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Editorial
Welfare is about employment, education, health (physical and mental), pensions, financial
and non-financial contributions to our well-being. As such it is today a fundamental part of
our wealth, of the wealth of nations. The two — wealth and welfare — are inseparable: the
production of wealth provides the resources for the development of welfare.
a) Adam Smith’s analysis in the Wealth of Nations gave birth at the end of the eighteenth
century to economics as we know it today. As moral philosopher, he wanted to provide a better
understanding of how to fight poverty. While most social thinkers insisted that wealth could only
develop from agriculture, Smith observed that the beginning of the industrialisation process was
the key and priority to promote the Wealth of Nations for the future. And he was right.
Let me first propose here some non-conventional considerations for promoting the Wealth of
Nations in the future, reconsidering some key economic issues:
•

Economics did not start as a general social discipline concerning wealth, but as a consequence
of the industrial revolution. An important historical event, it had a glorious development
for over two centuries, but a few decades ago essential conditions and connotations began
to change. Contemporary economics is very different from the economics of the Industrial
Revolution. We now live in a Service Economy.

•

This implies that the economic theories and analysis based upon the classical industrial
framework needs a serious, fundamental reappraisal. Many economists have long agreed
that macroeconomics in particular is in crisis. In addition, there are no clear economic
explanations why after 1973, the rate of growth in GNP terms, in the “industrialized
countries”, has declined from an average of 6% or more to 2% or less. What are really
the causes for the recent crises? There are many explanations, but they are only partially
convincing.

•

We propose that some basic reference issues need to be reconsidered: What is economic value
and how is it produced today? What is productivity and how is it measured? Do the main
indicators that are used today still reflect the reference to the industrialized manufacturing
system? We still calculate value-added on the basis of the remuneration of production factors
(cost of machines and labor for an automobile) and productivity measures (the possibility
to produce two cars instead of one in the same time period), but all this is less and less
relevant.

•

Classical theory divided all economic activity into three sectors (agricultural, industrialmanufacturing, services). But today services (as a consequence of technological development)
have become the main production factor in ALL activities, accounting in total for 70 to 80%
of all economic value produced (regardless of the way it is accounted).

•

Granted that services as we now know them could not exist in the absence of tools and
equipment, and vice-versa, the development of the modern Service Economy implies that
there has been a reversal from manufacturing to services as the main contributing factor in
the generation of economic wealth.

•

Services began to make a significant contribution to the generation of wealth about 80 years



ago with increasing investments in R&D. Services play a more and more important role
within any manufacturing activity for control, planning, security, etc. Services are essential
for storage, distribution, logistics, and maintenance.
•

The outcomes of service systems and products are used over a period of time, so often their
full cost is not known at the time of sale. Here the UTILISATION value over an extended
period of time becomes a crucial determinant of real performance up to and often including
the last step of disposal, which is, in fact, an ex-post production cost.

•

It is essential to also remember that for over a century after Adam Smith, economics
emphasized the supply side (how to “produce wealth”); but for the last century, in particular
from the time of Keynes, it has concentrated on demand — first in its solvable version, and
then extended more and more into its insolvable version, hence the present financial crisis.

•

The service economy implies in any case, first of all, an understanding of the supply side.

•

Concerning the present indicators of “value added”, such as GNP, more and more of it
measures in fact “deducted value” (linked to scarcity produced by the industrial system
itself, under the form of reparations, recontructions, depollutions, etc.). On the other side, by
enhancing performance, technology and communications essentially act as services, where
the results need to be measured through specific indicators which are only partly accountable
in the “value added” system. It is clearly obvious that the accounting of the wealth of nations
has to be deeply revised.

•

I have suggested in various publications two main possibilities: the first is to adopt
indicators integrating into economics other social disciplines (sociology, demography,
psychology, etc.); the other — remaining exclusively in the field of monetarized systems,
but incorporating the concept of utilisation value in the service economy, using analogue
methods of calculation or evaluation similar to those of insurance companies to assess the
value, risk and uncertainty associated with future events, for which they collect a premium.

•

In any case, in the old industrialized countries, there are daily hundreds of articles and
papers on the hope of generating a new wave of “traditional” growth — the optimists
speak of 2 or 3 % growth — within the same traditional frame of reference, i.e. the classical
industrial revolution perception. No vision has yet emerged calling for something practically
and intellectually new and invigorating. The future is preparing something much better, and
this is bound with the need for rethinking of economics — for a new and better understanding
of the Wealth of Nations.

•

For details on all these issues, see “Documents on the Service Economy” in the site:
www.newwelfare.org (English edition).

It is this context that has stimulated a group of Fellows of the World Academy of Art
and Science to promote a project on “The Wealth of Nations revisited”. Three introductory
contributions are presented in the first issue of a new publication: “ CADMUS”, a series of
papers to be published by the South East European Division of the Academy (SEED-WAAS),
which are also available on this site.



b) Within the fundamental reference to the general economic development, we stress here
once again the fact that the lenghtening of the life cycle is a major social revolution the world
over, which will have a greater and greater impact on the production of wealth and the welfare
systems.
The field of exploration into this isssue is potentially immense, and goes from changing
demographic patterns to advancements in science, technology and medicine, from financial to
fiscal systems, from employment to educational policies, and many other intereconnected fields.
They are all various aspects of the management of the risks we face in life.
The European Papers on the New Welfare have been collecting contributions for over five
years already, in total independence, for the pleasure of contributing to something important and
hopefully meaningful and useful. Here are the various aspects and problems of welfare dealt with
in the present issue:
• one of the major ambitions of these European Papers is to sitmulate active ageing: the paper
by Tiziana Tesauro evaluates how this is related to the need for care;
• funding for long term care is a very important issue: with reference to the United States
and New Zealand, Susan St. John and Young-Ping Chen propose a complementary
intragenerational approach;
• a Dutch example is the key reference for an in depth analysis by Giulio Ercolessi of the costs
of politial intermediation and sustainability of the european social model in health care;
• Asghar Zaidi provides an important synthesis from a cross-national perspective of the
sustainability and adequacy of pensions in EU countries;
• Gabriella Pappadà analyses the discrepancies among 16 countries within the european
social model of welfare, health and social systems;
• more specifically, Sally-Marie Bamford puts in evidence the discrepancies in response, across
Europe, to dementia and diagnosis;
• a relevant and practical contribution from an important company on the evolution of clinical
engeneering and the development of digital and molecular medicine, is presented by its
Chairman and Managing Director Diego Bravar;
• Hedva Sarfati goes into specifics, concerning the issues of securing decent pensions for nurses;
• the post-socialist transition and care for older people in Slovenia is analized by Valentina
Hlebec;
• Finally we reproduce a very significant Document on “ Strengthening Older Persons’ Rights
— promoting a new United Nations Convention on the Rights of Older People “provided to
us by Susan Paul (www.globalaging.org). This publication was produced collaboratively by
nine organisations (their names and sites are provided at the end of the document).
Orio Giarini
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The Elderly between the Needs for Care and Active Ageing
by Tiziana Tesauro* and Luca Pianelli**

1. Introduction
The article starts from the dichotomy that currently characterises the scientific and
political debate on ageing. Two opposing, or rather mirrored theses mark the discussion on
the “elderly question”.

On the one hand it is evident that the progressive ageing of the population brings with
it growing costs for the welfare system, given the increase in social security and health
expenditure. Indeed in our country the social demand for care on the part of the elderly
is on the increase (according to the latest ISTAT data -2007- there are around 2  million
non self-sufficient elderly people, and more than 4,800,000 affected by chronic illnesses and
pluripathologies). On the other hand it is claimed that, generally speaking, the elderly can be
a resource for the whole of society, not only because they live longer, but also because often,
even beyond the age of 80, they enjoy good health. On this subject many epidemiological
studies have shown that improvements in health without precedent are taking place among
the population in general, and the elderly in particular. This is thanks to economic and social
progress and to the discovery of new cures and new medical technologies which today can
act more effectively on multi chronic conditions, thus slowing down, or at any rate putting
off the onset of real and true disability. This confirms what Riley (1979) stated, i.e. that
ageing cannot be considered an inexorably degenerative process. Rather, it is the result of
the systematic interaction of biological, psychological and social processes. Since these
biological, psychological and social processes are in continuous change in time, ageing is
a process in continuous transformation (author’s italics) which never shows itself the same.
From this perspective, since every new cohort is born at a particular moment, and faces
a unique series of roles and environmental events they have their own personality. Hence
individuals belonging to different cohorts tend to age in different ways. Thus the elderly of
the third millennium are experiencing ageing in good health.
On this point it is worth underlining that the most recent data disprove the hypothesis
suggested by some scholars (Kramer 1980) that there is a directly proportional relationship
between the lengthening of life expectancy and the increase in the level of non self sufficiency.
In our country, from 1994 to 2005 the incidence of disability among the elderly went down,
despite the fact that in the same decade the population had aged significantly (cf. Figure
1). The health conditions of the Spanish elderly are also improving. According to a recent
estimate (cf. Libro Blanco de dependencia) of the approximately twenty years of life left to
65 year old women about 12 of them would be free of disability while of the 16 years left to
men 11 would be free of disability. It is interesting to note that in other countries too, such as
*
**
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France and the United States a progressive decline, not only in serious disabilities but also
in minor ones has been recorded (Jacobzone 1999, Manton and others 1993 and 1997; Costa
2000; Cutler). So much is this the case that Combois and Robine (1996) conclude that it is
legitimate to expect, as Manton had theorised (1982, 1993 and 1997) that in the future the
lengthening of life expectancy, and hence delay in the age of death, would be accompanied, not
by an increase in mental illnesses, chronic illnesses and disability (Kramer 1980), but rather
by a greater expectation of a life free of disability. In this regard the European Commission
has reaffirmed the lengthening of the average life expectancy is increasingly accompanied
by the continuous increase in the hope of a healthy life (COM 2005, 94) and that if future
increases in life expectancy were attained in basic good health and free from invalidity, the
forecast increase in public expenditure on the health of and care for the non self sufficient
elderly would be reduced by half (COM 2006, 574). Moreover it is empirically observable
that psycho-physical decay and loss of functional self sufficiency are occurring at increasingly
older age, and as a consequence there are many elderly who remain active and are replanning
their lives from the professional and family point of view (Repubblica 16 May 2007)1.

In view of all the above this article intends to specularly analyse the two aspects of
ageing, seeking to maintain together, in a manner of speaking, the two sides of the same coin,
discussing on the one hand the factors that determine the social demand for care, and on the
other, the many factors that influence the continuation of working activity beyond the age of
65 (a fact generally referred to when active age is discussed in literature and political debate).
In the first paragraph of this article we present the data relating to the ageing of Italians
from 1995 to 2005, showing not only the speed and intensity of the phenomenon, but also
its territorial differences. In the second paragraph, starting from the theoretical perspective
of health determinants (Geddes da Filicaia M. e Maciocco G. 2007), which considers health
the product of individual and environmental variables, we hypothesise that the different
degrees of socio-economic development which characterises the North and South of the
country (Pugliese 2006) and the territorial imbalance of the system offering socio-welfare
services (Caltabiano 2004), constitute environmental variables which can cause inequalities
in health in the various macro-areas of the country and hence have a bearing on a different
territorial articulation of the social demand for care. In the third paragraph, given that some
indicators such as the difference in the disability rates, the geographic distribution of poverty,
the territorial differences in income, the socio-economic imbalance between the North and
South of the country and the shortage of welfare and health care on offer in the South of Italy
determine a condition of social disadvantage for the elderly of the South, we consider the
possible effects of social unease on active ageing. We put forward two hypotheses:
a) Social hardship negatively influences the quality of life, understood in the broad sense, as
in Donati (1979) “ability to plan, self mastery, existential vitality and life opportunities”,
and ends by inhibiting the capacity for self promotion on the part of the elderly, thus
compromising the very possibility of living ageing in an active way.
b) contrarily social hardship and economic deprivation are factors that force the elderly to
continue working so as to meet their personal and family needs (one thinks of the curse
of youth unemployment in Southern Italy).
Finally in the fourth paragraph, starting from a field study carried out in a small town in
Southern Italy (Vallo della Lucania) we document the experience of some women in their
seventies and eighties who are experiencing their own paths of active ageing.
1

In May 2007 the daily newspaper La Repubblica produced various articles on the subject.



Figure 1: People of 65 years and over with disabilities - Comparing the years 1994,
1999-2000, 2005 (standardised rates for ages with data from the 2001 census)

Source Istat 2007.

2. Ageing of the Italian Population
In ten years (from 1995 to 2005) our country has aged significantly. According to Istat
(2005) the elderly counted 11,379,341 units. From Figure 2 one sees how the over 65
population has grown in the various macro areas of the country.
Figure 2: People of 65 years and over by year and geographic spread
(absolute values in thousands)

north west

north east

central

Source: Istat 2006a, 2006b = our elaboration.
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At national level the aging index has gone from 16.5% to 19.5%2, the old age index3 from
111,6 to 137,8 and the elderly dependence index from 24 to 29.34 (see Table 1).

In every Italian region an average increase of 3 percentage points has been recorded in the
elderly dependence index (see Figures 3 and 4).5
Table 1: Ageing index, Old age and elderly dependence by year,
region and geographic spread

1995
Ageing
index

Old age
index

2000
Elderly
dependence
index

Ageing
index

Old age
index

2005
Old age
dependence
index

Ageing
index

Old age
index

Old age
dependence
index

NORTH WEST
NORTH EAST
CENTRAL
SOUTH
islands

italy

Source: Istat 200a, Istat 2006b, our elaboration.

Ageing index: Relationship between the 65 years and over population and the total population.
Old age index: relationship between the 65 years and over population and the population up to 14 years of age.
Elderly dependence index: relationship between the 65 year old population and the active population (between 15 and 64 years).
5 It was decided to present the level of ageing in the Italian regions in different shades of grey: in many regions they go from pale grey
to strong grey, thus showing how intense the ageing phenomenon has been.
2
3
4
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Figure 3: Italy - Ageing index 1995

Source: Istat, our observations.

Figure 4: Italy - Ageing index 2005

Source: Istat 2006a, our elaboration.
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The increase in the number of over eighties was particularly significant. In 2005 they
make up more than a quarter of the elderly population (2,898,204 individuals, in fact 25.5%)
(cf. Figure 5 and Figure 6).
Figure 5: The 80 years and over population as a percentage
of the total elderly population of the region - Year 2000

Italian average = 21,6%

22,47  and over

Source: Istat 2006a, Istat 2006b, our elaboration.

