-
risk-of -poverty rate remains high, at 20% against the EU average of 16% in 2007, and affects
men and women proportionally. The risk of poverty for older people (aged 65 and over),
although declining, is still high (23% in 2007 as against 28% in 2005; EU-27: 16% in 2007).
In 2007, 7.9% of poor people lacked access to health care. The child poverty rate stood at
23% in Greece in 2007 (EU-27: 19%).

Foreign nationals (outside EU-27) are less hit by unemployment (7.5% compared to a total
unemployment rate of 8.3% in 2007) but they are affected by a greater risk of poverty linked
to undeclared and uninsured work.

2. OVERALL STRATEGIC APPROACH

In recent years, efforts have been made to improve the social protection system and
specifically to respond to the needs of vulnerable social groups at risk of social exclusion and
poverty. The NSR for 2008-2010 follows the rationale of the 2006-2008 NSR, and takes into
consideration the input on socia inclusion, on pensions, and on health and long-term care. It
identifies three strategic directions: (1) reinforcement of policy coordination, implementation,
monitoring and evaluation, and of participation by interested parties, (2) ensuring a decent
socioeconomic living standard for vulnerable groups through: (a) upgrading their skills and
integrating them into the labour market and (b) providing income and other support, and (3)
ensuring high-quality social services for all, especially by modernising education, health,
social security and welfare systems.
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The strategic approach and the key challenges identified appear to go in the right direction.
However, implementation needs to be accelerated. Efforts are being made to tackle social
cohesion, e.g. by improving the functioning of the National Socia Cohesion Fund to reduce
poverty. ESF co-financing will be sought for many of the proposed interventions.
Administrative and governance measures may improve the sustainability of the pension
system but improving its fairness remains a challenge.

Health and long-term care systems are in need of greater attention, especialy to quality
assurance, rationalisation of spending (tackling the lack of coordination of both public and
private providers) and ongoing assessment of services and needs.

3. SOCIAL INCLUSION
3.1. Key trends

Efforts to improve and extend the socia protection system are evident but amost half of
social expenditure is devoted to old age and survivors pensions. The impact of socia
transfers on reducing the risk of poverty in Greece remains one of the lowest in the EU: thisis
one of the main challenges of the social protection system. In 2006, the impact of socia
transfers (excluding pensions) on reducing the at-risk-of-poverty rate in Greece was 2.0
percentage points (23.6% before social transfers (other than pensions) and 21% after social
transfers), against an impact of 10 percentage points EU-wide (26% before and 16% after
socia transfers). The at-risk-of-poverty rate remains high (20% in 2007 against 16% for the
EU-27). The percentage of jobless households remains low and is decreasing dightly,
whereas in-work poverty is very high (14%), much higher than the EU-25 average (8% in
2006). Moreover, the child poverty rate stood at 23% (EU-27: 19%). Furthermore, in 2006,
7.9% of poor people in Greece (6.2% for the EU-25) were unable to access health care due to
financial difficulties.

The proportion of people with low educational attainment, in 2007, was 24.8% among 25-34-
year-olds (EU-27: 20.7%), but the gap was much higher for the 65+ population (81-.9%, EU-
27: 63.8%). The percentage of low-achieving 15-year-olds in reading literacy was one of the
highest in the EU, at 27.7% (2006) against 19.8% (2003). The rate of early school-leaversin
Greece is dightly above the EU average, at 14.7% in 2007. Lifelong learning participation is
one of the lowest in the EU and is progressing slowly.

3.2. Progress on the priorities set in the 2006-2008 National Strategy Report
(NAPIncls) and the challengesidentified in the 2007 Joint report

Overal, Greece has made progress in socia inclusion. The latest report states that ‘the
progress achieved is obvious in many respects, though some of the challenges remain’. The
report gives the number of beneficiaries and the number of structures set up under the various
measures and programmes, but no indication as to whether the participants ultimately found a
job or whether the work of supportive social welfare structures facilitated the transition to
employment for vulnerable groups.

Analytical references are made to a number of challenges which must be further addressed
(i.e. strengthening employment, decreasing the high poverty rates of the working poor, older
unemployed people, one-parent families and children, increasing access for people with
disabilities and the social inclusion of immigrants, etc.). Although these challenges are dealt
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with under the corresponding policy priorities, no specific quantified targets are set for them
in the Report, with the exception of objectives set for increasing women's employment,
decreasing the poverty and child poverty rates and decreasing the school drop-out rate.

3.3. Key challengesand priorities

The recently (2008) established National Social Cohesion Fund is the most important policy
initiative on poverty and socia inclusion in Greece. The Fund aims to provide monetary
support to the most vulnerable groups to reduce poverty considerably in the next five years.
No major initiatives such as ‘make work pay’ or ‘welfare to work’ policies or ‘minimum
income guaranteed’ schemes have been introduced.

The report identifies four priorities: (i) increasing employment and the attractiveness of work,
especialy for women, young people, the long-term unemployed and vulnerable groups; (ii)
tackling the disadvantaged position of certain people and groups with regard to education and
training; (iii) reinforcing the family with emphasis on the wellbeing of children and support
for the elderly; and (iv) promoting the social inclusion of people with disabilities, immigrants,
and people or groups who are socialy vulnerable owing to their cultural characteristics.
Although the priorities point in the right direction, further efforts are needed to make existing
policies more efficient. The Report recognises the need to fill the knowledge gaps as regards
statistical and administrative data for those groups. Some newly established institutions are
expected to fill some of these gaps.

3.4. Policy measures

Policy interventions are similar to those that have been implemented in recent years, such as:
upgrading Public Employment Services (to transform the OAED’s services into one-stop-
shops); targeted active labour market policies for women, young people, vulnerable groups
and older people (active ageing); and equality between the sexes / combating discrimination.
Evaluations and impact assessments of the action taken are not yet available. The main
challenges under the priority ‘Strengthening employment especially for women, young
people, long-term unemployed and vulnerable groups have been identified, but new
interventions that would improve efficiency are not evident. The quantitative objectives of
these policies are to increase the total employment rate from 61.4% (2007) to 64.1% by 2010
and to 65% by 2013, the women’s employment rate from 47.9% (2007) to 52% by 2013, the
participation rate of registered unemployed persons aged 15-24 in active labour market
measures to 100% by 2013, the percentage of long-term unemployed people participating in
active labour market measures to 25% by 2013, and the percentage of vulnerable groups
benefiting from active labour market measures from 9% in 2006 to 15% in 2013.

Progress on education and training has accelerated and specific measures are being introduced
to deal with illiteracy, lifelong learning participation and school failure. Public investment in
education and training is one of the lowest in the EU. The outlook for 2009 is 3.069% and the
national target (set in 2004) of 5% by 2008 has now been put back to 2013. The target of
reducing early school-leaving to 10% by 2010 (from 14.7% in 2007) has aso been put back,
to 2013. The number of *all-day’ schoolsisfalling and appearsto be insufficient.

Reinforcing the family, with emphasis on the wellbeing of children and support for the
elderly, is also a priority. The report recognises the high inactivity rates among people of
working age, which partly suggest both that work is particularly unattractive and that the
inactive have a particularly low capacity for work. Yet very few activation measures are
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proposed to facilitate their return to the labour market; greater efforts could be made.
Regarding services to children and families in difficulty, no new interventions are planned.
Most of the actions envisaged are a continuation of existing measures such as employment
projects, psycho-socia support, income support, childcare services and the programme ‘help
at home' for elderly people, co-financed by the ESF, to reconcile family responsibilities with
the working life. Formal childcare provision for children aged 0-3 is very low and far off the
Barcelona target (7%; EU target: 33%). There is an urgent need to increase provision and
raise the quality of early childhood education and care.

Promoting the social inclusion of people with disabilities, immigrants, and people and groups
who are socially vulnerable owing to their cultural and other characteristics is the fourth
priority covered by the report. The interventions planned are based on a combination of new
measures especially to promote integrated policies, together with existing measures such as
integrated programmes for Roma people and for immigrants (e.g. the ‘ESTIA’ programme)
and action to support health and social solidarity services. More efforts are needed to
introduce targeted measures such as strengthening administrative capacity, raising awareness
of immigration issues, certifying the educational and professional qualifications of
immigrants, and providing support services to help them benefit more from participation in
socioeconomic life.

Despite the continuation of existing activities, in-depth evaluations are needed to review and
re-adjust some of the interventions to meet the specific needs of each sub-group and tie in
with the different socioeconomic policies.

3.5. Governance

Consultation on the draft report was not based on structured involvement and participation by
the various stakeholders, particularly regional and local.

Their involvement over the full policy cycle continues to remain limited.

Monitoring and evaluation mechanisms and arrangements are urgently needed. The report
refers to the setting up of the National Council for Social Protection (NCSP), which is a
positive step but is still pending.

4, PENSIONS
4.1. Key trends

The Greek pension system is a ‘pay-as-you-go’ system, although funds are allowed to keep
existing surpluses, with pensions provided by a number of funds, which have the status of
public bodies and form part of the Greek public sector. The system is highly fragmented and,
as a result, the various benefit schemes provided for different occupational categories differ,
not only across the funds but often within the funds. Some of the existing funds are primary
funds that provide the main pension, and some are supplementary, lump-sum and provident
funds. Most primary funds provide health cover in addition to pensions and some funds
provide additional benefits such as family benefits. Older workers are insured by at least one
primary fund but usually have supplementary coverage (which may be provided by another
fund), while new workers only have one fund. Some workers contribute towards a lump-sum
separation payment at the time of retirement. Civil service pensions are paid directly out of
the national budget, while many public enterprises and banks have enterprise-specific funds.
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A second tier consists of occupation-based auxiliary funds which provide supplementary
pensions. The primary pension funds typically provide a replacement rate of between 70%
and 80%, while the supplementary funds provide a replacement rate of 20%. Thus, the total
replacement rate is usually 90% for 35 years of insurance. This is often not the norm,
however, as several primary and supplementary pension funds provide more generous
benefits.

The statutory retirement age is 65, but some funds are still in the process of adjusting upwards
to this standard. As regards contributions, the standard contribution rates for those insured
after 1992, for a primary pension, are 6.67% for the employee, 13.3% for the employer and
for those insured after 1992, and 10% for the government. Farmers contribute 7% to OGA,
which receives an additional 14% from the government. The standard rates for supplementary
pensions are 3% for the employee and 3% for the employer. Lump-sum separation benefits
are financed exclusively by employees. Some funds (especialy those for public enterprises
and bank employees) have set higher contribution rates, as have those for workers in heavy
and unhealthy professionsthat typically allow earlier retirement.

In 1996, a means-tested supplementary pension scheme (EKAS) was introduced for those
with very low benefits. In 2004, the calculation of pensions stemming from contributions paid
to multiple funds was made uniform. Stricter rules were also imposed for civil servants
pensions. Replacement rates were gradually lowered from 80 to 70%, the retirement age for
women was increased to 65, and the calculation of benefits shifted from the final salary to the
average of the last five years. Finaly, in 2008, a new law adjusted the statutory retirement age
upwards for certain groups and merged the existing 175 funds to just 13.