Figure 6: 80 years and over population as a percentage
of the total elderly population by region - Year 2005

Italian average = 25,5

26,74  and over

Source: Istat 2006a, 2006b, our elaboration.
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Figure 7: Italy - Variation in ageing index 1995-2005

1995 = 100

Source: Istat 2006b, our elaboration.

The data examined attest to the speed and intensity of the ageing phenomenon, but they
also show the fact that this phenomenon is not uniform across the country. Indeed, if we
consider the percentage distribution of the elderly in the various areas of the country (cf.
Figures 3 and 4) it is clear that the Centre-North was, and is, the oldest part of the country.
Nevertheless, when we consider the variation in the ageing index (cf. Figure 7), it is revealed
that the South is the area of the country where the increase in the elderly population has been
the most intense in these ten years. The youngest regions are also those where the ageing
phenomenon has seen a surprising acceleration. In some areas of the North, instead, where
a consistent incidence of established immigrant family nucleus has been recorded with a
consequent increase in foreign minors (Istat 2006f), the growing trend in ageing is beginning
to slow down. As is shown from some of our recent elaborations (Tesauro, Pianelli 2007) the
North-Eastern Italian ageing index is decreasing (going down from 156.8 to 155.5) as are
those of the Friuli and Romagna provinces.
In any event, given the overall ageing of the population, it is plausible that in the medium
to long term perspective the socio-health system will have to sustain increasing costs in order
to meet the demand for care coming from this part of the population. In this regard suffice it
to say that according to Istat estimates (2007) there are around 2 million non self-sufficient
elderly people, and around 4,800,000 affected by chronic and multi-pathology illnesses (cf.
Figure 8).
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Figure 8: Persons of 65 years and over by disabilities
and presence of declared chronic illnesses and sex - 2005

Disabled elderly

Persons with three or
more chronic illnesses

Male

Persons with at least one
serious chronic illness

Female

M+F

Source: Istat 2007, our elaboration.

3. Health Inequalities Among the Elderly between the North and the South
The most recent studies on inequalities in health (Padovani 2008) confirm that social
hardship is the principal non-biological cause of the health differences which occur in the
population. And among the various dimensions of social disadvantage, those which most
affect the health factor are those linked to education, those relating to material and economic
resources, and those relating to life context (where one lives influences one’s health more
than a little. So much so is this the case that epidemiologic investigations reveal, for example,
that people live longer in urban areas than in the provinces). In other words, as Geddes da
Felicaia M. and Maciocco G. (2007) confirm state of health is the product of a multiplicity
of variables, interdependent on each other and acting throughout the course of life (not only
individual but also environmental variables).

From processing the data of the most recent Istat Multiscope survey (2007)6 relating to a
specific health indicator, i.e. incidence of disability7 it is inferred that:
1. the incidence of disability increases considerably with the advance of age8: from 65 to 69
years it equals 5.5%, from 70 to 74 years it is 9.7%, among those between 75 and 79 years
it is 17.8%, and it rises to 44.5% for the over eighties (Cf. Figure 9);
2. there is a connection between gender and disability, since there are more disabled women
than disabled men. 11.4% of women between the ages of 70 to 74 are disabled (compared
to 7.7% of men of the same age); 20.8% of women aged 75 to 79 are disabled (compared
The Istat Multiscope surveys allow us to set out the data relating to perceived health However, even though, by means of this
indicator we cannot know the objective state of health and the various levels of functional dependence of the elderly, perceived health
is considered by the international literature to be a methodologically reliable indicator.
7 Given the objectives of this article we consider only the incidence of disability related to the elderly population.
8 The loss of functional autonomy increases with advancing years: among persons of 6 to 44 years it equals 0.9%, from 45 to 54 years
it is 1.3%, from 55 to 64 years it is 2.5% (Istat 2007).
6
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to 13.4% of men of the same age); fully 48.9% of women over eighty, compared with
35.8% of men, are disabled (Cf. Figure 9);
3. a connection between the level of education and disability also emerges. Indeed it is
observed how it is more often people with a lower level of schooling who exhibit worse
health conditions. In every age group the number of people who claim to be unwell or
very unwell triples or doubles among those who have attained at most an elementary
school certificate compared to those with higher educational qualifications (graduates or
holders of diplomas): for example among adults aged 45-64, 11.1% of those with degrees
or diplomas suffer from a serious chronic pathology, while among those with at best an
elementary school certificate the number almost doubles (20.9%; among the elderly aged
65-74 years it goes from 28.4% to 36.5%9.
4. The disabled elderly are unequally distributed within the country. They form 18.6% of the
population, but while 16.2% (2 percentage points less than the average) of the northern
elderly are disabled, those of the south are disabled in 22.7% of the cases (4.5 percentage
points above the average) (cf. Figure 10). The regions with the highest percentage of
disabled are all southern ones: Sicily (26.1%), Puglia (24.2%) and Calabria (22.9%);
instead the regions with the lowest percentage of disabled elderly are Trentino-Alto Adige
(12.9%), Lombardy (15.2%), followed by Friuli Venezia Giulia and Emilia Romagna
(15.9%) (cf. Figure 11).
Figure 9: Non self-sufficient individuals of 65 years and over
by age group and sex - year 2005

Male

Female

Male+Female

Source: Istat 2007, our elaboration.

The relationship between schooling and state of health has also been highlighted in the CNR’s (National Research Council’s)
Targeted Programme on Ageing from ILSA (Italian Longitudinal Study on Ageing) which had actually noted a strong association
between education level and physical disability, hypothesising, inter alia, that a major seriousness of prevalent pathologies was
attributable to a diagnostic delay in the part of the population with a lower level of education. In this regard it is sufficient to consider
that, as Istat (2007) shows the practice of preventive medical visits is less widespread among the lower social status population: In all
age groups individuals with at best elementary school certificates have less check ups than those with degrees or diplomas.
9
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Figure 10: Percentage of disabled elderly by region — year 2005

Italian average 18.7

Source: Istat 2007, our elaboration.

Figure 11: Percentage of disabled elderly by geographic spread — Year 2005

Average for Italy
18.6%
Source: Istat 2007, our elaboration.
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As shown in Figure 12 the incidence of disability among southern women is particularly
high, through the “cumulative effect” of the disadvantages of gender and those linked to
geographic area. The non self-sufficiency risk, in conclusion, is very unequally distributed
among the population since it is influenced by variables such as age, level of education, and
the life context in which one ages.

In the light of these results we questioned whether the decrease in the rate of disability too
(cf. Figure 1), was harmonious throughout the country, or whether it was spread unevenly in
the three macro-areas of the country. As Figure 13 shows the drop in the incidence of disability
has involved the elderly of the Centre-North more consistently than those of the South. If one
considers, along with Padovani (2008), that the lack of improvement in health, measured
over a time span, is another indicator of the social disadvantage of a population or of a group
of a given population, then one can, without doubt, conclude that the health disadvantage of
the elderly in Southern Italy has its origins in the socio-economic development lacking in this
area of the country.
Figure 12: Italy - Percentage of elderly disabled women out of the total
of elderly women by region - Year 2005

Italian average = 22,5

over 27.51

Source: Istat 2007, our elaboration.
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Figure 13: Variation in rate of disability among the elderly
population between 1994 and 2005 by geographic spread

Average level
in Italy - 8.6
Source: Istat 1997, Istat 2007, our elaboration.

Indeed, epidemiologic studies confirm that health conditions are determined in the first
place by socio-economic conditions. In this regard the Manifesto for Fairness published in 2005
through an AIE (Italian Epidemiology Association) initiative (cited in Padovani 2008) states
“A large part of the north-south differential in the various health indicators is attributable to
the territorial distribution of the socio-economic structure. In other words in southern regions
the main variables which determine the socio-economic situation (level of education, average
income, employment levels...) have significantly lower indexes than the national average.
This means that in this part of the peninsula a series of disadvantages are added together
and in many people cause a state of health that is worse than that which prevails elsewhere”.
Concerning the socio-economic condition of the elderly, Istat’s data on poverty (2006g)
reveal a worrying situation in the South:
• 28.2% of families with at least one elderly member are poor (compared with 9.2% for the
same family typology in the Centre and 6.3% in the North);
• 33.2% of families with two or more elderly members are poor (compared with 9.2% for
the same family typology in the Centre and 7.0% in the North;
• 28.4% of families with a person of 65 years of age at its head is poor (compared with
8.2% in the Centre and 6.2% in the North) cf. Graph 6.
• The incidence of poverty rises from 36.4% (2004) to 42.9% (2005) for families with a
greater number of components, in which more generations live together: for families who
have an elderly member in the home, therefore, the family condition deteriorates.
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•
•

•
•

Again according to Istat (2006h) in the South, the incomes of the population in general,
and of the elderly in particular, are on average lower than elsewhere.
Families in which the main earner is aged 65 and over (2004) had an average income
equal to 16,911 euro a year, a decidedly lower income, in the same part of the country,
than that obtained by a family whose main earner is under 65 (for these families income
varies from a minimum of 22,135 to a maximum of 28,119);
50% of elderly couples earned less than 16,179 euro a year, i.e. 1,348 euro a month, and
50% of families where there is at least one elderly member earned less than 12,592 a year,
i.e. 1,049 euro monthly;
The situation of lone elderly individuals is particularly disadvantaged. 50% of these
elderly earned less than 10,092 euro a year, i.e. 841 euro monthly.
Figure 14: Incidence of poor families with elderly members
by geographic spread — Year 2005 / Values %

At least one elderly member

Families with two or more
elderly members
North

Centre

Elderly head of family
South

Source: Istat 2006.

Among the advantages linked to a territory without doubt one must also consider the
quality of the services system. In the South public socio-health services are often inadequate
and inefficient. One fact suffices for all: in the South there are 3.1 beds in socio-welfare
centres per thousand inhabitants compared with 87.2 per thousand in the North (Istat 2007).

If one then considers the indices of take-up of care through Integrated Home Care and
residential care homes, which are the services which more than any other in our country
characterise socio-welfare for the elderly, one sees that the lowest are always those obtained
for the southern regions (cf. Table 2 and 3)10.
Using the Health Ministry’s data on the elderly using Integrated Home Care and public and private residential care homes, (as part
of an Irpp-cnr (Institute for Population Research — National Research Council) study for the Ministry of Welfare) the take-up indices
relating to these two types of service were calculated: Istat defines the take-up indicator as the relationship between the users of a
specific service and the population of reference, in this case the elderly population. This report indicates how many persons effectively
made use of the service with relation to 10,000 potential users in a specific section of the country.
10
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Table 2: Number of users over 65 who have taken advantage
of Integrated Home Care and the take-up index - year 2003

Regions

Users

Population 65+

NORTH-WEST
NORTH-EAST
CENTRAL
SOUTH
ISLANDS

Italy

Source: Ministry of Health 2004, Istat 2006a, our elaboration.

20

Take-up index

Table 3: Users of the public and private residential
care homes and take-up indices — year 2003
Regions

Users 65+

Population 65+

Take-up index

Piemonte
Valle d'Aosta
Lombardia
Liguria
Trentino-Alto Adige
Veneto
Friuli Venezia Giulia
Emilia-Romagna
Toscana
Umbria
Marche
Lazio
Abruzzo
Molise
Campania
Puglia
Basilicata
Calabria
Sicilia
Sardegna

11.551
66.420
4.884
6.424
29.218
11.208
25.661
10.014
1.840
2.578
4.851
914
243
241
85
935
967
67

916.112
23.433
1.692.906
409.211
162.323
847.005
258.283
908.930
801.081
192.017
327.113
948.604
264.791
68.568
835.353
656.548
113.496
349.729
857.125
268.701

126
392
119
396
345
434
282
125
96
79
51
35
3
4
7
27
11
2

NORTTH-WEST
NORTH-EAST
CENTRAL
SOUTH
ISLANDS

82.855
72.511
19.283
2.418
1.034

3.041.662
2.176.541
2.268.815
2.288.485
1.125.826

272
333
85
11
9

178.101

10.901.329

163

ITALIA
Italy

Source: Ministry of Health 2004, Istat 2006a, our elaboration.

4. Active Ageing
The difference in the disability rates, the lack of health improvements, the geographic
distribution of poverty, the territorial differences in income and the scarcity of care and health
services on offer in the South, are all indicators which supply a picture of social disadvantages
experienced by the southern elderly. All the factors listed have, indeed a significant impact on
people’s wellbeing (in the widest possible sense of the term).
Can it be hypothesised that there is a relationship between the above indicators of social
depravation and active ageing? And what type? In this part we formulate two hypotheses on
the question.
a) Social hardship negatively impacts on the quality of life understood in its broad sense, as
stated in Donati (1997) “ability to plan and command of oneself, existential vitality and
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life opportunities”, and ends in inhibiting capacity for self promotion on the part of the
elderly thus jeopardising the very possibility of living ageing in an active manner.
b) Social hardship and economic depravation are factors which, on the other hand, force
the elderly to engage in work in order to meet their personal and economic needs (in this
regard one thinks of the curse of youth unemployment in the South of Italy).

To check these hypotheses we analyse the distribution of employment rates among the
over 65s (from 1993 to 2003) by geographical macro areas. As shown by Table 4 employment
rates among the elderly are higher in the South (in the whole decade covered). It is plausible,
therefore, as we have hypothesised in point b, that social hardship and economic depravation
somehow “push” the elderly to hang on to their jobs. In other words, though in difficult life
conditions and in less than the best of health, they “stand firm”, they don’t give up or react
passively, but on the contrary they take action, remaining in the labour market.
Table 4: Number of users over 65 who have taken advantage
of Integrated Home Care and the take-up index - year 2003
North

Northwest

Northeast

Centre

South

Italy

Source: Istat Workforce survey - Riconstruction of the historical series - IV trim 2003, Istat demographic data - our elaboration.

In an article published in La Repubblica (14 August 2008) there was the following: “In the
United States the number of workers aged over sixty five years increased by 101% from 1977
to 2007, and by 2016 another leap of 80% is predicted. Among elderly workers in the last 30
years the number of elderly women has increased by 147% and of men by 75%. The number
of workers over 75 years of age has increased by 172% and even if in 2007 they represent
0.8% of the total, the number is destined to rise by 80% by 2016, abetted by good health and
economic straits”. It appears therefore that the experience of the American elderly is similar
to that of the southern elderly: regardless of their state of heath, be it good or fair, they remain
in the labour market, though more from necessity than from choice. Poor economic resources
at a time of life, when there is the fear of illness and care needs, force the elderly to continue
working so as to protect themselves independently from ageing linked risks. This happens
above all in those territorial contexts such as the South of Italy, where the sparse system of
socio-health services forces the elderly to have recourse, more than elsewhere, to private care.
Looking now at the movement of employment rates over the decade (cf. Figure 15) it
has emerged that, despite the health improvements in the elderly (cf. Figure 1), from 1993 to
2003 employment has fallen among both genders and in every geographical area.
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Figure 15: Movement of employment rates among the Italian population
at 65 years and over, by geographic spread.

Percentage values for indiviuduals having the same characteristics

Northwest

Northeast

Centre

South

Italy

Source: Istat Workforce survey - Reconstruction of the historical series - IV trim 2003, Istat demographic data - our elaboration.

These movements lead us to reflect on the fact that, in reality, the factors which favour
continuing to work are many and that good health is only one of them. In a study of a
few years ago (Irpps-CNR 2001)(Institute for research on Population and Social PoliciesNational Research Council) it was shown that the main activities occupying the free time
of the over 65s were domestic ones (78%) among which care of grandchildren stands out
sharply. The third generations — the grandparents - act as shock absorbers and this role has
motivated many adults-elderly to retire. As Livi Bacci stated (La Repubblica 13 April 2008)
the further increase in the grandparents-grandchildren relationship in the next twenty years
risks accentuating the phenomenon, thus keeping the employment of the third generations
(the lowest in Europe) low, and accentuating, besides, the inequalities between those who
receive support from strong family ties and those who have none.
If then the welfare system doesn’t support young families in caring for the smallest
children through a service system that supports working women, grandparents remain the
only and precious resource. Their better health and their time are made available within the
family circle and not in wider social contexts, or even less in the labour market.
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Figure 16: Activity rates by educational qualification - 65 years and over population - Males

Short degree/
degree certificate

4/5 year diploma

2/3 year diploma
North
Centre

South

Middle school certificate
Italy

Primary school

Source: Istat: Workforce. Average 2006 - our elaboration.

Figure 17: Activity rate by educational qualification - 65 years and over population - Females

Short degree/
degree certificate

4/5 year diploma

North

2/3 year diploma
Centre

South

Middle school certificate

Italy

Primary school

Source: Istat: Workforce. Average 2006 - our elaboration.

With regard to Table 4 it is not by chance that that the gap between rates of male occupation
and those of women is seen to be significant, regardless of geographical area or year of
reference. Women, in fact are more involved than men in the work of caring for the family.
And this happens, as is shown in Figure 16 and Figure 17 even for women who have higher
educational qualifications. It can be seen that education is a factor which has a positive effect
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on active ageing, since it is above all individuals with higher educational qualifications who
remain in the labour market at an advanced age (probably because they have better jobs, with
better pay). However women, even if well educated and well placed in the labour market,
decide to leave the market also, and perhaps mainly, because they are responding to family
care needs (children and parents who are very old and so in need of care).

Active old age, ultimately, is the result of various policies, policies which not only promote
the right to health, but which support those who work in family care, policies of permanent
education, policies which on the whole safeguard the individual’s freedom to choose how to
live his or her own old age.

5. Active Ageing among the Old Women in Vallo della Lucania
In a field study carried out under the auspices of an IRPPS-CNR project and carried out
with a group of colleagues in a small town in southern Italy, Vallo della Lucania (cf. Milione,
Nicolaus 2008) we investigated the experience of elderly women and men, all born in the
period straddling the twenties and thirties, with the aim of understanding how they lived
active ageing, once outside the labour market.

It emerged that the elderly of Vallo have a central role, even in advanced years, in family
networks. Good health allowing, they live their old age independently and very industriously.
From the many statements gathered, it emerges that these women, so long as they are still selfsufficient, even after the death of their spouses, generally prefer to continue living in their own
homes. A sixty year old woman told us: I don’t want to go and live with my daughter, I prefer to
stay in my home”. Another: “I live (only in winter) with my daughter because she needs help,
she is a gynaecologist and is always very busy. In summer I go to my home, near my sister
[....] and, to tell the truth,, I prefer it when I’m alone, I can go out with her, go to my cousins’
for a coffee meet the group. When I live alone I feel freer [...] I can cook, do what I want, go
out and come back when I want, without answering to anyone”. And another, almost ninety,
says: “I am alone, my son lives next to me, but I stay alone and do everything by myself. I need
nothing, and then what do I need? A little cleaning [...] but do you clean every day?” From their
words there emerges a determined defence of their own self-sufficiency, regardless of age.
They choose to live alone with every intention of continuing to decide and act independently.
And while their strength permits it is they who offer help and support to their children,
as emerges from another statement “I get up at seven because I look after my daughter’s
children; one is seven and one fourteen: I must get there early. I have to get them ready for
school and cook. I deal with everything. Then I go home to my house, I’ve been living alone
since my husband died”. Now grandmothers, these elderly women often take on the role of
part-time mothers. The double attention to domestic and non domestic work is not easy for
women, and particularly for those living in the South and in small towns. In these territorial
contexts, indeed, there is a chronic shortage of services capable of relieving the burden of
double work. Consequently it is down to grandmothers to take the place of agencies.
The commitment and availability of grandmothers is essential to their daughters and
therefore, as emerges from the statements we collected, grandmothers have a far from
marginal position in family networks.

11

Palomba, Signoretti, That certain age: The ageing of women.
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It is not by chance that their role is basically centred on caring. In old age, indeed, there
exists a strong continuity running through life’s long run journey11: over time daily life
routines and habits are developed which it often appears obvious to reproduce in old age.
Therefore for women who have spent a large part of their life taking care of the family and
the home it is “taken for granted” that they will continue to do domestic chores and carry out
care tasks, supporting their daughters who often work and therefore need help.
Precisely by carrying out care tasks, indeed, they remain active longer. From our research
it emerges that the active role, carried out within family circles, further reinforces the
independence of these elderly women who, physically effective and active in the family,
manage to maintain a wide circle of both family and extra-family relationships. However
the commitment in the family circle does not take up all their time or energy. The time
“free” from the needs of their children and grandchildren becomes all their own to invest in
other relationships. They meet, dance, go out, act, in other words they dedicate some time to
themselves. Living as active elderly women for these women also means exploring avenues
of independence in extra-familiar contexts.
They are all women who appear attentive to self care, lucid and capable of talking about
themselves. They have as Micheli (2002) says the ability to re-plan their self autonomy in
line with events in their lives both within the family circle and beyond in wider contexts.
Listening to their stories it would almost seem as if autonomy is a personal resource capable
of reproducing itself through activity: the more active they are the more they remain
autonomous, and the more autonomous they are the greater their ability to be active in
different environments.

The men’s condition in the area we investigated, however appears more problematic. The
continuance, in old age, in past roles mentioned earlier, means that men, now advanced in
years, are at a disadvantage compared to women of their age who are socially involved in
care work. While women, as already seen, often continue to have a central role in the family
circle because the are able to supply services, the position of elderly men who cannot do
likewise is different. Today’s seventy and eighty year olds are part of a generation of men
that had nothing to do with domestic work. They do not maintain, therefore a strategic role
within the family circle, while on the other hand they struggle to find one once they have left
the labour market.
Comparing the experiences of very old men and women as they describe them, it emerges
that women express a greater wellbeing than men of the same age. They are happy and
participating. They continue to feel players in their lives and in the family events of their
children, and all in all they do not feel old. Men, instead, especially if widowers, often live
in a marginalised state, both within and outside the family. They describe their daily life as
a state of forced inactivity and perceive their free time as a kind of sentence rather than as a
resource.

6. Conclusion
As has been seen the difference in disability rates, the lack of improvement in health,
the geographic distribution of poverty, the territorial differences in income and the lack of
welfare and health services on offer in the South are all indicators demonstrating how ageing
in the South is a process influenced by the concentration of many disadvantages linked to the
area. Thus the elderly in the South of the country are bound by a series of bonds that condition
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their wellbeing. Yet their very state of socio-economic hardship forces them to keep their
jobs. They don’t give in to passivity, nor do they give up, but rather they act, remaining in
the labour market. To all intents and purposes they are active elderly in accordance with the
concept of active age as used in political debate and literature when referring precisely to the
experience of those who choose to continue their work in the labour market.

However the concept of active age probably defines a more complex and varied reality.
As indeed emerged from the field study carried out in Vallo della Lucania, it appears an
oversimplification to relate the above concept exclusively to the continuation of work within
the labour market. The elderly, above all elderly women are a necessary and precious resource
since they make their energy, their time and their “know how” available to their family circle.
How can we conceptualise the experience of these women if not as “active ageing”? And how
many other ways do the elderly have or will they have to live their old age as players, trying
out paths of self re-invention? What possible life opportunities are there for making active
ageing the practice instead of only a possibility?
Open questions on the future which lead us to agree with what is written in the Green
Book on Welfare: “The challenge to which we are called is not only economic, but first of all
one of culture and planning”. That is to say it is a matter of reconfiguring, with a good dose of
imagination and against the still widespread stereotypes on ageing, the role of the elderly, not
only in the world of work but in every other sphere of social life. To do this perhaps it would
be necessary to start from the interested parties, to listen to their stories to discover what they
still have to give to society.

references
Caltabiano, C. (2004): Il prisma del welfare: analisi dei regimi socio-assistenziali nelle regioni
italiane, IREF.
Caritas/Migrantes (2007): XVII Rapporto sull’immigrazione.
Comunicazione della Commissione (2005): Libro Verde, Una nuova solidarietà tra le
generazioni di fronte ai cambiamenti demografici, a cura della Commissione delle Comunità
Europee (COM. 16.3.2005, 94).
Comunicazione della Commissione (2006): Viabilité à long terme des finances publiques dans
l’UE, COM 12.10.2006, 574.
CNR - Progetto Finalizzato Invecchiamento (1997): ILSA — Studio longitudinale sull’invecchiamento,
Resource Data Book.
De Hennezel, M. (2008): Il calore del cuore impedisce al corpo di invecchiare, Rizzoli,
Milano.
Geddes da Filicaia, M., and Maciocco, G. (2007): Disuguaglianze nella salute in Europa, in
Prospettive Sociali e Sanitarie, Anno XXXVII n. 7.
Istat (1997): Condizioni di salute e ricorso ai servizi sanitari, Indagine Multiscopo sulle
famiglie, Anno 1994.
Istat (2001): Le condizioni di salute della popolazione, Indagine Multiscopo sulle famiglie
“Condizioni di salute e ricorso ai servizi sanitari” Anni 1999-2000.
Istat (2006a): Popolazione residente sesso età stato civile- Anni 2002-2005.
Istat (2006b): Ricostruzione della popolazione residente - Anni 1992-2001.
Istat (2006c): Strutture familiari e opinioni su famiglia e figli, Indagine multiscopo sulle famiglie
“Famiglia e soggetti sociali” Anno 2003.

27

Istat (2006d): Parentela e reti di solidarietà, Indagine multiscopo sulle famiglie “Famiglia e
soggetti sociali” Anno 2003.
Istat (2006e): Reddito e condizioni economiche in Italia (2004-2005) Statistiche in breve.
Istat (2006f): La popolazione straniera residente in Italia, Statistiche in breve.
Istat (2006g): La povertà relativa in Italia nel 2005, Statistiche in breve.
Istat (2006h): Reddito e condizioni economiche in Italia (2004-2005), Statistiche in breve.
Istat (2007): Condizioni di salute, fattori di rischio e ricorso ai servizi sanitari, Indagine
Multiscopo sulle famiglie Anno 2005.
Istat (2007): L’uso del tempo, Indagine multiscopo sulle famiglie “Uso del tempo” Anno 20022003.
Micheli (2002): La nave di Teseo. La condizione anziana e l’identità nel cambiamento, Franco
Angeli, Milano.
Milione, A. and Nicolaus, O. (2008): Per un welfare dalla parte dei cittadini, Aspetti territoriali
della domanda delle politiche sociali, Vol. II, Carocci, Roma.
Ministero del Lavoro della Salute e delle Politiche Sociali (2008): La vita buona nella società
attiva, Libro Verde sul futuro del modello sociale.
Padovani, G. (2008): Il diritto negato. La salute e le cure sono uguali per tutti?, Il Pensiero
Scientifico Editore, Roma.
Pugliese, E. (a cura di) (2005-2006): Rapporto Irpps-Cnr sullo stato sociale in Italia, Donzelli,
Roma.
Riley (1976): “Age Strata in Social Systems”, in Binstock-Shanas E. (Eds.), Handbook of Aging
and the Social Science, Von Norstrand Reinhold, New York, pp. 189-217, trad. It.
Saraceno, C. (a cura di) (1986): Età e corso della vita, il Mulino, Bologna, pp. 61-98.
Tesauro, Pianelli (2007): “Gli anziani”, in Pugliese (a cura di) La domanda di servizi sociali,
rapporto per il Ministero del welfare (non pubblicato), pp. 83-105.
www.fondazione-sr.it
http://www.dors.it/alleg/0200/manifestoequit.pdf
www.mtas.es

28

European Papers on the New Welfare, No. 15, October 2010, 29-39

Aging of the Elderly: An Intragenerational Funding
Approach to Long-term Care
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Abstract

The persistent gains in longevity at older ages, “aging of the elderly,” along with the
imminent retirement of large baby-boom cohorts, imply that new ways will be needed to pay
for the costs associated with old age. While social security and means-tested social assistance
programs for long-term care protect the living standards of the poorest in countries like the
United States and New Zealand, middle-income groups face under-appreciated risks, such as
outliving capital or needing expensive long-term care. This is becoming even more critical
as private pensions become less common and user pay elements increase in healthcare
financing.

As society continues to age, a greater share of society’s resources would be devoted
to older people. Introduced here is the concept of “intragenerational” risk sharing-calling
for the elderly as a group both to bear more of their own costs and to spread those costs
among themselves by means of insurance. In so doing, they would lessen concerns about
intergenerational conflicts. The suggested intragenerational funding approach is therefore
intended to supplement, not replace, existing programs that use intergenerational funding
mechanisms.

1. Introduction
In the 21st century, population aging is associated with improving life expectancies at
older ages so that the risks of longevity have become more acute both for society and the
individual. A dramatic increase in the numbers of the oldest old is expected by mid-century.
Pressures will mount as the baby-boom generation retires between about 2010 and 2030,
but may become even more acute from 2050 as the baby boomers are finally all older than
age 85.1 The pressures will be felt in pension schemes, both public and private, and in the
provision of healthcare, including long-term care.
While declines in mortality may level off, with some researchers even predicting a possible
reversal of average gains (Olshansky, S. et al., 2005), other projections suggest that due to
breakthroughs in genetic research and biomedicine, longevity gains may actually accelerate,
not slow down (Anderson, Shripad, and Nan, 2002; Lee and Haaga, 2002). If today’s young,
Susan St John, Ph.D., is an associate professor and a co-director of the Retirement Policy and Research Centre at the Economics
Department of the University of Auckland, New Zealand.
** Yung-Ping Chen, Ph.D., is a fellow in the Gerontology Institute and a professor emeritus at the University of Massachusetts Boston,
U.S.A, where he held the Frank J. Manning Eminent Scholar’s Chair in Gerontology from 1988 to 2009.
1 The old-age dependency ratio could quadruple within the lifetime of individuals born today (Lee & Haaga, 2002).
*
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in fact, face reduced longevity and poorer health, while today’s late middle age and older
people expect to live ever longer, there will be even more of a burden on younger working
people for the care of frail elderly by mid-century.