‘Second-pillar’ schemes (occupational pensions) are small in Greece and were prohibited until
recently. The Pension Act of 2002 introduced some favourable arrangements for occupational
pensions, including exempting contributions from taxable income, and in 2005 three
occupational pension schemes for small professional groups were allowed to operate. In order
to supervise the occupational pension funds, two bodies have been set up: the Occupational
Insurance Division of the Ministry of Employment and Social Protection and the National
Actuarial Authority. There is currently no legal provision for voluntary savings via private
pension (third-pillar) schemes, athough the Monitoring Service for Private Insurance has
been funded.

The relative median income ratio for people aged 65 and over relative to the income of the
age group 0-65 was 83% in 2007, compared to 79% in 2005. The recent Law 3655 of April
2008 on ‘Managerial and Organisational Reform of the System of Social Security’ unifies the
different funds (primary and supplementary), equalises retirement ages for some insurance
funds and introduces limits on early retirement. The new law also aims to improve maternity
provison and combat undeclared work and evasion of social security contributions. It
provides for a new intergenerational solidarity fund (AKAGE), to be used after 2019 to
strengthen the viability of the pension system. Finally, issuing a social security identification
number (AMKA) to each insured person, to be used for all transactions with the social
security system (employment, health, income transfers), as of 1 June 2009, will contribute to
the viability of the system by simplifying administrative procedures and cutting overheads.

4.2. Key challengesand priorities

The main challenges identified in the 2007 Joint Report relate to the sustainability of the
pension system and to overcoming its fragmentation. Raising employment rates, especially for
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women and older workers, and curbing contribution evasion were highlighted as key
priorities. Some progress has been made in addressing these challenges but efforts should
continue at a faster pace. The 2008 Law is a step in the right direction, i.e. equalising
conditions for all employees, but further progress is needed to reduce the variation in
replacement rates across funds. The gross replacement rate calculated according to the I1SG
methodology for Greece in 2006 was 105 (115 for the net replacement rate). The rate is
expected to fall by 12 percentage points between 2006 and 2046 (compared to afall of 7 p.p.
for the net replacement rate). This figure hides the great variation in outcomes for different
funds and different contributory histories. The net replacement rates must become more
uniform for similar careers across all socio-occupational groups.

It will be necessary to monitor progress on institutional changes regarding sustainability. The
pension expenditure rate as a percentage of GDP (ESPROS, Eurostat data) in 2006 was 11.9%
(EU-27: 11.9%). According to projections, pension expenditure is expected to double to
24.8% of GDP by 2050. Hence more efforts are necessary: in particular it is necessary to
improve incentives to work longer and to contribute to socia protection throughout one's
career, by tightening the link between contributions and benefits and tightening eligibility
criteriafor early retirement.

4.3. Mor e peoplein work and working longer

The national standard age of retirement is 65 for men and 60 for women, raised to 65 for
women entering the labour force as of 1993, and at this age requiring a minimum of 15 years
of contributions. Workers with a contribution record of 37 years can retire on full benefit
regardless of age. There are more favourable provisions for people who work in heavy or
unhealthy occupations and for parents with dependent or disabled children. The minimum
pension requires 15 years of contributions. For people working after age 65 and up to 68,
there is a higher accrual of 3.3% per year. Working mothers (insured by 1KA) can benefit
from an additional six-month maternity leave. Seniority (including non-contributory periods)
at retirement for new flows of retirees in 2006 was 25.1 years (27.5 years for men and 20.8
years for women), very low in comparison with other countries.

The employment rate for older workers (aged 55 to 64) is comparatively low (42.4% in 2007),
with no clear signs of a strong upward trend despite high economic growth; the employment
rate of women aged 55-64 is remarkably low, at 26.9% (EU-27:36%). In 2005, the median
effective age of retirement was 61.7 years for men and 58.4 for women.

Recent legidation has attempted to limit the special provisions that allow early retirement
before the ‘normal’ retirement age of 65. Active measuresin place as regards ageing include a
range of lifelong learning programmes addressed to old-aged workers, subsidies to firms as an
incentive to hire male unemployed workers aged 50 years and over (and special programmes
for female unemployed workers aged 45 years and over), and earmarked subsidies to firms for
hiring unemployed people close to retirement.

4.4, Privately managed pension provision

There are currently five occupational funds operating in Greece, and two more are being set
up. No reference is made to private schemes. The percentage of the working population
contributing to a personal pension is very low, less than 2%. Voluntary (third-pillar) pensions
are mostly provided by the life insurance industry. In life insurance schemes, lump sums are
preferred to annuity benefits. In Greece, total premiums added up to 2.14% of GDP in 1999,
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dightly less in the two years to follow, but then rose, to 2.17% in 2005 (the EU-25 average
stood at 8.5% in 2005). Rapid expansion of the life insurance industry has been observed
lately.

45, Minimum income provision for older people

The elderly (aged 65 and over) face a higher at-risk-of-poverty rate (23% in 2007, EU-27:
19%). Uninsured elderly persons receive pensions from the OGA, but severa studies stress
the inadequacy of minimum pension benefits, given the high rate of poverty among
pensioners and particularly among single elderly women. However, no measure is mentioned
in the NSR to address this problem.

4.6. Information and transparency

An IKA pilot project to inform people about insured time covered and contributions paid, in
operation since May 2007, could prove a good means of promoting information services.
There are no surveys or other sources measuring knowledge/competency with regard to
income security in old age (nor is there any information on differences broken down by
gender, age, or educational level). The NSR does not refer to any tools for monitoring and
analyzing pension developments. As to the involvement of main stakeholders in decision-
making, the NSR states that a socia dialogue and public consultations with all relevant bodies
(mainly political parties and social partners) preceded recent legal developments.

5. HEALTH AND LONG-TERM CARE
5.1. Healthcare
5.1.1. Health status and description of the system

The Greek healthcare system is based on the coexistence of the National Health Service
(NHS), acompulsory socia health insurance, and voluntary private health insurance schemes.
Universal coverage of the population is provided by the NHS and a variety of social insurance
funds. Primary health care (PHC) is delivered through PHC centres and hospital ambulatory
(outpatient) services, secondary and tertiary care in general and specialised hospitals. Major
developments from the previous period are: the reduction in the number of Regional
Management Health Care Agencies (from 17 to 7); new legidation (Law 3457/2006) on
pharmaceuticals, focusing primarily on the use of IT to monitor and coordinate
pharmaceuticals consumption and expenditure across the 30 health insurance funds, secondary
and tertiary hedthcare units, and the enactment of Law 3580 of 2007 on procurement by
healthcare units. The public private partnerships (SDIT) for building health and social care
units are expected to boost local employment.

PHC is a priority co-financed by the structural funds. The development of an integrated
information system for the national healthcare system may contribute to improving access to
the system for all socioeconomic groups. Not enough health outcomes indicators are provided.
In recent decades, life expectancy at birth has risen, to 77.2 years for men and 81.9 for women
in 2006, which is above the EU-27 average (72.2 for men and 81.9 for women). Concerning
inequality, the NSR does not provide data on gender, occupation/working conditions, housing
or living conditions.
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5.1.2. Accessihility

Access for all and non-discrimination is guaranteed by law but accessibility problems remain,
due to geographical disparities and variations in coverage by the social insurance funds and
other sources. A mixed system of service delivery by public and private providers
characterises both primary and secondary health care. According to household expenditure
data, private expenditure in the form of out-of-pocket payments is substantial and has
expanded fast. The unmet needs data (unmet needs and self-reported heath needs) are a
continuous problem. Expenditure on health has increased rapidly over the last two decades:
from 5.7% of total household expenditure in 1993/94 to 7.2% in 2004/05 (of this, two thirds
concerns direct payments to physicians and the rest drugs expenditure, including co-
payments, and hospital care; data from the National Statistical Service). The multiplicity of
funding also accounts for the lack of coordination of purchasing policies and system
inefficiencies. No reference is made to how the pension reform will affect health insurance.

The NHS is still characterised by inequalities owing to the oversupply of specialists (but
undersupply of nurses) mostly concentrated in the large urban centres and by significant direct
costs faced by patients in the private sector and in the NHS (under the table payments)
Furthermore, there are still waiting lists in public hospitals particularly in urban areas.
Regarding health and women, there is no reference to specific measures incorporating a
gender dimension or promoting women'’s health.

5.1.3. Quality

Reference is made to the Health and Welfare Inspectorate in charge of carrying out periodic
inspections of health and care units (the emphasis is primarily on physical amenities and
operational aspects). These inspections do not assess the outcome of treatment and
interventions and a national framework for assessing the efficiency and effectiveness of
medical care is needed. There is no national service regulation laying down the performance
standards required across sectors (which could also provide a basis for uniform costing of
services and provider reimbursement). Given the fragmented character of the NHS, there is
discontinuity between ambulatory and secondary care, with defective information transfer and
poor medical records. Care coordination remains a problem owing to the lack of national
regulations.

The need to upgrade quality by means of accreditation procedures, standardisation, and
evaluation procedures is noted in the report and will be part of future planning. A draft hill
dealing with quality issues is under preparation but there is no indication of plans/targets or
timelines for implementing and devising on uniform quality assessment and improvement
mechanisms.

5.1.4. Sustainability

Total health expenditure as a percentage of GDP (9.1% in 2006) is above the EU average®,
while expenditure has stabilised recently. The public share of total health expenditure was
61.6% in 2006, coming from the state budget and social security. The remaining 36.4% of
total health expenditure comes from private payments. Private expenditure appears very high
and indicates access and service use inequalities. Despite increased total health expenditure,

% OECD Health Data 2008 — Version: June 2008.
37 EU average of 8.87% and PPP$2376.33 per capitain 2004.
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health status indicators have not improved. Modernisation efforts emphasise efficient ICT use,
education, and measures promoting electronic government but, without appropriate
monitoring of the implementation and evaluation of these plans, there is a risk of
overspending and developing some services (private) more than others (public) with
potentially difficult consequences for accessibility, due to the lack of effective
monitoring/evaluation and a needs-based resource allocation without uniform standards for
that allocation. Reference is made in the NSR to recent legislation on procurement to improve
the sustainability of the system but documentation regarding expected impacts on expenditure
is lacking. Care coordination remains a problem for the sustainability of the system with
adverse consequences for vulnerable group accessibility, because of comparatively high
private expenditure borne disproportionately by the poor.

5.2. Long-term care
5.2.1. Description of the system

The LTC system is mixed, including direct social service provisions, care needs coverage
through insurance funds, tax exemptions and indirect care provision. LTC services include
rehabilitation, social care, ‘Care at Home', and occupational and empowerment activities
managed by public and private institutions. Programmes co-financed by the Structural Funds
such as ‘al-day’ schools, counselling, education and training for the disabled and ‘care at
home’ for the elderly will continue in order to allow working women with dependent family
members to adequately cover their working hours. The national strategy aims to improve the
‘social’ model in place of the ‘clinical’ model, e.g. deinstitutionalisation of mental patients,
mainly developed at local level, and to improve the effectiveness of health and LTC systems
by extending the scope of PHC. Improvement of coordination between the systems is needed.

5.2.2. Accessihility

The general am is to favour care at home for the elderly and contribute to reconciling family
life and work for women. Service providers are concentrated in urban centres. Increasing
demand for care services, due to changing family patterns and growing female employment
rates, combined with demographic ageing and a steadily increasing number of single elderly
people, is met by female migrant labour (either as co-residing or day-care minders. The NSR
does not provide data on differences in access to care by gender, age, health status, ethnic
minorities and geographical location in relation to population needs. It is problematic that
increased funds are being allocated without a rational needs assessment. On the coordination
of care services with medical and rehabilitation services, the Report states that further
development of specialised centres (for disabled and elderly people and other vulnerable
groups) will be co-funded by the EU.

5.2.3. Quality

The Report mentions the development of a ‘Quality Charter for Social Services by the
Ministry of Health and Social Solidarity. The aim is to develop methodologies and tools for
the evaluation of services, pooling information and promoting coordination. Asin the case of
health care, reference to quality issues is linked to the operation of the Health and Welfare
Inspectorate and to accreditation of non-profit institutions providing long-term care services
by the Social Protection and Solidarity Institute supervised by the Ministry. The legidative
framework for the accreditation and evaluation of NGOs and voluntary organisations
providing LTC is in place. Implementation gaps and insufficient LTC health professionals
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(rural areas) are a challenge to uniform provision and to the quality of services. Cost-
effectiveness assessment or needs assessment by users of the services is needed. Accreditation
and procurement are important; however, uniform quality assessment and performance
assessment of the new centres and old institutions are needed but are not referred to in the
NSRs.

5.24. Long-term sustainability

It is difficult to assess total LTC expenditure because of the multiplicity of providers and
forms of provision. A large part of LTC is informal and family-provided, and hence hard to
assess in cost terms. The mixed financing system of forma long-term care is further
complicated by differences in the financing rates, which vary according to the type of care
and the provider's legal status. Cost-controlling mechanisms are weak and there is no
comprehensive framework for cost evaluation (based on either needs assessment or
demographic projections). Coordination between medical and care services, and the many
factors involved in measuring quality in social care is lacking. The NSR expresses the
intention of the relevant authorities to use all available national, EU and other international
resources efficiently in order to meet demand. In addition, an increase in employment of
carers, an assessment of the resources made available and the promotion of public-private
partnerships (SDIT) is expected to contribute to the improvement and expansion of new care
units.

6. CHALLENGESAHEAD

e To promote an active inclusion approach combining active employment measures and the
promotion of quality jobs, adequate income support and access to services for all citizens
and especially for vulnerable groups. To take concerted action to combat child poverty and
promote the wellbeing of children;

e To improve governance, to promote the mobilisation and full participation of all relevant
stakeholders, and to increase the effectiveness and efficiency of social expenditure by
establishing concrete mechanisms and procedures for overall coordination, monitoring and
evaluation of the socia policy initiatives under implementation and for impact evaluation
and strategic future planning;

e Toincrease action to tackle poverty among the elderly, and, in particular, meet the need for
a uniform safety net against poverty in old age (a safety-net pension based on income and
other relevant criteria so as not to create distortions against working at older ages). The
National Cohesion Solidarity Fund should take immediate effect to address poverty;

e To address the sustainability of the overall pension system, by continuing to harmonise the
conditions across different pension funds, improve administrative efficiency and
governance, and tighten the link between contributions and benefits. To address the
adequacy of income for all current pensioners;

e To improve the cost-efficiency and quality of heath services, to ensure coordination
between care levels and funding arrangements, to establish an effective monitoring and
regulation mechanism in the public and private sectors, and to effectively reduce
Inequalitiesin access,
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e To enhance the provision of long-term care services and to establish mechanisms (uniform
quality standards and performance-management tools) for evaluating the quality of the
services provided in both the public and private sectors.
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1. TABLE WITH PRIMARY AND CONTEXTUAL INDICATORS

1. Employment and growth

Employment rate

o] o = Unemployment rate
g GDP g (% of 15-64 population) g (% of labour force)
5 gronth | GDP per 5 15-64 5 15+ 15-24
w rate* | capitar* w Total Male Female 1524 | 55-64 W Tota | Mae | Femae
2000 4,5 84,1 2000 56,5 715 41,7 27,6 39,0 2000 11,2 74 171 29,1
2005 29 92,8 2005 60,1 74,2 46,1 25,0 41,6 2005 9,8 6,1 15,3 26
2008f 29 94,1 2007 61,4 74,9 47,9 - 42,4 2007 83 52 12,8 22,9
* Growth rate of GDP at constant prices (2000) - year to year % change; ** GDP per capita in PPS (EU27=100); f: forecast
2. Demography and health
- Infant | A oo- | O | unmet
Q Life expectancy at Life expectancy at Healthy life mortality g O Public | pocket % need for
5 birth 65 expectancy at birth rate (2007 S I(J)J Total | health payments| - health
i} instead of health exp| Exp % of | % of i |care%of
Male Female Male Female Male Female 2006) %GDP | THE* THE pop
1995 75,0 80,1 15,9 18,2 65,8 69,2 8,1 1995 8,6 52,0 na -
2000 75,5 80,6 16,1 18,4 66,3 66,9 59 2000 78 60,9 37,2 2005 4,6
2006 77,2 81,9 17,5 19,4 66.3b 67.9b 3,7 2006 9,1 61,6 35.4** 2006 58
S. Eurostat estimate; p: provisional; b: break in series *THE: Total Health Expenditures; ** 2005 instead of 2006

3. Expenditure and sustainability

|SociaJ protection expenditure (Esspros) - by function, % of total benefits

Age-related projection of expenditure (AWG)

g ) (2008) Expepditure (% of GDP)
g T 2 |og age Level in 2004 and changes
3 otal < .
S |expenditure| Oldage | Sickness Family | Housing ¢y |depende| Total | Public Long-
Ll * (% of and and health | Unemploy and and social & ncy ratio| social |pension| Health | term
GDP) survivors care ment children | exclusion | Disability Eurostat | expend. S care care
1995 19,9 52,1 26,0 4.5 8,8 3,8 4,8 2004 27,8 89 51 51 na
2000 235 49,7 26,5 6,2 74 54 4,8 2010] 28,2 -0,2 na 0,3 na
2006 24,2 51,3 28,7 4.6 6,2 45 4,7 2030 385 0,2 0,8 0,8 na
* including administrative costs 2050 57,0 13 1,7 17 n.a
4. Social inclusion and pensions adequacy (Eurostat)
Income Anchored at-risk of
At-risk-of-poverty rate Poverty risk gap inequalities poverty
siLC Children Children Total - fixed
2007 Total 0-17 18-64 65+ Total 0-17 18-64 65+ S80/S20 2005 threshold
Total 20 23 19 23 26p 29p 26p 24p 6p 2005 20
male 20 18 21 26p - 25p 24p = 2006 20
femal 21 19 25 26p o 26p 24p 2007 20
People living in jobless households Long Term unemployment rate Early school-leavers
Children % of people aged 18-59* % of people aged 15-64 % of people aged 18-24
Tota Total Male Female Total Mae |Female| Total Mae | Femae
2001 53 8,8 6,4 11,2 2000 6,2 3,6 10,2 2000 18,2 22,9 13,6
2004 4,5 8,5 6,2 10,7 2004 5,6 3 9,4 2004 14,9 18,3 11,6
2007 39 8 6 10 2007 4,1 2,2 7 2007 14,7 18,6 10,7
*: excluding students; i: change in methodology; b: break in series
SILC 2007 Total Mae | Femae SILC 2007 Total | Mae | Femae
Relative income of 65+ 0,83 0,88 0,83 Aggregate replacement ratio 04 0,46 0,42
Changein theoretical replacement rates (2006-2046) - source | SG
Change in TRR in percentage points (2006-2046) Assumptions
Net Gross replacement rate Coverage rate (%) Contribution rates
Typeof | Occup. & Type of pensions pensions
Statutory | statutory | voluntary suppl. Statutory | Occupational and | (or Social| Estimate of current | Assumpti
Total Total pensions | scheme* | pensions | scheme** pensions | voluntary pensions | Security) (2002) on
-7 -12 -12 DB / NA / 20 /

* (DB: Defined Benefits; NDC: Notional Defined Contributions; DC: Defined Contributions); ** (DB/DC)
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Spain

1. SITUATION AND KEY TRENDS

Economic growth has been very dynamic in Spain in recent years, reaching an average GDP
growth of 3.7% in 2007 (EU25: 2.9%). However, as a consequence of the global financial
turmoil, economic growth rapidly decelerated in 2008 (to 1.2%) and it is projected to contract
by 2% in 2009.® The low growth in productivity hampers the competitiveness of the
economy. Employment prospects reflect the economic and financial situation in general.
While in 2007 activity and employment continued to rise, at 71.6% (EU: 70.5%) and 65.6%
(EU: 65.4%) respectively, job creation is expected to decline sharply from +3% in 2007 to -
0.7% in 2008 and -3.9 in 2009. The previous downward trend in unemployment is also
changing rapidly, due to rise from 8.3% in 2007 (EU: 7.1%) to 11.3% in 2008, 16.1% in 2009
and 18.7% in 2010.* The long-term unemployment rate of 1.7%* in 2007 remains one of the
EU’s lowest (average is 3.0%). Spain faces very high labour market segmentation as the
proportion of fixed-term contracts is twice the EU average (31.7% in 2007, EU average:
14.5%).

Despite the economic growth in recent years, the number of people below the at-risk-of-
poverty threshold has remained practically unatered, (20% in 2007*, EU average: 16%).
Children (24%) and the elderly (28%, 30% of older women) are particularly at risk. Inequality
of income is above the EU average (S80/S20 ratio: 5.3 in 2006, EU25: 4.8) and the percentage
of working poor was 11% in 2007 (EU: 8%).

The population continues to grow, mainly as a result of migratory flows. In 2007, 15.1% of
the population aged 15-64 had a foreign background, of which 4% were EU25 and 11.1%
third country nationals. The population aged 15-64 with a foreign background have a higher
employment rate (more than 69% for both groups, 65.6% for nationals), although they face a
higher risk of job quality. Spain will have to deal with the effects of an ageing society (17% of
a total population of more than 46 million is over 65). Although lower than in previous
forecasts, the projections show a significant rise in the old-age dependency ratio (24.1% in
2008, 24.4% in 2010 and 58.7% in 2050. Life expectancy at birth remained among the EU’s
highest in 2006 (men: 77.7, women: 84.4).

Socia expenditure as a percentage of GDP continues to be significantly below the EU
average (20.9% in 2006*, EU: 26.9%). Old age and survivor benefits accounted for 8.4% of
GDP.* Spain has one of the highest rates of early school leavers in the EU (31.0% in 2007,
EU average: 15.2%), with significant regional and gender differences.

38 ECFIN Interim forecast, January 2009.

i ECFIN Interim forecast, January 2009

40 1.96% in 2007, according to national data (Spanish Labour Force Survey).

4 19.7% in 2007, according to national data (National Statistic Institute, Living Conditions Survey). To

note that, for the first time in 2007, the data computes the ownership of the first residence, which throws
significant differencesin the at-risk-of-poverty rate for the elderly. .