This paper discusses the conceptual issues around the question of “who should pay” for
the risks associated with improving longevity and long-term care, using two countries to
illustrate two possible models of how such an approach might work. The United States is
large and multi-state while New Zealand is small, geographically isolated and a unitarystate, but they face, as do several other countries such as Canada and Australia, economic
challenges arising from the aging of the baby boom cohorts.

2. Long-Term Care Needs
2.1. New Zealand
Long-term residential care for the elderly in New Zealand is financed through a mix of
general taxation and private payments, with subsidies being available for residents over the
age of 65 years, subject to an income and asset test. Individuals are expected to pay up to a
capped fee (around $NZ2 40-45,000 per annum (in 2010, depending on region) from their
own resources until assets are spent down to a low threshold as shown in Table 1. Once assets
are reduced to this threshold, any income must be used to pay the fee, with a state top-up
when there is insufficient income.
Table 1: Exemptions under the asset test for the residential care subsidy, 2009-2010

From July 2010

Single person

Married couple with one in care

Married couple, both in care

$190,000*

$95,000* + house and car

$190,000*

or if chosen
$190,000* of total assets
Source: Ministry of Health (2010). Looking at Long-Term Residential Care in a Rest Home or Continuing Care Hospital: What You
Need To Know. Wellington: Ministry of Health.
Notes: * These exemption levels are raised by $10,000 each year.
$NZ= 0.69 $ US as at June 2010.

As outlined in Ashton and St John (2005), the long-term care industry has been in crisis
from decades of under funding.

Providers consider funding has consistently and increasingly lagged behind costs ... leading
to business failures, service cuts, suppression of wage rates, high labour turnover, inadequate
return for risk and investment, and inadequate investment in workforce development. The
problems are of such a magnitude that they cannot be resolved by small injections of funding
(Ministry of Health, 2005b).
2

1 $NZ= 0.69 $ US as at June 2010.
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Rather than look holistically at the financing problem, political pressures have focused
attention on the operation of the unpopular means test for public subsidies for long-term
care. In 2005, following six years of deliberation after a political promise to remove asset
testing, the asset part of the means test was revised, putting in place much higher exemption
thresholds for most older people in care from 2005 (Ministry of Health, 2005a).

As set out in table 1 for a single person and couple both in care the threshold is $190,000,
rising by $10,000 a year, including the family home. For a couple, one in care, the income
exemption is $95,000 excluding the family home and car.3 While these changes increase the
costs each year met by the taxpayer and reduce the costs met by the elderly themselves, for
middle income families, the asset threshold is still very low and highlights the lack of access
to suitable insurance. The projected increase in the asset threshold is not indexed and will
become less meaningful over time, especially if house prices continue to rise.
No subsidy is payable so long as assets are above the threshold. For those meeting the
asset test, all other income including the state pension with a small exemption must be used
to meet the costs of care4. The universal state pension for a single person at net rate of round
$15,000 meets only around one third of the capped cost of long-term care.
2.2. United States
In 2005, two-thirds of the funding for long-term care came from Medicaid (48.9%) and
private out-of-pocket payments (18.1%), while 20.4% came from Medicare, 7.2% came from
private insurance and 5.3% from other public and private sources (United States Department
of Health and Human Services, 2010).

Medicaid, the largest source, is a welfare program paid for by general taxes. It pays for
institutional nursing facilities, home health care, personal care services, and adult day care
for those meeting income and asset tests. Medicaid is payable only after the bulk of the
person’s assets have been exhausted. Medicare, a social insurance program funded by a
payroll tax on employees and employers, primarily covers acute care and limited stays in
nursing care facilities. Specifically, Medicare pays in full for days of up to 20 if a patient
is in a Skilled Nursing Facility following a recent hospital stay. If the patient’s need for
skilled care continues, Medicare may pay for the difference between the total daily cost and
the patient’s co-payment for days 21-100. After day 100 Medicare does not pay. Medicare
also offers a home health benefit for those with medically related needs on a limited basis.
Medicare does not pay for on-going personal care or custodial care needs (United States
Department of Health and Human Services, 2010).
While Medicare is an entitlement program with automatic coverage based on eligibility,
Medicaid is means-tested, with different levels of coverage based on income. Few middleincome people relish the thought of spending their assets down to the level at which they
would qualify for means-tested assistance.

The means test had been widely seen as anachronistic and unfair; the changes do not address underlying design problems. The
revised means test remains based on old models of family formation, and is not expected to reduce the use of avoidance mechanisms
(Ashton & St John, 2005).
4 The 2005 change to the means test allowed the earned income of the spouse not in care to be exempt.
3
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One of the clear problems is the reliance on a program funded largely by those of working age:
Without fundamental financing changes, Medicaid, which pays for over one third
of long-term care expenditures for the elderly, can be expected to remain one of
the largest funding sources, straining both federal and state governments (Walker,
2005).
As in New Zealand, the costs of long-term care fall unevenly and very harshly on the
families involved. Private long-term care insurance is available, but it accounts for only
a small part of the financing, as noted above. There has been a recent recognition that
“government cannot do everything” and that “a public/private approach is necessary to create
and implement policies that will provide access to quality long-term care and supportive
services in an economical and equitable manner” (White House Conference on Aging,
2005).
In both countries there are severe pressures looming in the long-term care sector. In the
United States a 2005 mini-conference on long-term care urged the White House to “address
the state of elder care with the same commitment and energy devoted to other national crises”
(White House Conference on Aging, 2005). In New Zealand, an angry long-term care sector
has demanded increased funding and deplored the closure of many long-term care facilities
(Ashton and St. John, 2005; Taylor, 2005).

The use of private long-term care insurance has been limited, with as few as 9% of adults
over 55 with long-term care insurance in the United States (Johnson & Uccello, 2005). In
the case of New Zealand, the market does not actually exist. In both countries, means-tested
state funding operates in a highly complex and inequitable way to deplete the income and
assets of long-term care recipients, creating significant distortions in both the decision to save
for old age and the form in which savings are accumulated. Home equity release products
have significant potential to provide a source of funding long-term care, but their use for
this purpose appears very limited in the United States and non-existent in New Zealand.
Moreover, new products have emphasized the use of home-equity release funds for lifestyle
enhancements in early retirement, increasing the possibility that the costs of long-term care
and other costs of improved longevity will be shifted to the young (St John, 2004b; Chen &
McConaghy, 2006).

3. Longevity and Long-term Care Risks
The two important risks faced by those in old age are:
• The risk of excess longevity
• The need for long-term care and the run down in assets before the public program steps in.

The state pensions in both countries provide some protection for the longevity risk.
Average life expectancy at age 60 or 65 is a poor guide to the years an individual may actually
live, with a spread of mortality around the average (Wadsworth, Findlater, & Boardman,
2001). Managing a capital sum with a drawdown product to last for a lifetime whose length
is uncertain can mean a seriously diminishing annual income for those who live a long time.
Drawdown products themselves based on average life expectancy can be a very poor solution
for those who live longer than average.
For those who require expensive healthcare, the current practice of user pays can mean
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that individual estates are quickly depleted, imposing costs on some of the working-age
population whose inheritances diminish or disappear.
Today there are few, if any, suitable annuity products to meet the risk of outliving
accumulated capital. Private pensions can be helpful but as noted, fewer employers are
offering these and few of these pensions provide protection against inflation.

In the case of long-term care, private insurance products where they exist tend to be limited
and circumscribed. Suppliers of long-term care insurance are affected by the uncertainties of
future costs and demands including the inflation risk which makes it a difficult product to
price as a single premium product. Exclusions for higher risk purchasers are likely. As Fenn
(1999) notes the risks of getting it wrong in the face of multiple uncertainties are high, and
significant loading charges are likely to make the insurance unduly expensive.
Thus long-term care is not well covered by private insurance as would be predicted. Yet
there would be gains from pooling risks, as otherwise huge costs can fall on the uninsured
and/or the financially naïve.5 If each person tries to save enough to pay for the maximum
time they might need in care, given that the majority will not need such care, many people
will die leaving unintended bequests. The obvious welfare gains to be had from pooling risks
are not well exploited by private providers because of the special difficulties of the insurance
contract.
•
•
•
•
•
•
•
•
•

Some of the difficult questions to be addressed, discussed in Barr (2001) are:
How will the care be allocated? How much, what type and on what basis?
How might costs and types of care be affected by new technological developments?
Can premiums rise if the patient becomes more risky (older, or unwell)?
Will there be a ceiling on reimbursement of the cost of care?
Is there a maximum duration over which benefits are paid, if so what happens if the
individual lives beyond this period?
How will wage and price inflation affect the cost of care?
How are disagreements/bankruptcy of the insurer to be dealt with?
How much insurance is adequate, i.e., should there be any minimum level?
How integrated is it with existing public funding and/or provision for long-term residential
care and what if policy changes?

In light of these difficulties and others, it is clear that any all encompassing contract,
single premium product at age, say 65, will be near impossible to draw up. On the insurer’s
side, problems arise because uncertainty, rather than risk, makes probabilities indeterminate.
Moreover:
• There is no accurate data to predict the probability with which future cohorts of retired
will require care.6
• Insuring from a young age gives more insurance protection because of the wide pooling,
but the costs of uncertainty are higher.
• The condition of independence of probabilities does not hold. Medical advances that
prolong life may place everyone in a similar situation.
As in the case where assets have not been protected and the state can take these in payment for care before providing any subsidy.
It is not clear, for example, whether predicted future increased longevity will in turn increase the average period spent in long-term
care.
5
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•
•

The relative cost of care is likely to continue to rise over time (Baumol’s cost disease), but
the extent of this is uncertain.7
Adverse selection problems are high and may require intrusive questioning from the
insurer.

Moral hazard may arise from several sources. The obvious one is that the person concerned
may be more likely to demand care, but there are also worries that families likewise may push
older relatives into care if there is insurance.8
3.1. Market Failure in Insurance for the Old
There is a clear case of market failure both in the provision of suitable annuity products
to meet the longevity risk, and in the provision of private insurance for long-term care. New
Zealand provides a good example of what happens when there is no state intervention of any
kind in these markets. With no compulsion to annuitise, no tax incentives in the accumulation
phase, and no encouragement to long-term care insurance, the markets are thin or nonexistent.
This suggests that market-based solutions are unlikely to succeed and what is required is a
re-envisioning of social insurance solutions.

The case for finding a solution to these market failures must be made on grounds of both
individual welfare and public interest. Without insurance against these risks, it is likely that
capital will be run down too early by those who live a long time and the costs of supplementary
income top-ups, long-term care, and other age-related health expenditures will fall on the
working-age population, either through higher taxes or as the families concerned meet the
costs of their parents either directly or through receiving lower bequests. Means testing can
lead to inappropriate divestment of assets too early in retirement and/or the setting up of trusts
to disguise income and wealth. The costs of long-term care fall unevenly and unfairly on the
unsophisticated or honest, while the trust mechanism allows cost shifting to the working-age
population.

Older people who die early may pass remaining assets to the next generation, but the
distribution of these bequests is likely further to widen the income and wealth distribution.
Thus, without insurance to overcome these two risks, the impact on the working-age
population would be arbitrary and inequitable.
From society’s point of view a requirement to annuitize a portion of wealth not only
spreads the risk of longevity but prevents the early spending of lump sums and ensures an
income stream to pay for at least some of the costs of healthcare and long-term care later
in retirement. It is this thinking that lies behind compulsory annuitization in the United
Kingdom, where extensive tax subsidies to retirement savings have permitted such rules.

Unfortunately, simply compelling annuitization without attention to design may simply
force people to take unsuitable products. It can be argued this has been the case in the United
Kingdom, where annuity rates have been falling for many years and annuities have been

The theory known as Baumol’s cost disease, is that costs would rise relatively faster in the public sector, because the nature of the
output was labour intensive and not as amenable to productivity changes as private output (Baumol & Bowen, 1965).
8 Barr notes that it could be rational not to insure oneself so as not to be put in care against one’s will (Barr, 2001, p.82). The moral
hazard effect may reduce the welfare gains from insurance. For example, Zweifel and Struwe (1998) question the welfare gains that
flow in theory from compulsory social insurance in Germany.
7
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highly unpopular. Pressure to move away from compulsory annuitization has forced a policy
change so that the pensions pots do not now have to be annuitized by age 75. Nevertheless, the
absence of suitable drawdown products for modestly well-off people means that annuitization
is still the only option. Annuities are seen as a lottery, with the size of the annuity critically
dependent on the time of retirement, the gender of the retiree, and the way in which inflation
impacts on the real value.

4. The Intragenerational Funding Concept
The basic idea of intragenerational funding is that the elderly themselves could help meet
more of the costs associated with aging. The intent is to shift some of the burden from the
working-age population through arrangements whereby the retired as a group would bear the
reduction in consumption through the purchase of suitable social insurance.
Intragenerational funding of the risks of old age, such as increasing longevity and
long-term care through suitable insurance mechanisms improves intergenerational equity
by removing some of the burden from the working-age population. Without the proposed
additional risk pooling among old people, taxes must be higher and certain unfortunate
families must bear the disproportionate costs of the asset depletion of their parents. If parents
do not have enough resources and become dependent on their children, then the children
could in turn find it difficult to prepare for their own old age. The shifting and sharing of
the burden can become an important rationale for the use of an intragenerational funding
approach for long-term care (Chen, 1994).
4.1. Intragenerational Models
There are two generic approaches to intragenerational funding models considered here.
Neither of these is intended to replace the existing PAYGO programs; by supplementing
these programs, these models offer the possibility that more of the costs are actually carried
by the old as a group:
•
•

Model 1. The old as a group pay for their long-term care insurance by way of a reduced
state pension.
Model 2. The old as a group purchase an additional annuity to supplement the state
pension that has a long-term care add-on insurance component.

The first approach would be designed so that low-income retirees who are not able to
afford to pay for any insurance product are fully subsidized as they are now by the state.
Middle-income groups, however, might be attracted by a reduced rate of state pension that
would be exchanged for the state meeting part of future long-term care costs. We consider
below how this might work in the United States.