2 ESSPROS 2006

s ESSPROS 2006
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2. OVERALL STRATEGIC APPROACH

The Spanish SPSI Report builds on two premises: the validity of the challenges and priority
objectives identified in the Report 2006-2008 and the need to update and reinforce them,
while addressing emerging social needs (resulting from migration flows and an ageing
population) to increase social progress, progressively reduce social inequality and prevent
social exclusion. There are clear links between the five NAPincl priority objectives and the
strategies on pensions and health and long-term care, and the aim is to coordinate the social
protection and socia inclusion OMC and the National Reform Programme. The social and
labour market objectives and policies are presented as interlinked and mutually reinforcing,
combining measures to boost economic activity and employment and to address the needs of
vulnerable groups, as well as to boost the equity and efficiency of public expenses. Particular
attention is paid to the gender impact of the measures proposed.

The Report was adopted by the Council of Ministers. The drafting process was coordinated
jointly by the Ministries of Education, Social Policy and Sport and of Labour and Migration,
in close cooperation with the Ministry of Health and Consumer Affairs. The socia partners
and NGOs were closely involved in preparing the new NAPincl, which also benefited from
improved coordination between the various tiers of public administration. The Report on
Pensions was presented to the social partners, whose contributions will feed into the social
dialogue process during the new negotiation phase of the ‘ Toledo Pact’.

The Spanish report includes a chapter, under the inclusion part, on the ESF contribution to the
objectives of the NSR, through 19 regional and 3 national programmes to address obstacles to
genera participation in the labour market and social inclusion of the most disadvantaged
groups.

In order to tackle the global economic crisis, the government has confirmed that the social
policy budget planned for 2009 will be maintained. It aso recently adopted a series of ad-hoc
measures (not included in the NSR), including schemes to boost economic activity, support to
families (e.g. scope to postpone mortgage payments for the unemployed under specific
conditions) and support for employment and contracting (i.e. adoption of a temporary
Guidance, vocational training and labour insertion Plan, bonuses to boost indefinite
contracting of those unemployed with family responsibilities, the promotion of public
employment in cooperation with local authorities and an increase in the budget to implement
the Law on the Promotion of Personal Autonomy and Care for People in a Situation of
Dependency).

3. SOCIAL INCLUSION

3.1. Key trends

One of the main consequences of the global economic and financial turmoil in Spain is the
steadily rising unemployment rate, which is likely to seriously affect the proportion of
unemployed persons in poverty (37% in 2007)* and the share of people living in jobless
households (6,2% in 2007) in the months to come.

a4 Population: 16 years and over in unemployment
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The general rate of people at risk of poverty remains high (in 2007, 24% before and 20%™
after socia transfers), despite the overall economic and labour market progress in recent
years. The elderly (28%)“° and children (24%) are particularly at risk. The indicators available
show that child poverty results from a complex interaction between several factors, including
work intensity (a relatively low rate of 5,3% of al children lived in jobless households in
2007, but 71% of these jobless households with dependent children were under the poverty
threshold in 2007) and household structure (in 2007, 37% of households with more than three
dependent children were at the risk of poverty). In relation to education, progress has been
achieved regarding childcare and the schooling rate, but Spain lags behind on student
performance and retains a high early school leaving rate (31.0% in 2007, EU average: 15.2%).
Public expenditure on education is lower than the EU average (4.23% of GDP in 2005, EU
average: 5.04%).

The working poor accounted for 11% in 2007*" (EU25: 8%). Definition of working poor is a
combination of aspects related to household structure, job quality and unstable flow of income
(note the high segmentation in the Spanish labour market, with a very high share of fixed-
term contracts, particularly for women, young people, people with a migrant background and
people with disabilities).

Societal aspects triggered by the shift in the age structure and by immigration flows are
significant. Spain is one of the countries with the highest life expectancy, showing a clear link
between the health status and the economic situation of individuals. Worth noting is the health
status of specific groups, like the Roma population, who, despite the progress achieved in
recent years, still suffer from health problems and chronic illnesses to a greater extent than the
population average. The Roma® also face problems related to labour market integration and
access to housing.

3.2. Progress on the priorities set in the 2006-2008 National Strategy Report
(NAPIncls) and the challengesidentified in the 2007 Joint report

The 2006-2008 NSR identified five priority areas (still valid in the 2008-2010 Strategy),
related to access to the labour market, improvement of minimum income, equity and quality
of education, social inclusion of immigrants and assistance to persons in a Situation of
dependency). The Report includes information on the progress made in policy plans and
measures regarding each priority, providing key data to support the progress achieved.
However, an effective assessment of the impact of the measures and policy actions will take
some time, due to the very broad scope of the priority areas.

In line with economic growth, progress in access to the labour market has been consistent in
recent years. Implementation of measures such as the Agreement on Growth and Employment
and the Law on Equality between Men and Women has specifically helped integrate women
and vulnerable groups into the labour market.

45 19.7% in 2007 according to national data (National Statistic Institute, Living Conditions Survey).

6 To note that, for the first time in 2007, the data computes the ownership of the first residence, which
throws significant differencesin the at-risk-of-poverty rate for the elderly.

47 Data for 2007, not yet available for all MS, show that the rate of working poor has increased to 11% in
Spain.

8 Non official data estimates the total Roma population in Spain between 650.000 and 700.000 people.
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The Report gives detailed information on the increase of the statutory minimum wage (paid to
0.73% of full-time employees in 2007) and minimum pensions. Currently at €600, the
minimum wage corresponds to approximately 43% of average gross monthly earnings. An
increase is expected to positively influence the low-wage trap. The NSR also describes a
financia incentive designed to help integrate into the labour market potentially active persons
in need.

The Report also gives a detailed description of the increase in scholarships in 2007 and the
progress concerning access to childcare and pre-schooling. The high early school leaving rate
is partially addressed by implementing the Reinforcement, Counselling and Support
Programmes, although the NRP target for 2010 (to reduce the rate from the current 31.0% to
15%) seems unattainable. However, some other factors are worth considering, such as the
positive effect that rapidly rising unemployment will have on the school drop-out figures for
€COoNnomic reasons.

Implementation of the Strategic Plan for Citizenship and Integration 2007-2010 and the Fund
for the Reception and Integration of Immigrants and their Educational Support is also
described. It reports a slowdown on implementation of the Law on the promotion of personal
autonomy and care for people in a situation of dependency, mainly due to institutiona
coordination problems. Specific support measures for vulnerable groups are worth noting,
such as the National Plan for Awareness-Raising, the Prevention of Gender Violence (2007-
2008) and the creation of the State Council of the Roma People.

3.3. Key challengesand priorities

The strategy aims to consolidate progress on social policy, ensuring continuity with the
previous NAPIncl. The selected priorities entail combining strategies to increase access to
secure employment with enabling services and income support to minimise the risk of
creating traps. Nevertheless, the objectives are very broad, and positive results will only stem
from sustainable and sustained measures and a reinforced coordination between national and
regional administrations.

The overall objectives are to: 1) enhance access to the labour market, taking into account the
gender perspective, and focusing on potentially active vulnerable groups; 2) guarantee a
minimum financial income for al citizens; 3) provide an education policy that makes equity
part of access to and quality of the education system; 4) improve socia inclusion of people
with amigrant background and 5) guarantee equity for people in a situation of dependency.

The report includes an annex on the contribution of the 2007-2013 ESF strategy to social
inclusion policy. It focuses in particular on the programme ‘Fight against Discrimination’,
which aims to promote equal treatment, opportunities regarding social inclusion and labour
market integration and create a national ESF Social Inclusion Network.

3.4. Policy measures

The report lists a comprehensive set of measures linked to the five overall objectives. Gender
Issues are al so taken into account.

Implementation of the Law on Equality includes measures to promote employment for

women (54.7%, EU average: 58.3% in 2007), with specific schemes for women over 45, and
to foster the work/private life balance. A specific strategy addressing the integration of people
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with disabilities into the labour market (2008- 2012) is planned. Implementation of the new
system of vocational training and training schemes for disadvantaged groups will continue.

Financial support measures are planned, such as the Active Income for Insertion Programme
(designed to support labour market integration of those in financial need) as is a progressive
increase in minimum pensions and the minimum inter-professional wage in rea terms to
increase purchasing power for the least qualified workers. Nevertheless, the effects of these
measures could be overshadowed by the new economic situation.

The report describes targeted measures supporting infant education, boosting financial support
to students, enhancing success at school at all levels and ages, developing special programmes
for immigrant students, increasing the attractiveness of technical and vocational education and
preventing early school leaving.

The Strategic Plan for Citizenship and Integration 2007-2010, approved in February 2007,
includes twelve areas of action: reception, education, employment, housing, social services,
health, infancy and youth, equal treatment, women, participation, raising awareness and co-
development. Specific objectives and measures are being identified in each area. Support
measures for local entities, public and non-profit organisations are also planned. In light of the
new economic situation and rising unemployment, it is worth mentioning the recently
established programme for voluntary return of migrants.

Schemes to provide care in rural areas, prevent situations of dependency, support training for
family and professional carers, etc., linked to the Law on the Promotion of Personal
Autonomy and Care for People in a Situation of Dependency, will be implemented. Measures
to boost institutional coordination are aso planned.

The NAPincl aso includes specific measures designed to boost social inclusion and labour
market access for vulnerable groups, such as the elderly, young people, the Roma, returned
migrants, prisoners and ex-prisoners, etc.

3.5. Governance

Drafting of the NAPIncl was coordinated by the Ministry of Education, Social Policy and
Sport. All stakeholders, including the Economic and Social Council, socia partners and
NGOs, (through the State Council for Social Action NGOs and the State Council for Roma)
were actively involved, and coordination has been improved, both at horizontal level
(ministries) and vertical level (regional and local authorities). The Plan was approved by the
Council of Ministers.

4, PENSIONS
4.1. Key trends

The Spanish pension system relies on public earnings-related schemes (mandatory) financed
by socia contributions from workers (4.7% of earnings) and employers (23.6% of earnings).
Pensions are calculated on the basis of revenue earned in the last 15 years before retirement
and are adjusted annually in line with the consumer price index. Employees can extend their
working career beyond the 65-year limit through, for example, part-time contracts or
incentives to access retirement beyond 65. Early-retirement is possible from the age of 61 (60
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under specific transitory provisions). The relative median income ratio of people aged over 65
in 2007 was 0.76 (EU: 0.82).

Private pension plans are voluntary and cover both individual and occupationa pension funds.
In 2006 nearly 9.8 million people were covered by private pension plans (8 million people
covered by individual plans).

Since the previous full report, the system has continued to show a surplus of well over 1% of
GDP, as a consequence of revenues increasing faster than expenditure. This has alowed
additional allocations to be made to the Global Reserve Fund introduced in 1997 to deal with
future projected financial strain (currently totalling €55.900 million, 5.32% of GDP).

The socia security system was recently reformed through several legidative initiatives. Law
40/2007, which establishes longer minimum periods of contributions taking into account only
the actual days of contribution, toughens the requirements for early retirement, applies
effective controls to avoid fraud in incapacity protection, changes death and survival benefits
and introduces new incentives to extend working lives. There is also a move to simplify the
Social Security System integrating all schemes in the General Scheme and the Self-employed
Scheme, in order to secure enough contributions for adequate pensions® . Law 20/2007 brings
social protection of self-employed-workers and salaried workers closer. Lastly, Organic Law
3/2007 introduced important social security measures to reconcile work and family lives,
including the new paternity benefit.

4.2. Key challengesand priorities

The population increase, as aresult of migration flows (4.7 million from 1996), has positively
influenced the old-age-dependency ratio and the working-age population (and thus the people
registered in the social security system). However this positive effect will not last as
migratory flows are projected to stabilise at a lower level and immigrant workers will reach
the retirement age. In fact, the old-age dependency ratio for Spain in 2050 is expected to be
58.7%, above the EU25 average.

Measures already adopted and changes made to the system raised the standard of living for
pensioners, improved and rationalised certain schemes and the conditions for accessing
pension benefits and have encouraged more people to work longer.

The accumulation of funds due to surpluses in the social security system (5.32% of GDP in
2008) is projected to last until 2023, an increase of 8 years compared to the projection made
in 2005. From 2023 until 2029 the reserve fund will compensate unbalances on income.
Despite this ‘time bonus', the process of reforms must continue, since public finances will be
under great pressure as public pension spending is expected to increase from 8.6% of GDP in
2004 to 15.7% in 2050.

In terms of adequacy, the statutory scheme provides a high replacement rate for low or
average wages (about 91% of gross replacement rate and 97% of net replacement rate for a
worker retiring at 65 after 40 years of contributions) but it will decrease in the future as the
change in gross theoretical replacement rates (2006-2046) for statutory pensionsis -9.

49 Law 18/2007, of July 4th, on the integration of self-employed workers from the agricultural scheme in

the self-employed Scheme).
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On the other hand, the minimum contribution has increased and minimum supplements are
progressively being financed from the general budget (100% planned for 2013).

Although sustained economic growth and rising employment during past years has enabled
Spain to make significant progress, demographic trends and other challenges are expected to
tranglate into pressure on public finances. Economic and labour market conditions are rapidly
deteriorating and all economic indicators point to a further weakening of the economy. Over
2008 there has been a marked jump in unemployment in Spain, which has been even more
pronounced for immigrant workers.

Under these circumstances, the importance of further reforms must be stressed as current
projections of the pension system — although better than previous projections — could
change if the situation worsens. The need to continue the reform process is recognised and the
Spanish Government and the social partners have already started a new negotiation process
within the Toledo Pact to tackle the pending challenges outlined.

4.3. More peoplein work and working longer

Overal employment increased by almost 10% since 2000, up to 65.6% in 2007, mainly driven
by an increase in employment of women (13.4 % since 2000, 54.7% in 2007, still below EU
average) and foreign workers. The employment rate of persons aged 55-64 also increased
(7.6% since 2000 to 44.6 % in 2007).

The effective labour market exit age in 2007 was 62.1 years, above the EU average. The main
pathways of early exit from the labour market are unemployment and early retirement. The
share of exits through unemployment can exceed 25% and the share of exits due to long-term
sickness or disability is often higher than 25%. The effective average retirement age for new
pensionersis 63.6 years.

The average number of contributory years for new retirement public pensions was around 40
for men and 30 for women.

The new law introduces new requirements to qualify for partial retirement, conditions for
early retirement, incentives for voluntary postponement of retirement after 65 and criteria for
calculating disability pensions. However, the process of strengthening the link between
contributions and benefits must continue, as must the increase in the number of contribution
years taken into account when calculating the corresponding retirement pension benefit. This
benefit is currently calculated according to the amount of contributions made by workers and
employers during the 15 years prior to retirement. Moreover, it is important to further
facilitate flexible and gradual retirement, as well as further restrictions in early retirement
schemes.

4.4, Privately managed pension provision

Supplementary pensions are underdeveloped in Spain. They are optional and designed to
supplement public pensions on avoluntary basis. As lump-sum payments represent the largest
share of pay-outs in pension schemes, the government has changed the fiscal incentives for
pension funds to encourage the use of annuities after retirement, instead of lump sums.
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45, Minimum income provision for older people

Minimum contributory pensions have income guaranteed by a ‘top-up’ benefit and amount to
€6538/year in 2006 (€7.99.7/year in 2008) for those over 65 years or plus (or €7920 in 2006 /
€9222.5 in 2008 for 65+ with a dependant spouse), representing 27% of the total number of
pensions (20.2% for the new pensions). Implementation of the measure to increase by 26%
the minimum contributory pensions over the period 2004-2008 continues, and now reaches
36% of beneficiaries with a dependent spouse and 28% of single beneficiaries.

Non-contributory pensions and other means-tested welfare pensions act as basic universal
provision, covering 11.4% of pensioners.

Recent reforms of minimum and survivor pensions have trandated into fewer gender
differences in living standards and poverty risk. The increase in minimum pensions has
reduced the number of persons on a low income and the share of pensioners who are not
eligible for earnings-related pension is decreasing.

Nevertheless, according to 2007 data, the risk of poverty of older people (31% before, 28%
after social transfers) is still much higher than for the population as a whole, especialy for
women (30%), a trend that has gradually increased in recent years. Gender differences in the
at-risk-of-poverty rate are even greater for people over 65 in single households (49%, women
52%). Nevertheless, the poverty gap of older people is lower, which highlights the role of
minimum benefits to fight poverty among older people. Reducing gender differencesin living
standards and poverty risks of old people is an objective that needs to be pursued.

4.6. Information and transparency

In terms of transparency and information for citizens, workers are being offered substantial
information on their pension rights, in particular via the social security website, which is
continuously updated.

Reform of the pension system in Spain is based on social dialogue. The Toledo Pact is the
product of the political and social consensus on reforming the social security system. Thereis
a joint commitment to regularly monitor and evaluate the progress made on reforming the
pension system.

5. HEALTH AND LONG-TERM CARE
5.1. Healthcare
5.1.1. Health status and description of the system

The National Hedth System (NHS), defined as a mix of centra government and regional
government services, provides universal coverage. It is a decentralised system under which 17
autonomous regions run healthcare services, the Ministry of Health monitors and ensures the
equity of the system and the Interterritorial Council of the NHS (ICNHS) has a coordination
role. Primary health care (PHC) is publicly managed and delivered in health centres. Patients
register with a general practitioner (GP). GPs refer patients to specialists, who refer them to
hospital care. Outpatient ambulatory centres provide outpatient specialist care, and in-patient
care is provided in hospitals which are publicly owned. It is a tax-based system, free at the
point of access. Co-payments apply to pharmaceuticals except for retired and disabled people.
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Patients can choose their GP within their area of residence. Private voluntary supplementary
insurance covers 4.7% of the population. Civil servants can choose from three publicly funded
mutual funds (70% state funding and 30% contributions) and either public or private
provision. In June 2008 a major Pact for Health was signed by the Ministry of Health and all
autonomous regions in the Inter-territorial Council with the aim of reinforcing the NHS. This
agreement addresses crucial issues, such as improving human resources policy; creating a
common portfolio of services, designating services and reference units; rationalising
healthcare spending; establishing a common vaccination calendar; fixing a maximum waiting-
time guarantee; increasing the quality and facilitating innovation in health services;
facilitating universal access to palliative care; boosting preventive care and implementing
policiesto counter illicit drug consumption.

5.1.2. Accessihility

The Spanish population is almost universally covered (98.3% in 2006) by the NHS. Though
careis free at point of access except for pharmaceuticals, data show that private, notably out-
of-pocket expenditure is high (21.5% of total expenditure in 2006), which is closely related to
extensive waiting lists. Spain is one of the EU countries with the least inequality in access to
health care for all income levels. Since 2000, illegal immigrants have also been granted access
by ssimply entering their names in a municipal census. However, it is important to highlight
that, whilst decentralisation can ensure more adaptability to local needs, to some extent it has
also resulted in regional differences in provision. To prevent such disparities, the Spanish
Government approved a new decree in September 2006 which established a portfolio of
common standardised services for the NHS countrywide and will use social cohesion funds to
compensate some regions. Moreover, the Ministry of Health will boost primary health care by
implementing the Strategic Framework for the Improvement of Primary Health Care, which
will be in force over a six-year period (2007-2012). A new law on Sustainable Development
in Rural Areas was also approved in December 2007, which lays down measures to improve
primary health care in rural areas, such as better access to modern technologies and
improvement in urgent and emergency care. Schemes to facilitate the full cover of immigrants
by the NHS, part of the Strategic Plan for Citizenship and Integration 2007-2010, are aso
being carried out.

5.1.3. Quality

According to the bi-annual national health surveys, the Spanish NHS scores high in terms of
efficacy, efficiency and equity in access. A quality plan for the NHS was drawn up to
guarantee maximum levels of quality in health care in all regions on an equa basis. It
involves developing strategies with all stakeholders (e.g. staff and patients) to ensure clinical
excellence. Strategies include greater use of ICT. In 2007, the Spanish authorities revised a
former plan to gather and monitor data on effectiveness. The main concern is the length of the
waiting time for surgery and specialist care, which is partly due to having one of lowest
number of beds — 338 per 100 000 inhabitants in 2005 in the EU. In June 2007, 9.33 and
37.7 patients per 1000 people awaited surgery and specialist care respectively. The Ministry
of Health therefore set criteria indicators and a minimum basic and common national
requirement for waiting time lists for specialists, diagnostic and therapeutic tests and surgery.
Several measures have been carried out to address waiting lists: paying extra hours or fees-
for-service to public health professionals within their own public institutions; contracting out
services to private institutions, financed publicly and contracting out services to other public
institutions with shorter waiting lists.
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5.1.4. Sustainability

Total healthcare expenditure (8.4% of GDP and 2458 US$ PPP per capitain 2006) has grown
more or less constantly over the past decade. Total public expenditure on health in 2006
corresponds to 71.2% of total health care expenditure®. Several measures to rationalise
spending have been adopted or planned by the autonomous regions, e.g. rational criteria for
purchasing management; policies ensuring quality and rational use of medicines; mechanisms
to promote responsible demand and encourage healthy lifestyles; improved access to the best
scientific information available; consolidation of plans to make the most up-to-date medical
tools available to healthcare professionals, additional support for the Evaluation Agencies of
Healthcare Technologies, improvement of resources and decision-making capacity in primary
hedlth care; development of Information and Communication Technologies ICT and other
rationalisation measures.

5.2. Long-term care
5.2.1. Description of the system

Traditionally the family had the main role in care giving, but socio-demographic changes are
making the provision of long-term care services an ever more pressing concern for the
authorities. Demand for long-term care has increased in Spain as a result of the growing
number of people over 65 years of age, the higher survival rate of the chronicaly ill, changes
in the structure of families and the entry of women into the labour market. Hence, various
laws have extended the range of servicesin this area over the past decade. They now include:
PHC at home, day centres, temporary stays in residential homes, residential homes, telecare
and financial aid to dependents and carers. A new Law on the Promotion of Persona
Autonomy and Care for People in a Situation of Dependency was approved in December
2006. This new Law created the Autonomy and Dependency Care System (SAAD), designed
to increase coverage to all people in a situation of dependency (from disabled children to
adults to the dependent elderly, some 1 300 000 people) by 2015 through a large boost in
provision. The SAAD aims to ensure equal access by using a common dependency scale and
defining a standard catalogue of services (wide range of home care, assistance and
adjustment, day centres, night centres and residential care). It also aims to improve the
integration of health and social services. Services may be supplied by public or private
providers agreed by the public Administration and each region organises service supply.
Financial benefits will be granted and family carers will enter the social security system and
attend training courses when they are caregivers. User charges are to be based on income and
income brackets. The government recognises that this process will take some time and effort
to accomplish. Since the Law entered into force, the central government has approved
implementing regulations, previously agreed in the Territorial Council as the central
operational body. A dependency evaluation scale, a minimum level of protection guaranteed
by central government, and the amounts of financial benefits were laid down last year. The
intergovernmental cooperation framework was aso approved, together with the central
government budget allocation criteria to finance autonomous regions. Services to help people
in a dependent situation are mostly carried out by autonomous regions but are financed fifty-
fifty by central and regional governments.