The second approach is designed specifically for middle income groups as a life annuity
plus long-term care insurance purchased with a single premium at 65 or 70. This could be
made attractive and might capture a wide pool of annuitants. Those who die early and do
not need care, along with those who live into old age but do not need long-term care (the
vast majority of those who survive), subsidize the ones who need care. The younger the age
of purchase and the greater the numbers who purchase, the more the risk would be shared.
Those whose health status makes them poor risks for long-term care insurance are good risks
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for life annuities, so that linking the two risks is likely to increase long-term care coverage
of the population and reduce the need for medical underwriting, and adverse selection in the
annuities market.

Surprisingly there has been little literature to date devoted to exploring the potential of
pooling risks of longevity (requiring lifetime annuities) with the risk of needing long-term
care. Murtaugh, Spillman & Warshawsky (2001) propose a method for linking the two risks
in a single product in a voluntary market that has the potential to be cheaper by reducing
adverse selection, and provide coverage for more people. This theme is developed in a recent
contribution where it is argued that the combination of a life annuity and long-term care
insurance “...has the potential to make them available to a broader range of the population,
with minimal underwriting and at lower cost” (Warshawsky, Spillman, & Murtaugh, 2002).
There is some interest from some annuity providers emerging worldwide. For example,
preliminary modeling for the UK by actuarial consultants Watson Wyatt Worldwide shows
that worthwhile income increases could be paid once long-term care became necessary for
modest reductions in the initial annuity. They see the demand for purchases for such annuities
arising later in retirement, at above 70 years (Watson Wyatt Worldwide, 2002).

There are several issues to consider in designing a life annuity that includes a rider for
long-term care insurance.
• The age at which the policy is to be purchased. The role of deferral of purchase.
• The nature of the costs to be covered: the policy may either indemnify the actual costs or
pay a specified amount for an assessed condition. For the latter, once the highest level of
dependency is diagnosed, the annuity increases by a given factor regardless of the nature
of the care chosen.
• The size of policy and whether maximums should apply. This may be important if there
are significant subsidies or government guarantees to this product.
• The kind of inflation adjustment that applies and who pays for it.
• The source of the purchase price. Can it include home equity and if so on what basis?
It is likely that any advanced annuity product such as envisaged here would not be
forthcoming except with a strong involvement from the state. The unlocking of home
equity in helping to pay for this kind of annuity may make it very attractive. A possible
way this might work is considered for New Zealand.
4.2. Applying Model 1 in the United States
As earlier pointed out, in the United States, funding for these services relies more on
personal (out-of-pocket) payment and public welfare (Medicaid) but less on social insurance
and private insurance (Chen, 2001; Johnson & Uccello, 2005). This method is akin to sitting on
a two-legged stool, which is unlikely to be stable at best and unsustainable at worst, because it
tends to impoverish many people and thereby severely strains Medicaid budgets nationwide.
Out-of-pocket payment — sometimes called self-insurance — fails to use the insurance
principle of pooling risks. Self-insurance, by definition, is assuming the risk by oneself, rather
than with others in a large group of persons exposed to the same type of risk. Medicaid is a
joint federal and state program that provides medical assistance for the poor and disabled.
The program is administered by the states with federal matching grants for a portion of
the cost of medical benefits, solely from general revenues. Some analysts have regarded
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Medicaid as a public insurance program, but it is not insurance because it lacks risk pooling.
Labeling Medicaid — a welfare program — as insurance appears to use the term in a
vernacular sense (“something to fall back on”), rather than in its actuarial sense, in terms of
risk pooling among a large number of persons exposed to the same type of risk (Chen, 2005).
It is possible to propose a new model in which social insurance and private insurance will
pay for the bulk of the costs, supplemented by personal payments. Medicaid would be used
for the truly poor, its original purpose. It may be called a “three-legged-stool” funding model
(Chen, 1993; Chen, 2005).
Since new public and private resources for long-term care seem scarce, the proposed
model suggests using our existing resources more efficiently by trading resources dedicated
for one purpose for another purpose. It may be called the “trade-off principle.”

Applying the trade-off principle in the public sector, we could divert, say, 5% of a retiree’s
Social Security cash benefits (not payroll taxes) to fund a social insurance program that
provides basic long-term care. This may be called a “Social Security/Long-Term Care (SS/
LTC) Plan.” With this plan, retirees themselves are trading some income protection for some
long-term care protection. The trade-off would enhance a retiree’s total economic security.
Low-income beneficiaries, though covered by the program, will be exempt from the trade-off.
This program could pay for one year of nursing home or two years of home care (Chen, 1993).
Since the social insurance program would provide the basic coverage, private long-term care
insurance would cost less than it does now and thus become more affordable to more people.
The visibility of the SS/LTC plan could, in addition, serve as a catalyst to increase awareness
of the need to prepare for long-term care. And people would finance additional care out of
pocket.
Applying the trade-off principle in the private sector, we could purchase private long
term care insurance by linking it to life insurance policies or annuities; to employment-based
pensions; to personal savings such as 401(k) plans or IRAs; and/or to home equity conversion
products like reverse mortgages.
The trade-off principle is already being used in the private sector. For example, a person
could buy an insurance policy that combines life insurance and long-term care, which pays
for long-term care expenses, if needed, by commensurately reducing life insurance benefits.
Although available, this type of combination policy is not very popular. Perhaps there is a
role for the government to encourage it.

The three-legged-stool funding model may be regarded as a policy approach that would
simultaneously foster self-reliance (by means of private insurance and personal payment)
and collective assistance (in the form of social insurance). Participation in the SS/LTC plan
could be mandatory with an opting-out provision. That is, upon receipt of Social Security
retirement benefits, people would be enrolled into the SS/LTC plan automatically, but they
may opt out of it within a specified time frame. Once opted out, an individual may not opt
in again, however. Or, to avoid adverse selection against the state, people may be given a
one-time opportunity to join SS/LTC plan, for example, at age 62, the earliest age eligible for
reduced Social Security benefits.
Some may feel that the risk pool for SS/LTC, based on the current cohorts of Social
Security recipients, might not be sufficiently large. However, as the older generation grows in
number in the next decades, the risk pool they compose will enlarge commensurately, making
it a more viable group for pooling risks.
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4.3. Applying Model 2 in New Zealand
Until 2007 New Zealand was in a unique position to offer limited subsidies for a combined
life annuity/ long-term care product given that there had been no expensive and regressive
tax-driven subsidies to the accumulation phases of retirement saving. In 2007, a new saving
scheme, KiwiSaver, began with generous subsides. Over time the lump sums generated by
this scheme at age 65 will grow and it is very important that some thought is given to how
these lump-sums are used (St John, 2009).

The current married rate of the New Zealand state pension is about $NZ 15,000 net for
a single person. This, together with another $30,000 is sufficient to meet the annual capped
fee cost of long-term care. Suppose a retiree’s private saving, including Kiwisaver, is used
to buy an inflation-adjusted annuity of $10,000,pa, an insurance rider could provide that this
annuity would treble on the diagnosis of needing long-term care (St John, 2005) Based on the
probabilities of needing care, a purely actuarial calculation at age 65 (averaged for male and
female) assuming a real rate of interest of 2%, suggests an annual inflation-adjusted premium
of about $500 or equivalently an additional capital sum for the annuity purchase of $11,500
(St John, 2004a).
This amount is tentative and based on a purely actuarial costing, but compares favorably with
the costs of setting up and running trusts to hide assets to avoid the asset test for long-term care.
It must be emphasized the $500 pa or the $11,500 single premium does not itself purchase full
coverage. The insurance operates on the original annuity, so that the costs of long-term care
$45,000 would be paid for from $15,000 net state pension plus $30,000 enhanced annuity.
This voluntary option could be offered from 2011 to the band aged 65-74 with the state
operating the scheme as social insurance. The implicit premium for long-term care in the
annuity provision could be used to help pay for the current costs of long-term care (and thus
be a PAYGO scheme) or used to build a trust fund to be drawn on later. Figure 1 shows how
the numbers in the younger “old” population are expected to rise.
Figure 1: Population aged 65-74

Aged 65-74

2001

2011

2021

2031

2041

250,000

316,000

447,000

550,000

536,000

Source: Statistics New Zealand (Statistics New Zealand, 2004).

Under current medium assumption projections there will be around 316,000 aged 65-74
by 2011. Assuming that one half of the top six deciles use their cash saving, perhaps with a
home equity share to buy a capped inflation-adjusted annuity of $10,000, a sizeable fund of
more than NZ $1 billion could be generated in 2011.9 From this, the state social insurance
programme would pay an annual annuity of $10,000 to the annuitant, and a further $500 each
year to an earmarked long-term care fund. To encourage participation, the asset and income
test for long-term care should be strengthened by tightening up on ways to avoid the test
through creation of family trusts.
These tentative calculations are based on St John (2004a) where the costs for a man and woman of an inflation adjusted $10,000
annuity assuming 2% real interest is estimated to be $136,000 and $156,000 respectively with long-tern care rider and $142,000 and
$173,000 with the long-term care rider.
9
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As successive cohorts enter retirement, there will be a growing number of people providing
these long-term care contributions, and some of the funds could be applied on a PAYGO basis
to care for the existing growing frail population.

5. Conclusion
Since older people, as a group, have in past decades improved their income and wealth
positions, they as a group appear more able to pay for some of the support they need during
old age. Further, financial ability of older people could also be expected to increase from
continued work, part-time or full-time, owing to better health for at least some members in
this group.

It is possible to think past the old models of social insurance, which impose costs directly
on the working-age population, and the old models of private annuities and private longterm care insurance, which are not working well if at all. Concern about intergenerational
equity is likely to become an increasingly important issue as the population profile of each
country begins to change rapidly in the next decades. Intragenerational risk sharing may
lessen concerns about possible intergenerational conflicts because the support for the older
generation will fall more on older persons themselves.
The two models considered here in particular would shift the risks in the retired generation
itself from those who live longer and need income over a longer period to those who do
not live as long, and from those who are less healthy (or more dependent) to those who
are healthier (or less dependent). A combined private/public insurance approach is needed,
recognizing the limitations of both pure privately-funded insurance and pay-as-you-go social
insurance funded by payroll taxes.
By encouraging the older age group to fund more insurance needs themselves, more
resources may be freed to meet the increased demands of an aging population. It is suggested
that such intragenerational risk sharing can improve both the perceptions and the reality of
intergenerational equity. And it bears emphasis that the intragenerational funding is suggested
to supplement, but not replace, the intergenerational funding already in use.
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Costs of Political Intermediation and Sustainability
of the European Social Model in Health Care:
the Dutch Example
By Giulio Ercolessi*

1. The European Social Model can be Safeguarded only by Agreeing to
Reshape it
Europe will not emerge from the Great Crisis to take up where it left off. Like it or not,
and even if politicians, especially in Italy with few exceptions, do their best to reassure and
treat their voters as small children from whom it is always advisable to hide the ugly truth
(and voters do little to have somebody tell them), it would certainly not be possible to revive
the old industrial society, its certainties, its rhythms, its stable and standardised prospects.
Even the European social model, the economic, cultural and institutional accomplishment of
twentieth-century social covenants and the identity flag of the European Union in the world,
cannot be preserved in its essentials if we don’t undertake timely and far reaching reforms
capable of ensuring its sustainability and equity over time.

This state of affairs belongs to the order of facts rather than opinions. Both advocates
of a return to the stabilising and redistributive role of public spending after the sprees of
the last two or three decades and defenders of the widest possible market self-regulation
will have to consider the consequences of structural changes that have taken place in the
social organisation, in the structure of labour relations, in international competition, and the
consequences of technological, cultural and above all demographic changes that today separate
us from the sort of Europe that existed in the second half of the twentieth century. It is not
simply a dispute pitting those willing to maintain and develop a strong framework of social
protection against the most merciless partisans of social Darwinism. Even those who believe
that the European social model deserves to be preserved in its objectives and its essentials
and those who believe liberal democracy should ensure the highest degree of equality of
opportunities or social solidarity need to understand certain facts. They must understand that
the widest possible preservation of the structures of the twentieth-century welfare state in its
original form and with their historically consolidating tools are no longer appropriate means
to the end, and even risk becoming a source of unjust unintended consequences, especially
but not only in intergenerational relations.
Indeed, insisting on the defence or reconfirmation of the old system of safeguards and its
well established rules may even cause an irreversible financial crisis for every social safety

Giulio Ercolessi This article is a July 2010 expansion and updating of the contribution carried out by Giulio Ercolessi in the
international conference “Per una politica sanitaria europea / Health Care Policy and Fundamental Rights in Europe” organised by the
European Liberal Forum with the support of the Critica Liberale Foundation in Rome, Villa Spalletti Trivelli, 27th November, 2008.
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net, so as to make its dissolution inevitable in the medium term. That is, when all the present
decision makers, politicians, industrialists, union leaders, have left the scene having got off
scot-free, because only a few historians will seek to re-establish their responsibility, for the
sole interest of a specialised audience.

The substantial dissolution of the universalistic European welfare system could
then also be remembered as a crucial step in the real “downfall of the West” that seems
to be unfolding today in a very different and opposite way to that originally stated
by its early traditionalist theorists at the beginning of the twentieth century. In the
direction, that is to say, of a further and final decline of liberal and individualistic
Western democracy in favour of models of more authoritarian and organic global world
organisation, increasingly less concerned with combining economic development with
individual freedom and human rights, separating the two sides of the modernisation
process until now considered by most of Western culture as naturally interconnected.
Responsible leaders, instead could, and should, discuss the desirable measure of redistributive
intervention in public spending, compatibility, tax burden, equality or inequality in relation to
need, merit and talent, and according to criteria of equity, effectiveness, growth or economic
stabilisation. They should also discuss the quantification of the total expenditure to be
allocated for social protection. In any case, whatever the general options in economic policies
they should rethink the welfare structure from its foundations and its composition in the new
actual situation.
Concerning the issue of retirement, in fact, where the stakes and interests involved,
although subject of bitter controversy, are relatively understandable even to quite a large
audience, the debate has been going on for years.

The political and even sometimes academic debate often tends to mix very dissimilar
issues, as if they were different sides of the same ideological or principle-related argument.
It should not be considered off topic, therefore, to underline that in a liberal perspective the
debate on education policies, for example, should have very different contents and objectives.
This is particularly so given that the socio-economic aspect of the matter is overlapped
by an ethical-political one. This concerns citizenship education, the scope of parental
responsibility, whether or not it includes an authoritative predetermination of the ideal or
religious affiliation of children (also in light of the New York Convention on the Rights
of the Children, and especially of those already naturally able to exercise a certain amount
of fundamental freedom). It also concerns the role of public institutions protecting these
freedoms and the free development of individual personalities. These assets and values are
inalienable and should be solely and exclusively related to the individuals directly concerned,
even if children are not personally and directly able to make a choice.
This debate is often completely overlooked in Italy, sometimes also, though usually
without similar malice, in countries less subject to the daily challenges of religious
fundamentalism and their political intrusiveness. In education however the role of
public authorities cannot be measured solely or mainly as a purely socioeconomic
question. Discussing public and private schools in fact often means a more concrete
discussion of secular or denominational teaching, Republic or faction school, integrated
or communitarian school, free or indoctrination school (though today indoctrination is
more subtle and sophisticated in denominational schools, as it is in the media, far from
the coercive practices of the past, that today are confined to other parts of the world).
Anyone who believes that the role of guarantor on the part of the public authorities in this
field is superfluous, parents being the best interpreters of their children’s interests, should
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note how scarce or nonexistent the interest in citizenship education, or in civic matters in the
broadest sense, is likely to be, in the eyes of many Italian parents from those large sectors
of Italian society (perhaps the majority) whose attitudes were formed subsequent to when
Dino Risi released “I mostri” a film that today appears to be a prophetic description of Italy
at the beginning of this century. Many of those parents certainly want “what is best” for their
children. In order to achieve this, however, they are probably far more inclined to incorporate
them into what former presiding constitutional court judge Gustavo Zagrebelsky calls “i giri
giusti” (the right circles), than help them develop a critical mind and cultural personality of
their own.
In education in other words, unlike what is typically the case in the health care field, the
problem does not lie in information asymmetries between supplier and purchaser of services,
or in the real opportunity for the user/consumer/customer/citizen to make informed choices.
Above all it lies in citizenship education and in ensuring that the directly concerned individuals
have the greatest freedom to develop the full potential of their individual personalities in the
face of the power, or claim, of others to predetermine and condition them (of course, “for the
best” of those concerned, but in the subjective interpretation of those pro tempore exercising
parental authority).

In any case, in the field of education policies, the issue of cost sustainability arises in a
different way, as the essentially demographic factors that threaten the welfare system are not
an issue, nor are those, both demographic and technological, that affect the future of health
care. Rather the contrary is the case, given the progressive decrease in the school population
in many Western countries.

2. The Unsustainable Political Management of the Italian Health Care System
In Europe but especially in Italy when it comes to welfare the most difficult policies
to discuss in a non-stereotyped way are those relating to healthcare. This is because the
matter is objectively complex, and the resolution of conflicts concerns not just choosing
among different interests and values, but first requires a proper setting out of the dilemmas
and secondly the identification, sometimes counterintuitive, of the most useful tools for
achieving the intended purposes. As already mentioned, it is inappropriate to reduce such
reflections to the guidelines within which other social policies are debated. For years this
debate has been hostage to a primitive political sketch, in which each vested interest and
pressure group has developed an almost diabolical capability for presenting its own particular
point of view as the one representing public interest. This applies to professional politicians,
political parties, political consultants, politically appointed administrators, bureaucrats,
trade-unions, medical and paramedical professionals and their sub-groups, entrepreneurial or
cooperative organisations, players variously qualifiable as non-profit organisations, religious
or profiteering-religious bodies. This game comes out easily considering that in some ways
the subject is a difficult one. Any non-trivial discussion concerning it requires the counterpart
to pay serious attention that goes well beyond the two/three minutes attention span that the
average TV viewer is ready to apply before grabbing the remote control to find something
more relaxing, or that comforts him in confirming his/her acquired platitudes. Most viewers
may also search for something that reassures them that they are already equipped with
sufficient necessary information to navigate the various political-ideological ideas on offer.
If this is the state of an average citizen who has no immediate need of health care services,
health care users — call them patients or customers — when at their weakest, with very
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little information are completely in the hands of others in times of need. They naturally tend
to form an opinion only through the interpretative filter provided by the individual health
care operators, from among those with whom they come into contact and with whom they
establish a higher level of syntony and empathy. Usually they have no clear idea of the overall
way the system works, and above all of its costs and relative effectiveness or ineffectiveness,
efficiency or inefficiency in relation to costs.

Often, however, their immediate interlocutors have no idea, of costs and sustainability
either. European social systems are based on the principle according to which all actual health
care needs must be met — a sacrosanct principle and one to be defended and implemented
to the letter. In some countries health care is an absolute right, enshrined in the constitution.
Fulfilment of this principle, however does not fall from the heavens above. With the exception
of those required to provide financial resources and those required to provide health care
within the limits of their budget, every player in the health care sector tends either to ignore
or to widely underestimate the problem of costs and long-term, and often not only long-term,
sustainability.
What economists call “moral hazard” is not only the attitude most people display, usually
with little or no subjective awareness, when they tend to exploit, even beyond their real needs
and advantages, all services provided free of charge, but it is also an attitude widely shared by
those who directly provide these services. This occurs when, as often happens, they are not
aware of the costs, nor of the fact that the resources needed are always, by definition, limited
and always inevitably inadequate to meet needs.
The current stereotyped and dull debate, in Italy, but not only there, often seems to
suggest that there are basically only two alternatives up for discussion. On the one hand there
is privatisation of health care, identified tout court with the almost total deregulation seen in
the American model, and, on the other, the all-out defence of the existing system, with the
exception of a few shareable but marginal ideas for patching it up1.

And yet there are objective reasons that will impose, and are in fact already imposing,
changes that, if not properly managed, will very soon result in a progressive collapse of the
current system. These are the change in living and working conditions that have taken place
over the last few decades, the consequent rise of hard to satisfy expectations, technological
progress — that everyone expects to be supplied as soon as available —, increased life
expectancy — partly a consequence of improved technology but also involving a further
inevitable rise in costs — and the changed demographic situation.

Despite the decisive and beneficial presence of immigrants this last will inevitably
lead to an increased number of users and a fall in the number of those paying for costs.
It is no wonder that health care is the area of welfare due for the greatest increase in spending
in the coming decades, both in absolute terms and in proportion to GDP. This increase will
lead the cost of health care to greatly exceed that of pensions. It is certain to be a very
large increase, though how large is difficult and controversial to assess. Estimates vary
between a minimum of 2-4 % as a proportion of GDP provided by Ecofin to 2060, and a
maximum of 9.4 % established by OECD in 2050 taking into account factors other than
An overall rather sympathetic and comparative description of the Italian health care system in Nerina Dirindin, Paolo Vineis,
Elementi di economia sanitaria, Bologna, Il Mulino, 1999. A fundamental defence of the existing system in Rosy Bindi, La salute
impaziente. Un bene pubblico e un diritto di ciascuno, Milano, Jaca Book, 2004 (the author is a former health minister). A more critical
approach in Erminio D’Annunzio, Sanità malata, Roma, Castelvecchi, 2010 (the author is a former member, responsible for health
care, of the regional government of Abruzzo). Franca Maino, La politica sanitaria, Bologna, Il Mulino, 2001. A historical perspective
in Saverio Luzzi, Salute e sanità nell’Italia repubblicana, Roma, Donzelli, 2004.
1

43

simple demographics. This would lead to more than doubling current levels. That is the total
expenditure: a stabilisation of the current public health care expenditure as a proportion of the
Italian GDP at current levels would lead at least to a transition from the current coverage of
75 % of total health care expenditure to less than 50 %2 (that is, less than the contribution of
the public expenditure on total health costs in the United States before the coming into force
of the Obama reform3).

Furthermore, in these conditions investing in research will become increasingly difficult
also for those European countries that, unlike Italy, have not yet totally given up, even though
health care is bound to become one of the most important sectors in international economic
competition over the coming decades.
These reasons already make it increasingly difficult to keep the promise of providing
effective and timely universal coverage of actual health care needs, as established by the
European social model, a promise that is now considered part of the very constitutional
covenant. This is obviously also due to the impossibility of increasing spending limitlessly,
as that would imply unsustainably ever-increasing taxation. Since that is impossible within
an international context of open markets, the system’s economic sustainability is increasingly
conditioned by its efficiency and by a clear definition of precisely what services it is necessary
and fair to ensure to everybody.

The current party-political and monopolistic management of the Italian health care system
is successful in strengthening the takeover of politics over society and in protecting the media
image of its political managers. Structurally, however, it is much less concerned with, and
greatly lacking in, economic efficiency or in the ability to effectively guarantee in timely
fashion the services it is supposed to guarantee. This results in an effort to curb spending
that is mainly achieved through a creeping cutting down of services, which in Italy is, for
the most part, not even acknowledged. These cuts do not only consist in restricting services
to the currently legally guaranteed basic level of care (“livelli essenziali di assistenza”).
Rather, they are implemented by effectively making guaranteed services inaccessible due to
long waiting lists, and often through an unstated attempt to restrict these services to those
less able to demand them. This can actually happen because they do not have the financial
or cultural means needed to understand that they can demand these services, how to do so or
what degree of individual freedom of choice exists. Such freedom is often guaranteed by law,
but often its practice is not recommended by those with far greater competence than the users,
but who do not always share their interests and priorities.
Almost everywhere in Italy (though with significant differences among the various regional
and local situations) regional governments and managers of the Local Health Authorities
(ASL, “azienda sanitaria locale”) in whose hands lies the direct political management of the
Italian health care system, have proved unable to withstand widespread electoral, territorial,
religious, patronage related and vested interests pressure. In some extreme cases this pressure
has been even downright criminal or linked to local mafias.

As a result there has been an inevitable and immeasurable waste of taxpayers’ money.
Health care expenditure represents about 80 % of the budget of Italian regional governments
and thus constitutes the core of their power. It is precisely the particular complexity of
this matter, and hence its inevitable opacity in the eyes of the public and the electorate,
Fabio Pammolli, La sanità in Italia: sostenibilità dei conti pubblici e nuovi assetti istituzionali, in Le riforme che mancano.
Trentaquattro proposte per il welfare del futuro, a cura di Carlo Dell’Aringa e Tiziano Treu, Arel, Bologna, Il Mulino, 2009.
3 Nerina Dirindin, Paolo Vineis, 1999, p.87.
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the difficulty in understanding policy choices and evaluating their effectiveness, adequacy
and efficiency that makes particularly abstract (or sinisterly concrete when viewed from the
perspective of the political class and its interests) the almost unanimous, enthusiasm of all the
major parties in recent years for the introduction of “fiscal federalism” on a regional basis.

It is a pitiful lie, repeated since ordinary regional governments were established in the
early Seventies in accordance with the constitutional provision, but with a delay of more than
twenty years, that political power is much more accountable to the people if geographically
close to them. The proximity of politics does not depend on physical distance but on the
media. And the most powerful and influential media are those structured at the geographic
level most useful to politics and allowed by the collection of advertising. In the Italian case
the area of diffusion of the Italian language is still a better advertising medium than local
dialects (despite the claims of localist and separatist movements). Indeed the most influential
and decisive among the Italian national media — especially television, which is the main
channel of political information for 80 % of Italian voters — are nowadays little more than
protrusions of the political system. Although mostly respectful and loyal to their political
patrons, they are still obliged to provide a minimum of information. Thus the national
political establishment is still obliged to put up with a minimal degree of visibility that, in
some marginal niches at least, is not always totally idolising and submissive.
This is not generally the case with regional power. Regional administrations are the
most powerful channel of redistribution of taxpayers’ money. In fact removed from real
and widespread democratic control such redistribution of resources consequently tends to
operate in a manner contrary to constitutional provisions, reinforcing, as it does, widespread
political patronage rather than a compliance with the virtuous and equitable redistribution
criteria established by the 1948 constitution. If many Italians are at least informed about their
political rulers at a national level, very few of those who have no vested interests or are not
members of pressure groups even remember the name of any important regional politician,
apart perhaps from that of the president of their own region (or those of corrupt politicians
undergoing criminal investigation). On the other hand, in a country where their city identity
is always important to people, municipal politics are still capable of arousing some genuine
interest.
That’s why regional elections are always, much more than municipal ones, a mere
test of the national political balance of power. An increasingly painful test of that
mystery that Italian politics appears to be, if one sees it as does the rest of the Western
world instead of through the filter of its reassuring Italian television representation.
Probably only those involved for professional and personal reasons and those belonging to
vested interest and pressure groups cast their vote based on an informed assessment of health
care policies and spending, the core of a regional administrations’ power.
It may appear even intolerable in these circumstances, and in the face of dramatic
territorial imbalances which are not only persistent but also growing, to limit each individual
to the opportunities for health care determined in each region as the consequences of electoral
choices made in such a manner by the majority of their fellow citizens. There is no connection
with the actual responsibilities of regional politicians. There is just the result of exchanges
of favours, subdued media and public representations by contenders often completely
divorced from reality and imposed, usually by national political parties’ headquarters with
the advertising techniques of commercial marketing. Or at least that limitation might seem
unfair and inappropriate, if only there were viable alternative ways of guaranteeing everybody
adequate health care opportunities.
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This is not to deny that, as indeed is obvious, there are significant individual and even
frequent exceptions, due to the personal and unusual dedication of individuals capable of
cultivating more demanding standards of fairness. Such exceptions are never entirely absent,
at any level, among politicians and civil servants, not even in situations of increased decline.
And there is no doubt that these unusually correct behaviours are even more frequent among
health care workers, as might naturally be expected, in a sector very often entered into, at least
initially, on the basis of strong vocational motivation. It is often the case, however, particularly
among those who actually work from a strong and persistent vocational motivation, that the
perception of the problem of economic choices in health care as a complex issue of public
ethics is at the least very vague.

In order to counterbalance the physiological tendency of politicians to make
irrationally expensive economic choices, in recent years frequent attempts were made
to artificially re-create mechanisms similar to that of profit in the private sector. These
were created for managers of Local Health Authorities or at times even for general
practitioners guaranteeing them performance bonuses, based only, or primarily, on curbing
expenditure. Not surprisingly, that provided further incentive for a non-declared reduction
in health care services, exclusively damaging citizens incapable of defending themselves.
In some regions, health care costs have spiralled totally out of control, bringing regional
governments to the brink of bankruptcy. These situations were saved by the arrival of
inevitable rescue packages from the state, bound to reappear in election times, especially
after the most severe stage of the global crisis is over, and if elections results are uncertain. It
will be interesting to see how these rescue packages, usually also delivered to the advantage
of friendly municipal administrations, will be justified in the near future by the advocates of
“fiscal federalism”. The general public, however, with no direct vested interest involvement,
will not even become aware of this. In the same way almost no Italian, for example, is aware
of the repeated lavish state rescue packages for the city administration of Catania, graciously
delivered, at the expense of all the country’s taxpayers, by the present allegedly “free market
and federalist” national government to their incumbent Sicilian friends who had caused the
bankruptcy.
Keeping open unreasonably small hospitals and wards, or those in irrecoverable condition,
very expensive investments started and never completed and entire new public hospitals
nearly finished but never opened or not even complying with legal requirements and in
the meantime made unusable due to neglect and decay, patronising political recruitment of
personnel, the creation of pointless hospital wards and management offices, the multiplication
of bureaucracies, favouritism towards political clients and interference in the correct economic
management of public health services — and even private ones operating within the national
health service — are present almost everywhere, although in very diverse measure in different
geographical areas, and are rather the rule than the exception.