% Source: OECD and WHO data
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5.2.2. Accessihility

The Law provides for progressive implementation until 2015 when it will be implemented in
full. The target is that by this date, all Spanish dependants will be universally covered. This
ambitious new System of Dependency and Care (SAAD) has begun to be implemented,
although it shows regional disparities and delays. During the first year in which the Law was
in force, 72% of beneficiaries covered were aged over 65, nearly half of whom were over 80
years old. As of July 2008, 536 342 people had requested to be accredited as dependent and
326 015 have aready been recognised as beneficiaries (high and severe dependence degree).

5.2.3. Quality

To boost quality, an accreditation of centres, services and entities working in the field is
required. By the end of 2008 the Territorial Council is expected to have adopted the common
accreditation criteria, which cover equipment and material as well as human resources, to be
applied by all the autonomous regions. In July 2008, a Specia Commission for the
improvement of quality within SAAD was created. However, public and political debate in
recent months has revolved around regiona disparities in access. In this context, a crucial
aspect covered by the Law is patient involvement in monitoring long-term care.

5.24. Long-term sustainability

The services provided by the Law on Dependency are financed by the Central State, the
autonomous regions and by co-payments from users proportional to income and patrimony.
For 2007-2008, State contributions totalled €1 271 million. The 2009 Central State budget
will include €1158 million under this heading, which represents 33% more than 2007. The
new Plan for Improving Economy and Employment recently approved by the government
reinforces the budget with an additional €400 million. Funding totalled about 0.57% of GDP
in 2005 (before the Law on dependency came into force), and expenditure is now expected to
increase by 1% of GDP by 2015. Authorities have noted that implementation of the Law will
create 300 000 new jobs. However, family care is till the predominant and most accepted
form of care both by carers and care recipients. In this respect, there are strong ties of
intergenerational solidarity between family members with regard to care tasks. Informal
carers in Spain are predominantly married women, housewives aged about 50 years with
primary education. It is worth mentioning that families face substantial out-of-pocket
payments for contracting care from private providers and/or informa home care workers
(unqualified, immigrants), due to the low level of coverage of public services.

6. CHALLENGESAHEAD

e To break the intergenerational transmission of poverty, in particular by reducing the high
rate of early school leavers. Although several measures implementing the Education Law
address this issue, achieving the 2010 target will require substantial and comprehensive
efforts.

e To intensify efforts to promote the active inclusion of vulnerable groups, such as the
elderly, immigrants, young people, the Roma population and people with disabilities, with
a gender-based approach, in light of the expected effects of the financial downturn and
rising unemployment.
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To monitor the sustainability of the pension system in view of the economic downturn,
further strengthen the link between contributions and benefits and improve incentives to
work longer.

To enhance the provision of long-term care and to counter regional disparities.

To shorten waiting times for care services provided by the NHS.
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7.

1. Employment and growth

TABLE WITH PRIMARY AND CONTEXTUAL INDICATORS

o] o Employment rate = Unemployment rate
g GDP g (% of 15-64 population) g (% of labour force)
5 gronth | GDP per 5 15-64 5 15+ 15-24
w rate* | capitar* w Total Male Female 1524 | 55-64 W Tota | Mae | Femae
2000 5,0 97,3 2000 56,3 71,2 41,3 32,5 37,0 2000 111 79 16,0 24,3
2005 3,6 102,0 2005] 63.3b 75.2b 51.2b 38.3b 43.1b 2005 9,2 7,1 12,2 19,7
2008f 1,2 101,7 2007 65,6 76,2 54,7 39,1 44,6 2007 8,3 6,4 10,9 18,2
* Growth rate of GDP at constant prices (2000) - year to year % change; ** GDP per capita in PPS (EU27=100); f: forecast
2. Demography and health
- Infant | A oo- | O | unmet
Q Life expectancy at Life expectancy at Healthy life mortality g O Public | pocket % need for
5 birth 65 expectancy at birth rate (2007 S I(J)J Total | health payments| - health
i} instead of health exp| Exp % of | % of i |care%of
Male Female Male Female Male Female 2006) %GDP | THE* THE pop
1995 74,3 815 16,0 19,8 64,2 67,7 55 1995 74 72,2 235 -
2000 75,7 824 16,5 20,4 66,5 69,3 4.4 2000 72 71,6 23,6 2005 12
2006 77,7 84,4 17,9 22,0 63.7b 63.3b 3,7 2006] 84 71,2 215 2006 0,6
S. Eurostat estimate; p: provisional; b: break in series *THE: Total Health Expenditures

3. Expenditure and sustai

nability

[Social protection expenditure (Esspros) - by function, % of total benefits [

Age-related projection of expenditure (AWG)

g ) (2008) Expepditure (% of GDP)
g T 2 |og age Level in 2004 and changes
3 otal < .
S |expenditure| Oldage | Sickness Family | Housing ¢y |depende| Total | Public Long-
Ll * (% of and and health | Unemploy and and social & ncy ratio| social |pension| Health | term
GDP) survivors care ment children | exclusion | Disability Eurostat | expend. S care care
1995 21,6 43,9 28,6 16,5 2,0 1,6 74 2004 241 20,1 8,6 6,1 0,5
2000 20,3 447 29,4 11,6 4,9 14 79 2010 244 -0,4 0,3 0,2 0,0
2006 20,9 41,3 31,2 12,5 57 2,0 73 2030 34,3 33 33 12 0,0
* including administrative costs 2050 587 8,5 7,1 2,2 0,3
4. Social inclusion and pensions adequacy (Eurostat)
Income Anchored at-risk of
At-risk-of-poverty rate Poverty risk gap inequalities poverty
siLC Children Children Total - fixed
2007 Total 0-17 18-64 65+ Total 0-17 18-64 65+ S80/S20 2005 threshold
Total 20 24 16 28 24 25 27 21 53 2005 20
male 19 15 26 24 = 27 21 - 2006 18
female 21 17 30 24 - 27 20 2007 17
People living in jobless households Long Term unemployment rate Early school-leavers
Children % of people aged 18-59* % of people aged 15-64 % of people aged 18-24
Tota Total Male Female Total Mae |Female| Total Mae | Femae
2001 6,4 74 6,6 8,3 2000 3,7 23 6 2000 29,1 34,7 234
2004 6,3 73 6,7 79 2004 34 2,2 51 2004 31,7 38,5 24,6
2007 53 6,2 58 6,7 2007 17 11 25 2007 31,0 36,1 25,6
*: excluding students; i: change in methodology; b: break in series
SILC 2007 Total Mae | Femae SILC 2007 Total | Mae | Femae
Relative income of 65+ 0,76 0,77 0,76 Aggregate replacement ratio 0,47 0,52 0,48
Changein theoretical replacement rates (2006-2046) - source | SG
Change in TRR in percentage points (2006-2046) Assumptions
Net Gross replacement rate Coverage rate (%) Contribution rates
Typeof | Occup. & Type of pensions pensions
Statutory | statutory | voluntary suppl. Statutory | Occupational and | (or Social| Estimate of current | Assumpti
Total Total pensions | scheme* | pensions | scheme** pensions | voluntary pensions | Security) (2002) on
-12 -9 -9 DB / ® 89 / 28,3 / -

* (DB: Defined Benefits; NDC: Notional Defined Contributions; DC: Defined Contributions); ** (DB/DC)

115

EN



EN

France

1. SITUATION AND KEY TRENDS

GDP growth, which is lower than the Community average, reached 2.2% in 2007, with a
forecasted 0.7% for 2008 and —1.8% for 2009. The rising employment rate was 64.6% in
2007, but remains low for young people (31.5%) and older people (38.3%). In 2007, the
female employment rate (60%) reached the Lisbon objective. However, employment growth
In recent years conceals an increase in lower-quality jobs. temping and fixed-term contracts
accounted for 10.6% of paid employment in 2006 and the working poor accounted for 6.4%>".
The unemployment rate was 8.3% in 2007, but the regular downward trend observed since
2005 was interrupted in the middle of 2008. Estimated at 7.8% in 2008, the unemployment
rate could rise to 9.8% in 2009 as a result of the economic crisis. The female unemployment
rate (8.9%) is over one point higher than that for men, and young people are particularly hard
hit (19.4%). Long-term unemployment has fallen slightly, with levels of 4% in 2006 and 3.6%
in 2007. The risk of poverty concerns 13% of the population (2007). Social protection
expenditure represents 31.1% of GDP (2006), with expenditure on pensions accounting for
the highest share (44.3% of the total), followed by heath expenditure (29.9% excluding
invalidity). The French population is still characterised by a high fertility rate (two children
per woman in 2006). The demographic dependency ratio (between those aged over 65 and
those aged 15 to 64) is set to increase from 25.8% in 2010 to 46.4% in 2050. Due to the lack
of statistical data broken down by ethnicity and geographical origin, the report does not offer
aspecific analysis of minorities.

2. OVERALL STRATEGIC APPROACH

Following directly on from the previous report, the French authorities underline the
convergence between the European objectives and the French model, which is based on the
aim of high-quality, full employment and greater territorial cohesion. Their strategy is based
on the three main general objectives of the open coordination method. The first thrust focuses
on the aim of financial consolidation of the genera socia protection regime, with more
employment for older people and the recovery of the health insurance system in parallel with
apolicy centred on better access to healthcare, prevention and efficiency. The French strategy
also features the am to improve small pensions, the issue of dependency and the three
sections of the social inclusion strategy (return to employment for those with the poorest job
prospects, socia and occupational integration of young people, and housing). The interaction
between the strengthening of social cohesion and the development of growth and employment
is assured through measures to promote the active inclusion and employment of older people,
and through the effects of family policy on population growth (however, the role of certain
provisions concerning withdrawal from the labour market, aimed particularly at low-skilled
women, should be noted). No explicit reference is made to the positive consequences of the
strategy for growth and employment in terms of social cohesion, pensions and health, and the
links with the sustainable development strategy are not explained. The report underlines the
importance of governance. The strategy pays little attention to the gender dimension, and not

o1 2006 national figures

116

EN



EN

enough detail is given on each specific measure and from the transversal point of view,
particularly in the section on socia inclusion. The issue of disability is mainly covered from
the perspective of long-term care.