But often health care political management turns out to be, as has increasingly been brought
to light by criminal investigations, the preferred channel for illegal financing of political
parties and politicians. This is also the case for the improper and often illegal exchange
of favours among politicians, entrepreneurial groups able to use politics to obtain illegal
competitive advantage, religious, political-religious or para-religious Catholic organisations
and the media system. One would need to be naive, to say the least, for example, not to see
how the segments of the public or private health care system that are an organic part of the
political cartels that manage health care, or are available to act as such, can benefit from a
much better treatment than that reserved for public and private operators who only want to
stay focused on providing health care services.
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And it is impossible to ignore that this reality is the inevitable consequence of the
monopolistic party-political management of the health care market by a political establishment
that, particularly in recent decades, has fallen below any possible Western public ethics
standard. In truth this has not caused too many jolts to Italian public opinion used, as it is
to this situation and stultified as it also is by popular media. The latter largely serves the
interests of politics and its masters, and public opinion is led to a great extent to connive with
a political class with which it increasingly shares ethical standards that for some time have
no longer been those of the West.

In these conditions, the basic monopoly for managing and / or buying health care services
guaranteed to citizens, currently the responsibility of representatives of the political system
in the regions and in the Local Health Authorities, is a fundamental element in the web of
power involving politics, business, bureaucracy, the media, the unions, the Catholic church
and other vested interest groups that, in reducing its polyarchic character, make Italian society
the least “open” in Western Europe.
There is indeed a specific, or at least especially Italian facet in the debate on health
care political management, that, in Italy or in any country marked by similar widespread
corruption and political mismanagement, cannot be seen as secondary or insignificant. There
is a reassuring image that is proposed for internal propaganda by the most influential media,
almost all interwoven, driven or directly owned by politicians, beginning with television,
during these years of deep and growing civil barbarisation. Despite this image, however,
when it comes to public ethics and institutional decay Italy has been a country in free fall. In
the ranking of corruption drawn up annually by Transparency International, it has now been
propelled to 63rd place (worse than Malaysia and Namibia). It also fell to 49th place (worse
than Jamaica and Ghana) in the ranking, annually produced by Reporters sans Frontières,
that measures media freedom and independence, and with it the opportunity for widespread
citizens’ scrutiny of politics and its use of public resources.

It is at least grossly naive in these circumstances to even consider ensuring effectiveness
and appropriateness of guaranteed services, efficiency and wisdom in expenditure, fairness,
transparency and priority of public interests. Such a consideration would be impossible
while at the same time leaving in the hands of regional politicians — a political class even
more unfit than the central one (apart from, it is always useful to repeat, the usual individual
exceptions), and widely controlled by only minimally independent and authoritative media
— the direct or indirect power to make top medical and managerial appointments, to drive
recruitment out of a widespread system of patronage, to grant or deny accreditation and
agreements to private health care providers (which are bound to be permanently dependent
on the same political system as their almost unique customer and counterpart), to distribute
billion sum contracts, to handle a total annual expenditure of around 110 billion Euros and
to control its correctness largely by themselves. These same regional politicians would
have to undertake a myriad of actual and specific decisions, largely discretionary, and,
due to their technical nature, not liable to extensive and widespread democratic public
control. In order to monitor and evaluate the fairness and effectiveness of such a huge
expenditure it would be necessary, if possible and economically viable, to hire legions
of genuinely politically independent high-profile professional auditors and inspectors, all
upright and incorruptible, and with broad multidisciplinary and multi-specialty expertise
in the medical, pharmaceutical, bioengineering, economic, logistical, legal, administrative
and sociological fields.
Even the strongest supporters of an entirely public health care system generally acknowledge
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— indeed, are often the first to recognise and denounce5 — the weight of corruption, waste,
mismanagement, and connections among politics, business, the media and religious powers,
and in some regions at times even criminal ones. Yet they persist in believing that this could
all be rectified while keeping such decision making and spending power more or less directly
in the hands of public power, that is (in the end, at least and at best) of politicians6. In today’s
Italy (and in the context of cultural and civic decline devoid of antibodies in which two
generations of future leaders have already been forming) there is unfortunately no historical
or political sense in expecting a general or at least a prevailing honesty and fairness from this
political class. Nor does it make sense to request that “political parties”, but not “politics”
step aside, almost as if political parties were the leading players in misappropriation because
of their supposed inherent monstrous and impersonal wickedness, rather than it being the
result of the will and activity of those real individuals, regional politicians, their increasingly
cross-party de facto connections, their national leaders, their representatives, trustees and
clients, elected and appointed in the twenty regional administrations, in the 185 ASL and in
the 95 local administrative bodies that run public hospitals.
And it is even more grossly naive to trust in the effectiveness of democratic
control by an inevitably incompetent, careless, uninformed electorate, one that is
systematically duped by a media apparatus largely subservient to politicians. Even when
minor, less influential but truly independent media are involved, they in turn are easily
misled by the most diverse and unsuspected organisations or vested interest groups.
Reform proposals that do not take into account the prevailing state of public ethics, widespread
corruption or even just the frequent favouritism involved in administrative discretion,
demonstrate, first and foremost, no sense of reality. The same applies to those that do not
take into account the consequences of the legitimate volatility (often fatuity) of the choices
of political majorities, which denies those health care market operators not organically linked
to local political-administrative networks any serious planning opportunity — a condition
vital for the efficient operation of the system. Nor yet are those reform proposals realistic
that do not take into due account the physiological economic inefficiency, slowness and
lack of responsiveness of the public administrative machine, or do not take account of
the information asymmetries, inevitably huge in this area, and the consequent and structural
perceptive distortion they lead to, preventing effective public and widespread democratic
control. All the proposals, in short, that ultimately depend on the will and capacity for selfreform of the current Italian political establishment.
The objection suggesting that, since health care is a primary need, the sector deserves a
set of rules capable of relieving it from subjection to the “logic of profit” has in itself only
the value of a rhetorical statement. Food also is a primary need, but removing the production
and distribution of food from the “logic of profit”, where it was attempted, did not result in
a better satisfaction of food needs. And the demand to purely and simply exclude health care
from the market and from free economic enterprise means entrusting one of the key sectors
of global competition and economic, scientific and technological development to one of the
worst political classes in today’s Europe: with the obvious consequence of being largely
marginalised internationally and forcing further brain drain.

Paolo Cornaglia-Ferraris, Eugenio Picano, Malati di spreco. Il paradosso della sanità italiana, Roma-Bari, Laterza, 2004. Rapporto
sullo Stato sociale 2006. Welfare state e crescita economica, edited by Roberto Pizzuti, Novara, De Agostini Utet 2006, p 214 fol.
6 Ivan Cavicchi, La privatizzazione silenziosa della sanità. Cronache sul razionamento del diritto alla salute, Datanews, Roma, 2003.
Id., Il pensiero debole della sanità, Bari, Dedalo, 2008.
5

48

3. The American Private-enterprise Model before and after the Obama Reform
On the other hand, the only model for a non political management of health care taken
into consideration in the current stereotyped public debate has been the American one, which
is deemed by most Europeans, Italians included not unreasonably, a remedy worse than the
evil. Michael Moore’s amusing film, “Sicko”, released in 2006, may have been mistaken in
not even addressing the problem of the costs of the European health care services (and even
in taking seriously the presumed efficiency of the Cuban health care system), but it portrayed
well the failure of the American model, based on “free” individual bargaining between single
customers and private insurance companies.

The American system is capable of ensuring America’s success in achieving excellence
and an uncontested primacy in research. It does not however address the objective of
guaranteeing adequate health care to all the citizens of the most powerful nation on this
planet. This is a goal that was not even achieved with the recently passed health care reform
through the initiative of president Obama, the first of its kind since the days of Lyndon
Johnson, and the umpteenth and eventually, in large part, successful attempt to establish a
true health welfare system. after almost seventy years of previous attempts, starting with
Truman it was an attempt that succeeded after a crushing political defeat was suffered on the
same subject by the previous Democratic administration, that of Bill Clinton.

	Despite the fact that the president staked all his weight, prestige and political destiny,
although this time the Democrats had the largest majority in both Houses ever enjoyed by any
administration in nearly forty years, even after the troubled passage of the Obama reform,
between 15 and 22 million individuals (the estimate is surprisingly the subject of bitter
dispute), out of a population of about 305 million, will still not be able to afford any health
care coverage. In this sense, even after the reform, the American system is bound to remain
even less economically efficient than that of all the countries in Western Europe in terms of
the cost-benefit ratio, at least as far as the protection of its people’s health is concerned. In
other words, the efficiency of the American system cannot be assessed in terms of results
achieved in relation to the protection of the people’s right to health care.
According to OECD 2009 data on 2007, Americans spend 16 % of their GDP on health
care, the highest percentage in the world, much more than all Western Europeans. And costs
are growing uncontrollably. in absolute terms in 2007, they tripled compared to 1990 and
were eight times higher than in 1980. By comparison, in the EU, the highest expenditure is
that of France, with 11 % of GDP, followed by Germany with 10.4. Italy spends 8.7 % of
its GDP on health care. the Eurozone average is 9.6, which is less than two-thirds of what
Americans spend. The average in OECD countries is 8.97.
Many of the most advanced medical research centres in the world are American. But
today, before the implementation of the reform, between 45  and 54  million Americans (a
number that was growing before the reform, but this estimate too is far from precise and
unanimous) has no health insurance coverage whatsoever. Although this includes a small
number of wealthy people who are not insured because they can cope with any eventuality
in case of need, and a larger number of younger and healthy people who, while theoretically

Mark Pearson, Head, Health Division OECD, Disparities in health expenditure across OECD countries: Why does the United States
spend so much more than other countries?, Written Statement to Senate Special Committee on Aging, 30th September 2009, OECD,
2009. Gavino Maciocco, La spesa sanitaria americana, saluteinternazionale.info, 30/11/2009.
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able to afford, with some effort, to pay the cost of insurance, prefer to run the risk and give
priority to other expenses, most of these people simply cannot afford the cost of insurance.
At best they take advantage of what is offered by charitable organisations in case of need.
This will still be the case for those bound to remain excluded from any cover even after the
implementation of the reform.
Thus, according to the latest data available, which obviously cannot yet take into account
the effects of the reform, that will be fully operational only in 2014, the US ranks 41st in
terms of life expectancy. The citizens of all the major countries of Western Europe (including
Italy, ranking 13th) live longer than the Americans. It may be objected that this result, like
similar ones that could be mentioned, is not only a consequence of the organisation of the
health care system. There are many other relevant factors that could be mentioned concerning
lifestyles, eating habits, social and cultural inequalities, average propensity to risk, crime
rate, transport security and so on8. Many of these factors actually penalise America, whereas,
incidentally, they mostly enhance the corresponding statistical scores of Italy. Yet, according
to WHO data, even infant mortality in the US is 0.63 % in the first year of life and 0.78 within
the first five years (in Italy, the worst country in the Eurozone, it is 0.5 and 0.61 respectively;
the best in the EU are the Swedes, with 0.32 and 0.4)9.

The reasons for this result, unacceptable from a European perspective, are well known. A
system based on individual bargaining between private individuals and insurance companies
is ruled by the mechanism of “adverse selection”. The insurance company is most of all
interested in acquiring as customers only those young and healthy individuals who are
statistically less costly, but for this very reason also need health insurance cover less than
others. In the event of unexpected accidents, these insured parties will often be guaranteed the
most excellent standard of care (as often also happens to foreigners who stipulate a temporary
health insurance policy with travel agencies when travelling to the US) — provided contracts
do not include unconscionable binding clauses. It is precisely those in greater need of health
insurance — those suffering from chronic or recurrent illnesses or the elderly or those at risk
— who are instead the customers private insurance companies wish to do without.
Hence not only the refusal or the unsustainability of insurance costs for individuals
belonging to these categories — the refusal was possible without limitation until the Obama
reform — but also the inevitability of real reciprocal swindles. On the one hand insurance
companies entice people into signing standard form contracts filled with unconscionable
clauses, often impossible to understand for those without expertise in this field and bound to
leave the innocent customers with no cover for many serious and even disabling illnesses. On
the other hand, it is equally obvious that this sort of system also encourages those wishing to
take out a policy to act in an equally dishonest manner. Generally speaking, customers tend to
hide their conditions or lie on risk factors when they take out an insurance policy. Hence the
need for a large number of preliminary medical tests before signing a contract, many of them
often useless and possibly even potentially harmful to the would-be customer’s health, but
necessary in the exclusive interest of the insurance companies. These tests are entirely paid
for by customers and that has resulted in sky-high overall costs of health care in the US.

The overwhelming influence of social factors in public health results is highlighted in Public Health, Ethics and Equity, ed. by
Sudhir Anand, Fabienne Peter and Amartya Sen, Oxford University Press, 2004.
9 http://www.who.int/whosis/indicators/en/.
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To these additional costs to the system, useless for the protection of the health of individuals,
one must add the enormous cost of litigation due to the inclination of insurance companies, in
the absence, or virtual absence so far, of effective public regulators, to pay for as few services
as possible At times competition is frozen by means of cartel agreements that are obviously
difficult to uncover for both consumers and regulatory agencies, and that increases costs even
more. Similar waste of money is caused by the largely useless or potentially harmful further
clinical tests that are often prescribed for the sole purpose of preparing a legal defence in the event
of litigation following possible fatal or undesired outcomes of medical or surgical procedures.
Further huge costs result from the propaganda and lobbying campaigns that for decades
have been used to induce the majority of Americans and their political representatives to
preserve as it was, and partially still is, such an irrational, iniquitous and inefficient system.

These costs too have to be covered by the customers of insurance companies. Seen from
Europe, the violent reactions of many American citizens against any meaningful health care
reform project in recent months, that are likely to cost the Democratic Party dear, could seem
incomprehensible. But the cost of American health care is also so high because with their
policies Americans are also paying for a huge propaganda machine aimed at preserving the
current system as much as possible, for the sole benefit of insurance companies.

Lobbyists working in this area are among the best in the world, and are paid, and pay,
a lot. But it is quite striking to watch good and active citizens so determined to defend the
indefensible against their own interests. This should suggest some reflections on the poor
health of contemporary democracy and on the rationality of the making of public choice.