3. SOCIAL INCLUSION
3.1. Key trends

13% of the population was living below the poverty threshold in 2007. The stabilisation of
this percentage since 2001 conceals the rising severity of poverty. 14% of women and 16% of
children are affected. The rate is much higher for people living alone (18% for women),
single-parent families (27%) and the unemployed (33%). The poverty rate before transfers
(excluding pensions) is 26%, 24% for those aged 18 to 64, and 36% for children. Net income
from social assistance amounts to 80% of the poverty threshold for aperson living alone and a
single parent with two children (70% for a couple with two children). Numbers drawing the
"revenu minimum d'insertion” (RMI, minimum guaranteed income) dropped by 5.2% from
June 2007 to June 2008, and the 12-month exit rate has increased dightly since 2004 (27.7%
in 2006). Nevertheless, the percentage of people continuing to receive the RMI isrising (46%
have been receiving it for over three years). In 2007, 10% of adults were living in a jobless
household (11.1% of women and 8.7% of children). Two categories are very exposed to
unemployment: the 15-24 age bracket (19.4% in 2007), and the foreign population®* (14% of
men and 18% of women). School failure has not decreased in comparison to 2005 (12.7% of
young people and 14.6% of boys in 2007) and 33.5% of people aged 25 to 64 have a low
educational level of attainment (18.3% of the 25-34 age bracket).

3.2. Progress on the priorities set in the 2006-2008 National Strategy Report
(NAPIncls) and the challengesidentified in the 2007 Joint report

The report includes the results of numerous measures concerning the return to employment,
the integration of young people and housing and, where appropriate, presents conclusions
concerning the necessary adjustments. It also mentions developments during the period in
question, in particular the "Grenelle de I'insertion” (Grenelle agreement on occupational
integration) process, and the revenu de solidarité active (RSA, active solidarity income) and
contrat unique d'insertion (single integration contract) experiments. While there has been
substantial growth in the construction of social housing, around 70% of the increase since
2000 is accounted for by intermediate social housing for rent, with housing for more extreme
social cases representing only 8% of the financed volume. Furthermore, reconstruction of the
housing supply is outweighed by demalitions.

3.3. Key challengesand priorities

The stability of the poverty rate, the high level of unemployment, the number of poor
workers, social integration difficulties and the social housing deficit justify the carry-over of
previous objectives. The three priorities, which match the challenges identified in the 2007
Joint Report, thus target access and the return to employment for those with the poorest job
prospects, the social and occupational integration of young people, particularly those living in
depressed areas and who belong to visible minorities, and social housing (covering the

52 National figures based on the following definition: people born as foreigners abroad and residing in

France.
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problem of housing unfit for habitation). The greater emphasis laid on employment does not
cause the poor quality and precarity of many jobs to be disregarded; however, it tends to limit
the multidimensional approach (for instance, little attention is paid to the reduction of social
inequalities linked to health). No estimate is made of the overal effort by the State to pursue
socia inclusion policies, nor is any reference made to the contribution of the ESF. Y et social
cohesion and the fight against discrimination constitute a substantial component of the ESF
Country Operational Programme for regional competitiveness and employment (39% of the
total appropriation of 4.494 billion euros). Furthermore 28% of the ESF budget is dedicated to
improving access to employment for jobseekers, focusing in particular on the most fragile
population groups. The discussions envisaged in the previous phase to set target figuresin the
fight against poverty gave rise in 2007 to the stated aim to reduce the time-anchored poverty
rate by one third by 2012. A consolidated scoreboard is proposed with supplementary
indicators and a breakdown by age, the objectives for which are currently being discussed.
There are two gender-related indicators concerning the rate of poverty among women aged 75
and over, and the female rate of employment.

34. Policy measures

Under the first priority (encouraging the return to employment for those with the poorest job
prospects), the RSA, which replaces the RMI and the single-parent allowance, is the key
measure in the active inclusion strategy. It was generalised after a relatively short
experimental phase and must guarantee recipients of minimum welfare benefits an increase in
income if they return to employment and ensure additional resources for poor workers. Care
must be taken to prevent certain beneficiaries from settling in precarious, low-quality
employment. The report briefly mentions the active inclusion policy targeting the disabled
(action plan launched in 2008). The other thrusts concern developing support, merging the
national employment agency (the ANPE) and the unemployment insurance bodies in order to
achieve more effective protection, particularly for vulnerable population groups, reforming
vocational training to improve the connection between employment and training, improving
and balancing training provision for the least qualified, and strengthening the transparency
and governance of the system. A new simplification of subsidised contracts (with stronger
support) and the modernisation of integration through economic activity (in order to make
integration possibilities more relevant to the needs of people in difficulty) are announced, and
aid for the creation of businesses has been increased. To offset the effects of the economic
downturn, there are plans to re-launch subsidised contracts, bringing their number to 330 000
for 2009, an increase of aimost one third. Various supplementary measures are set out, in
particular the involvement of the business community, reflection on the mobility of
jobseekers, priority access to créche facilities for the children of anyone following an
occupational integration pathway (not only the beneficiaries of minimum welfare benefits),
the development of personal microcredit, and experiments to combat illiteracy. Actions are
planned against ethnic discrimination (diversity label for employers, mentoring).

The second priority, namely the social and occupational integration of young people, must be
backed by measures aiming to make schools more open to the world of work (reform of
professional qualifications, prevention of interruptions in learning) and improve provisions for
young people leaving school with no qualifications (school support, second-chance schools,
centres run by the Etablissement public d'insertion de la défense). Young people from
disadvantaged areas benefit from specific measures (individualised support plans
complemented by material aid, recruitment commitments by large businesses and professional
federations, and stepping up the fight against school failure). This framework allows for
frequent recourse to experimentation. A third section deals with young immigrants or young
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people from immigrant backgrounds and their families. Overall, actions already in existence
have been renewed or developed, but the problems of fragmentation, lack of clarity and,
consequently, of efficiency in numerous measures, have not been fully solved.

In view of the ongoing imbalance between supply and demand, developing the supply of
socia housing and the renovation of housing form the third priority. Policy in this field is
based on the Act of 2007 establishing the enforceable right to housing and the draft Act on
action for housing and the fight against excluson. The main thrusts are the development of
social housing and tackling the problem of housing unfit for habitation and entail an area-by-
area assessment and a special effort in deficit zones, in particular Tle-de-France. A number of
measures aim to make it easier for people to find housing and stay in it. Action has been
stepped up with regard to housing unfit for habitation and the most rundown areas of social
housing are being renovated. Provision is made for the development of adapted
accommodation and the improvement of accommodation arrangements for highly vulnerable
population groups under the objective to ensure a move towards ordinary housing. The issue
of travellers (residentia sites, suitable accommodation) is also covered.

35. Governance

The INAP was preceded by work conducted mainly by the Conseil national des politiques de
lutte contre la pauvreté et I’ exclusion sociale (National Council for policiesto combat poverty
and socia exclusion) and in the context of the "Grenelle de I'insertion”. This participative Six-
month process, aimed at giving new impetus to integration policies, is overseen by a
multiparty monitoring committee. Apart from this initiative, progress in the field of
governance is presented to the general public and the local authorities from the angle of the
general revision of public policies and greater attention to the process in the parliamentary
context. In the triple "consultation, dialogue and experimentation” stage before generalisation,
emphasis is laid on socia trials and assessment. The statistical annex, which is very
comprehensive, presents in particular the scoreboard used to monitor changes in poverty in
relation to the presidential commitment to reduce time-anchored poverty by one third by
2012. Reference is made to the establishment of targets for the supplementary indicators.
However, the coordination of policies fragmented between national level and regional or local
levels remains a major challenge. Little attention is paid to the dovetailing of policies, or to
links between the various sections of the OMC (open method of coordination) and with the
National Reform Programme (NRP). Nevertheless, the links between the OMC and the NRP
are pointed out in relation to the occupational integration of those with the poorest job
prospects.

4, PENSIONS
4.1. Key trends

The average age of exit from the labour market is 58.7 for men and 59.1 for women. Since
2003, the average retirement age has fallen and settled at 60.7 for men, in particular owing to
early retirements following a long career. The aggregate replacement rate is 58% (with a
significant difference between men, 61%, and women, 54%). The median standard of living
for retired persons, taking account of income from assets and imputed rent, is 5% lower than
for employed persons. In 2008, pensions were upgraded and the indexing mechanism was
revised to take better account of changes in inflation. The reform initiated in 2003 (the Fillon
Act) has preserved the structure of the system, based essentially on the statutory pay-as-you-
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go systems, through an endeavour to ensure its financial sustainability and more equal
treatment between the different systems, with the State undertaking to offset the risks of social
exclusion. It relates to the demographic transition expected between the years 2005 and 2050
(with the retirement of the post-Second World War baby boomers). The Act establishes the
principle of an increase in the insurance period in proportion with the rise in life expectancy,
and provides for a meeting every four years to examine the situation on the basis of economic,
social, demographic and financial data. The conclusion of the first four-yearly meeting in
2008 proved to be less favourable in the short and medium terms than had initially been
forecast, with a deficit in the basic scheme of 4.6 billion euros in 2007 (probably 5.6 billion in
2008), half due to the success of early retirement following along career (more than 400 000
beneficiaries since 2004). The deficit is expected to be greater than planned until 2015,
mainly owing to the modest effects of the 2003 reform and of the subsequent measures on
employment rates (mitigated success of the progressive retirement and of the
employment/pension combination, and failure of pension bonuses to provide an incentive).
However, the comparison of forecasts concerning the financial requirements of the retirement
system between 2001 and 2007 shows a 50% reduction in the overall deficit expected in 2040.
Long-term projections are more favourable than those for 2005 owing to a higher fertility rate,
a better migration balance and a slower rise in life expectancy. The need for financing is
expected to be 1.7% in 2050 with a demographic dependency ratio for retirements (52% in
2004) of 69% (and not 78%).

4.2. Key challengesand priorities

Pension expenditure represented 13.1% of GDP in 2007, with a forecast of 14.8% for 2050.
The theoretical net rate of replacement should progress from 79.7% in 2006 to 62.2% in 2046
for amale employee retiring at the age of 65 after afull-time career on an average salary. This
is one of the most significant changes among the Member States™. According to long-term
forecasts, if the labour market does not become more accessible for older people, France will
face the double challenge of adequacy (a drop in the theoretical net rates of replacement) and
financia viability (arise in expenditure in relation to GDP). Combating youth unemployment
and achieving increased employment rates, particularly for older people, therefore offer the
only solution. Two major reforms were initiated in 2007 primarily to align the specia
schemes with those of the public administration by 2012, particularly as regards the length of
the insurance period. Although the financial impact is negligible on account of the small
percentage of the labour force concerned (2%), this development helps to create a fair and
harmonised system. The meeting of 2008 also focused on the following issues: increased
period of insurance, the situation of those on small pensions, the management of retirement
ages and keeping older people in employment. In addition to the effective application of the
Act of 2003 with, by 2012, the duration of insurance being taken up to 41 years, the firm
establishment of the early retirement provision after along career and financial restructuring
of the various branches of social security, a decision was made to step up action to encourage
the employment of older workers. There is to be a progress report in 2010. In the context of
the current economic slowdown, measures to increase the employment of older people which
are under way or have already been confirmed will probably not suffice to achieve the Lisbon
objective of an employment rate of 50% for older people in 2010. Given the current-account
deficits of the general insurance scheme, the employment of older people will be crucia to
long-term financia viability.

=3 It should be underlined that, unlike the AWG projections, the ISG projections assume a continuing

reduction in the value of the point for the AGIRC and ARRCO supplementary insurance schemes.
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4.3. Mor e peoplein work and working longer

The employment rate for people aged 55 to 64, which has been increasing slightly since 2003,
reached 38.3% in 2007 (40.5% for men, and a very low 15.7% for people aged 60 to 64). The
improvement in the overall rate is mainly due to the rise in female employment among the
post-war generations. The average period of contribution is 35 years and 9 months (40 years
for men and 31 years and 9 months for women). The statutory retirement age (60 years) is
relatively low. As entry to the labour market is often late, there is a conflict between the
statutory retirement age and the minimum period of insurance. The national old-age pension
fund has simulated the effects of a progressive increase of up to two years in the statutory
retirement age for paid employees under the general scheme: the result would be adrop in the
deficit from 13 to 8 hillion euros in 2020. A number of statutory provisions for early
retirement till exist. At the end of 2006, 700 000 people benefited from these, including
417 000 unemployed people aged 55 and over exempt from searching for employment.
However, there has been a clear decrease in the proportion of people aged 55 to 59 since
2000, not including early retirement on account of a long career. Given the success of this
measure, the period entitling contributors to a pension was raised to 43 years for 2009. The
measures to encourage the employment of older people taken since 2003 have had modest
results and a decision was made to reinforce them: a progressive increase in the minimum age
for exemption from the search for employment (60 years in 2011), an increase in the pension
bonus, the liberalisation and simplification of the employment/retirement combination, the
discontinuation of automatic retirements and of age limits in the private sector, and reflection
on this subject in the public sector. A parliamentary amendment in the context of the
legidative debate on the social security budget has raised the age at which an employer can
oblige an employee to retire from 65 to 70. Compulsory negotiations on the employment of
older people are planned for industries and businesses, with a target figure for increasing
employment among people aged 55 to 64 and a penalty in the form of an additional pension
contribution in the event of failure. On the other hand, negotiations between the social
partners failed to reach a successful conclusion on early retirement from employment of an
arduous nature. As most workers declared that they were unsatisfied with their working
conditions, this issue must also be tackled in the bid to lengthen working life. No measures
have been taken to address the chequered pattern of the career paths of women and younger

age groups.
4.4, Privately managed pension provision

In the private sector, schemes are established by sectoral or corporate collective agreement, or
even on the employer's initiative, financed on a shared basis or by the employer and often
with compulsory membership. For workers who are self-employed or come under special
schemes, these schemes are offered by a professional organisation or association, with
optional membership and financing by the members. The reform of 2003 authorised
individual retirement plans. These schemes attract tax concessions and social benefits and are
managed in accordance with directives on insurance to secure the rights of the beneficiaries.
Although there has been some progress since 2003, these provisions are still of minor
significance in France.

45, Minimum income provision for older people

The poverty risk rate for people aged over 65 (13%) was one point higher in 2007 than the
rate for people aged 18 to 64; the gap widens after 75 years (16% for women). Two main
mechanisms aim to guarantee a minimum income for the elderly. The minimum old-age
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pension ensures a minimum income for those aged 65 and over, on a means-test basis and
subject to place of residence, with no employment conditions (599 000 beneficiaries in 2006
for a monthly amount of 633 euros for a single person, a level relatively close to the poverty
threshold at 50% of the median standard of living but higher overall taking account of
imputed rent). It is to undergo a 25% revaluation by 2012 in relation to 2007 in order to
support the poorest pensioners. The am of the second measure, namely the minimum
contribution, is to increase the pensions of those who have completed a low-salary career or
take their pension after the age of 65 (only 40% have had a full career). It concerned 4.4
million people in 2004 (over 40% of private-sector pensioners). It amounts to 584 euros per
month (638 euros for a full career), plus any amounts payable from supplementary pension
schemes. In both cases, women are in the mgjority at over 60%. The government has carried
over to 2008 the objective of a net rate of replacement of 85% of the SMIC (minimum wage)
after a complete full-time career with contributions paid on the basis of the SMIC. Account is
taken of random events in a recipient's working life (periods of unemployment, illness, early
retirement validated without penalty) and whether they had children. Various tax and health
measures and long-term care also contribute to the standard of living of older people.

4.6. Information and transparency

Access to information, perceived as a priority which could help beneficiaries to reconsider
their age of retirement, led in 2007 to pension estimates being sent to those insured under the
compulsory schemes. This information will be generalised from 2011. Since 2000, public
debate has been fuelled by a standing body, the Conseil d'orientation des retraites (Pensions
Advisory Council), which represents the main stakeholders. Its reports, which are public, have
paved the way for the recent reforms.

5. HEALTH AND LONG-TERM CARE
5.1. Healthcare
5.1.1. Health status and description of the system

Life expectancy at birth is high, with a pronounced difference between men (77.3 years in
2006) and women (84.4 years), aimost two and three points respectively above the European
average. Life expectancy for people in good hedth is 62 years for men and 64.3 years for
women (2005), and life expectancy at 65 years is 18.2 years and 22.6 years respectively.
Infant mortality is falling steadily (3.8/1000 in 2006). The French system, which is
underpinned by solidarity and universality, covers the entire population mainly on a
professional basis and, since 2000, subsidiarily on a residential basis. The basic insurance
schemes, which are financed by social contributions and taxes, cover around 75% of
expenditure, with better coverage of long-term illnesses (100% coverage for reimbursable
procedures and services, within the limits of the social security rates, therefore excluding
additional charges — in particular the hospital charge — and fees which exceed the set
amounts). 85% of the population has a supplementary insurance scheme of an either
professional or personal nature; the underprivileged benefit from free supplementary sickness
insurance (CMUC), but 7.7% of the population has no supplementary insurance. The basic
principle is to reimburse insured persons, but direct billing ("tiers payant") to the sickness
insurance funds or supplementary insurance funds is possible, and is the rule for
hospitalisation.
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5.1.2. Accessihility

Access to healthcare is a growing problem from a financial and geographical point of view.
Since the 1990s, governments have limited reimbursement, leaving the supplementary
insurance funds to cover 12.9% of expenditure, with 9.1% still to be paid by insured persons
(2005). The CMUC covers 100% of health expenditure without advance payment for those on
low incomes (7.4% of the population). For those on incomes dlightly higher than the
eigibility conditions for the CMUC, assistance to pay for supplementary insurance is
provided in the form of tax credit. Although the rate of failure to receive care for financial
reasons has been decreasing since 2004 (from 4.7% to 3.7% of the population in 2006),
considerable contrasts still exist between social groups as regards access to care, particularly
eye and dental treatment (less well covered by the compulsory schemes), and access to
specialists, who account for most cases of the set fees being exceeded. The socia gradient of
health inequalities is significant and despite efforts to ensure cover and incentives to take out
supplementary insurance, a heightened access problem for low-income groups can be
observed, with certain practitioners refusing to treat patients under the CMUC (41% of
specialists and 39% of dentists in 2006). Geographical disparities in care provision owing to
practitioners freedom to select their place of practice constitute a further source of inequality
and trigger measures which are still not enough to encourage practitioners to establish their
practice or create groups of heath professionals in deficit zones. This situation may
deteriorate due to the foreseeable fall in the number of active doctors and the growing demand
for care due to the ageing population. Furthermore, in some areas, virtually all practitioners
exceed the rates set for fees. However, the medical profession opposes the introduction of
geographical regulation.

5.1.3. Quality

The main missions of the Haute autorité de santé are (High Authority for Health) to assess
the medical service provided in terms of treatments, products and services, develop
recommendations for good professional practices and ensure the provision of high-quality
care by professionals through the accreditation procedure of heath establishments. The
Agence francgaise de sécurité sanitaire des produits de santé (French Health Products Safety
Agency) monitors the quality of products, from their production to the surveillance of risks
after they are placed on the market. The formalisation of health strategies using thematic plans
(cancer, chronic illnesses, rare illnesses, environmental factors, risk behaviours and addictive
behaviours) and targeted programmes (Alzheimer's, diabetes, nosocomia infections,
palliative care, emergencies, smoking, nutrition) help to improve quality standards. Efforts to
ensure coordination by appointing a reference doctor to guide patients over the age of 16 in
their health choices constitute a means of improving quality (and regulating expenditure). The
selected doctor can be a general practitioner or a specialist, and may be free to set their own
fees, and the patient can change doctors subject to a prior declaration. In contrast, the future
computerisation of medical records to facilitate medical monitoring, opposed by the Ethics
Committee, is uncertain.

5.1.4. Sustainability

The discrepancy between income and expenditure remains the main challenge despite the
decrease in the deficit between 2006 (5.9 hillion euros) and 2007 (4.6 billion euros).
However, it is expected to rise again in 2008 and 2009. National heath expenditure
represented 11.2% of GDP in 2005 (8.9% for the publicly-funded part), i.e. 3 374 dollars per
inhabitant measured in PPP. In 2007, expenditure increased by 4.2% in comparison to 2006.
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Since 2004, the financial accountability of insured persons has been reinforced, which for
certain categories of people can negatively affect access to care, with a fixed financia
contribution per procedure which is not reimbursed by supplementary insurance schemes
(capped at 50 euros per year for consultations and 50 euros for other procedures — people
under the age of 18, pregnant women and CMUC beneficiaries are exempt). Cost control is
also based on the medicine-based management of expenditure, with an assessment of the
"medical service provided" adjusting the rate of cover, the revision of the nomenclature of
technical procedures, endeavours to manage prescriptions by promoting the correct use of
healthcare, the regular revision of medicine prices and the promotion of generic medicines.
The medical agreement of 2005 set the target of saving one billion euros, particularly in fields
where consumption is very high (psychotropic substances, antibiotics); an amendment in 2006
changed the target to 1.4 billion euros. There is no coercive regulation through the control of
medical practices based on proof, nor are there any measures to tackle the dramatic increase
in charges exceeding the statutory fee over the last ten years. As regards the overall
development of healthcare, the structuring of primary care should be improved, refocusing on
the out-patient sector and with improved connections between non-hospital care and hospitals
to ensure the continuity of healthcare and avoid unjustified use of hospital structures.

5.2. Long-term care
5.2.1. Description of the system

The system is based on double insurance coverage. Sickness insurance finances the care
provided by residential homes for disabled or dependent residents, long-term care units in
hospital services for patients who cannot live independently and nursing care for people at
home. This care is covered directly by the sickness insurance scheme under the "tiers payant”
system. Accommodation is charged to the person or covered by social security if their means
are insufficient. In addition to this, two mechanisms which are mainly financed by the State
and the local authorities offer grants (depending on income and dependence levels) to meet
the expenses incurred by aloss of independence at home or in residentia care: the prestation
de compensation du handicap (disability compensation benefit), and the allocation
personnalisée d'autonomie (personalised independence alowance, APA) for dependent
elderly persons. Old-age pension insurance funds also pay out household benefits as part a
social welfare provision. The development of home assistance comes at a cost (excluding
APA cover) in the form of tax and welfare benefits. Elderly or disabled people also use the
ordinary care system, as do other insured persons, and represent a considerable drain on
public funds.

5.2.2. Accessihility

The reforms in progress aim to increase residential care facilities for disabled and elderly
people, although not fast enough to cover needs and keep pace with the growing numbers of
dependent elderly people. The accommodation costs for people in care exceed their personal
income in 80% of cases. The remaining amount charged to the dependent elderly person is
high (25% on average for home and residential care taken together), thus creating inequalities