Since the Sixties, the American health care system includes federal programs benefiting
the elderly and the poor (Medicare and Medicaid) as well as war veterans. Together, these
public programs cover — before the reform implementation — about half of the total US
health care expenditure. This is no surprise, given the tendency of the costs of all health care
systems to concentrate always in a similar proportion on covering the needs of about 5 %
of the population most at risk because of age or condition. To this large public contribution
to the total health care expenditure one should also add the cost of tax allowances granted
for the payment of insurance policies. But even this remarkable share of public spending
does not offset the disadvantages described above nor does it spare the American health care
system its enormous costs, so much higher than the European ones, or its social iniquity. A
telling example is that of young children of disadvantaged families with no health insurance
that cannot be excused with the typical argument of extreme social Darwinism, according to
which all individuals should always be considered responsible for their own lot, regardless of
the different opportunities they were offered. And yet the immense economic and lobbying
influence of insurance companies over American politics had even managed to prevent the
extension of federal insurance programs to disadvantaged minors until the Obama reform. An
attempt by Congress to achieve this was in fact vetoed by former President George Bush, Jr.
The Obama reform has now largely expanded the number of beneficiaries of health care
services and limited the arbitrary power of insurance companies in some key points, beginning
with the prohibition on refusing to contract with customers who already suffer from preexisting conditions and setting fixed ceilings of reimbursement thus limiting treatments for
patients suffering from particularly costly diseases. The reform has imposed the inclusion of
university students, even when no longer minors, in family policies, has widened the social strata
covered by the Medicaid program and extended the obligation to provide health insurance to
employers with more than fifty employees. It has introduced an obligation to take out insurance,
albeit limited to some, however wide, income brackets, for those not covered by employment
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contracts. It has introduced federal subsidies for small businesses willing to provide cover
for their employees even when they are not obliged to do so and for lower income families.

In the end the Obama reform has indeed deeply reformed the system, but failed to reshape
it at the root. And it is even less likely that the reform, when fully implemented, will lead
to a containment of the total costs of the American health care system capable of bringing
them down to Western European levels. Nor has it attempted to achieve a standardisation
of the evaluation systems of the different policies offered on the market, which would have
allowed consumers to make clearer and more informed choices. The most controversial and
most “Old Europe-style” proposal was dropped: it aimed at introducing a “public option”,
i.e. a public federal insurance scheme, competing with the private ones, a move that was
considered at the beginning the only appropriate instrument for pegging down policy prices
in a market structured, firmly settled and layered such as that in the US today.
Last but not least, every system based on individual bargaining between the insured party
and private insurance companies is bound to become increasingly unfair as a consequence of
predictive medicine. If in the future mapping the individual genome provides an increasingly
precise individualisation of risks, the very mutualistic character of the insurance principle will
disappear. Those at risk of developing expensive diseases, or maybe incurable ones, not only
would be almost unable to obtain insurance to at least alleviate the consequences, but would also
unnecessarily and inevitably be placed in the anxious condition of fearing for their unhappy fate
years or decades in advance, without being able to do anything at all to prevent those events.

It should be remarked that within European health care systems too, Italy included, the
public health service is only obliged to provide a basic package of health care (hence not
stating the aforementioned non-acknowledged creeping cuts to due services) — levels that,
as mentioned above, are bound, rebus sic stantibus, to suffer significant reductions in the
future. This fact will inevitably lead to a rise in the number of those resorting to taking
out supplementary private insurance, to be negotiated separately from the basic insurance
package, for all that is not guaranteed by the public service, but not for this reason less
necessary for guaranteeing tolerable life conditions. Consequently, in the near future these
systems risk suffering the disadvantages typical of both systems. Without timely reforms,
the cost of the “adverse selection” mechanism will increasingly be added to those caused by
patronage, waste, corruption and the weight of politics and bureaucracy.

4. The Future of European Health Care: New Prospects from the
Netherlands
While all European countries have been attempting for years to preserve universal health
care cover mainly through added patches bound to prove insufficient in the long term, the 2006
Dutch reform has been in our opinion the most intelligent and original reform experiment so far.

The Dutch reform10, that replaced a previous dual public and private system, did not question
the European social model, and universal health care coverage, available and accessible to
everyone, as its fundamental pillar. On the contrary, it set the conditions for such cover being
guaranteed with greater certainty also in the future. It did so by abolishing at root-level all costs
A synthesis on the Dutch system, compared to the British one in Claire Daley and James Gubb, Health reform in the Netherlands,
CIVITAS Institute for the Study of Civil Society, 11/2007. A discussion on the Dutch reform compared to the American system in
Maggie Mahar and Niko Karvounis, Going Dutch for health reform ideas, The Health Care Blog, 22/6/2008. Marco Romanelli,
Sistema sanitario olandese, saluteinternazionale.info, 3/3/2010.
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of political intermediation in the direct management of health care services, and promoting
an almost total privatisation of the system, both for insurances and for services provided. The
strict regulation laid down by the reform, far from compromising the correct functioning of
market mechanisms, allows its real effectiveness in a sector where relying on simple laissez
faire, for the aforementioned reasons, prevents its functioning. In the Netherlands the rules
necessary for the development of effective competition have been set in a market by its
nature incapable of producing them spontaneously and for what is probably the most effective
system of containment of costs and accountability of all providers of services. In assessing
the model and in order to take into consideration its profound differences from the American
one, one must consider that the Netherlands are one of the European countries where social
inequalities in accessing and taking advantage of health care services are relatively minor.
The reform provides for a compulsory and universal insurance system for all residents in
the Netherlands, and also an obligation to contract respecting equal treatment and conditions
on the part of companies offering health care insurance. As a consequence, all useless or
harmful preliminary clinical tests and all those mainly aimed at evaluating the persisting
profitability of the contractual relationship for insurers become pointless. All costs and
inequities typical of adverse selection are thus averted.

The contents of the basic benefit package are set by law. Premium fees comprise a fixed
sum (sc. nominal part), which is the same for all those insured and paid directly to the insurer
(this amounts to about half of the insurers’ health care receipts), and a sum proportional to
individual income which is transferred to a risk equalisation fund collected and redistributed
by the state to the insurance companies to compensate for financial imbalances deriving
from the obligation to enter a contract with any applicant, regardless of one’s personal health
conditions. This certainly implies that the annulment of the parasitical costs of political
intermediation in the strictest sense achieved with the reform did not also entail an equally
radical reduction of bureaucratic intermediation costs, but that is how the principle of the
universal mutualistic sharing of costs is safeguarded.

Minors are exempt from paying the premium (this is the only part of the funding of
the health care system that is paid for exclusively through general taxation proper). Lower
income individuals get subsidies for the payment of the premium proportional to income.
Insurance companies cannot fix the nominal part of the premium fee at a cost superior or inferior
to a modest percentage of what is annually established by the state for the basic benefit package
(that amount was set at 1051 Euros in 2007 and raised to 1085 in 2010). They can however
compete freely in offering supplementary insurance policies, that are cheap enough to be taken
out by over 90% of the population and may include dental care, physiotherapy and visual aids
including those for adults, but also alternative medicine and plastic surgery. This latter point
will deserve a closer examination later, given its theoretical and principle-related implications.
Insurance companies can choose the final providers of health care services — and in this
case, differently from political bodies, choices will be made exclusively on the basis of the
quality-price ratio offered by providers. They can also, however, allow the insured to freely
choose their doctors and hospitals, and that is what has mainly happened so far. The point, as
will be examined later on, is crucial for the effective functioning of real competition, not only
among insurers but also among service providers. The insured can choose among different
insurance products and have the right guaranteed by law to change insurance company every
year at no additional cost, this being an instrument essential to ensure effective competition,
a control of costs and real freedom of choice by customers. All customers, regardless of the
kind and legal categorisation of their job or decisions made by employers, are entitled to the
same opportunities of choice. They also have the right to be compensated for care received
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abroad within the expense limits established for the same services in the Netherlands.

Cost containment is thereby ensured by competition among insurance companies, an
instrument clearly more effective than internal controls implemented by the same public
authorities that elsewhere also directly manage health care themselves (in Italy, by the
regional governments that provide the service, appoint the managers and personnel of public
health care providers and conclude agreements with the private ones).
It is noteworthy that, in a system like the Dutch one, funding universal health care cover
has a very reduced impact on public finances. This is crucial, above all in times of economic
crisis and recurring disturbances in the financial markets, and especially for countries with
high levels of public debt like Italy. Possible increases in health care costs — inevitable,
as already said, over the coming decades — cannot result in huge imbalances of public
accounts that would lead to a rise in the debt service, with the well-known relevant systemic
consequences of wealth redistribution to the benefit of financial revenue on government
securities. Higher risks of default and consequent difficulties in the placement of public debt
securities are also much less likely.

In the Netherlands, after the passage of the reform, a lot of discussions focused on the
very wide freedom of choice so far guaranteed to the insured with respect to final health care
providers. This freedom of choice, it is argued, would have negative effects on the competition
among providers, as competition among insurers currently focuses more on the cost of
premiums than on the quality of health care, which might otherwise be the case if companies
decided to contract selectively with health care providers. Currently, as mentioned, the choice
of providers is made mostly by final users. They, it is argued, do not have the same expertise
and knowledge of facts and records, as companies have, to ascertain quality and effectiveness
of health care provided, due to information asymmetries, overwhelming for final users on the
health care market. But users actually seem to prefer the guarantee of freedom of choice to
a selection of services made by insurers that would require a very high degree of confidence
in them (a trust that, in the hypothetical case of a transplant of the Dutch model to the Italian
situation, would probably and understandably be even lower). How difficult the assessment
of the quality of health care is, is however revealed by an estimation contained in a Dutch
government study, according to which, in the second year of enforcement of the reform,
insurers themselves were not yet able to make definitive comparative evaluations on the
quality of health care supplied by different individual providers11.

Anyway, in a system like the Dutch one, economic interest is the tool for ensuring
economic efficiency and the overall soundness of the system, rather than the goodwill and
the presumed foresight of the sole political class and bureaucracy. This tool implies more
demanding productivity standards than those usually enforced by political management and
is probably more effective also in curbing prescription drugs abuse (despite some pessimistic
forecasts, the Dutch pharmaceutical spending is now equal to half that of the US). But it
is probably more efficient, above all, in ensuring the primary objective of achieving the
sustainability of health care coverage for the entire population, which is, as mentioned at the
beginning, everywhere at high risk for very objective reasons.

Rudy Douven, Marco Ligthart, Esther Mot, Marc Pomp, Early experiences with the Dutch health care reform, EUROFRAME-EFN 
Autumn 2007 Report, CPB Netherlands Bureau for Economic Policy Analysis.
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Neither should the strong economic interest that pushes Dutch insurance companies to
invest significant resources in information campaigns and to offer their customers significant
economic incentives aimed at promoting lifestyles and behaviours that favour effective
prevention be underestimated.

The Dutch experience seems to suggest so far that Europeans are culturally less inclined
than Americans to exceed in irrational and wasteful health care expenditure, since, as already
said, competition among insurers, fuelled by an unexpected willingness of customers to
exercise the power to change company upon annual expiry of policy at no additional cost,
is mainly carried out on the grounds of the price to be paid. This behavioural pattern has
also been fostered at the beginning by the provision for group negotiation (for professional
categories, consumer associations, groups of employees, members of sports clubs, etc.),
which actually covers about 50 % of all contracts. The provision for group negotiation does
strengthen the bargaining power of the insured, but is considered by some to be a feature
of the health insurance market that could in the future prove an obstacle to the readiness,
as already mentioned, strong so far, to reassess annually the persisting expediency of the
previously chosen option.
A legislator willing to take on the Dutch reform model could obviously provide for the
possibility of copayments by the insured parties for services actually used, similar to that
experienced in Italy with the system of prescription charges (oddly called “tickets” — in
English — by the Italian media), that proved quite effective even if low-priced, in order to
avoid uncontrolled growth of costs fuelled by health care consumerism stimulated by market
strategies or by “moral hazard” rather than by effectiveness or soundness of treatments and
screenings. This risk, as is well known, is one of the main objections usually raised against
any form of privatisation of health care services in Europe. And of course there would
be nothing to prevent a legislator from possibly providing that contracted copayments be
proportional to income, even if it is quite obvious that any such allowance would then have
to take into consideration the possible iniquities due, especially in countries like Italy, to
the state and performance of the entire public machine in charge of revenue monitoring.
In the event of the Dutch system being broadly transplanted to other countries other possible
forms of copayment could be required of insured parties engaging in unhealthy behaviours
and lifestyles (smoking, alcohol, psychotropic substances, pharmaceutical drugs, overeating,
etc.), obviously in cases where these can be detected by medical tests. This might be the case
especially if these behaviours persist even after the individual concerned has already taken
advantage of medical treatments needed to deal with their consequences. Further treatments
should not be made conditional on advance copayment, but it should be enjoined afterwards and
possibly also be proportionate to the harmfulness of the behaviour concerned. From a liberal
perspective it is not the job of society to defend its adult and sane members from themselves
or from harmful lifestyles they have freely chosen — this point deserves a closer examination
further on. This, however, should not mean that the contribution required of every taxpayer (or
every insured individual) for the sake of universal health care coverage be pushed to the point
of forcing them to settle the economic costs of others’ harmful or irresponsible behaviour.
In the Netherlands, the containment of unnecessary treatments has been pursued more
schematically, first through a 255 Euro rebate for those who in the previous year did not take
advantage of any treatment (other than routine medical tests, prevention services and those
related to maternity and childbirth). In 2005, for example, about a quarter of the insured were
granted the rebate. From 2008 on, the containment has been pursued through the provision
of a mandatory annual deductible of 150 Euros (increased to 165 in 2010) from which the
chronically ill are exempt. Voluntary deductibles up to 500 Euro can be negotiated in exchange
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for reduced premium. It should however be again remarked that compulsory insurance only
covers the legal basic benefit package, subject to continuous review and reassessment in
order to exclude (all and only) frivolous, unnecessary and non-essential treatments.

The first four years under this new Dutch system have proved the reform’s promoters
right. In fact from the very start, despite its profoundly innovative features, the reform has
been appreciated by a large majority of the Dutch, although opinions are obviously not
unanimous. The system has maintained its level of excellence in Europe, according to the
results of the Euro Health Consumer Index 2009 drawn up by Health Consumer Powerhouse,
a leading independent international research centre based in Stockholm (that ranks Italy 15th
in Europe)12. At the same time it has so far proved able to slow down the cost increases
especially compared to those occurring in the last five years of implementation of the
previous system. Dutch health care spending is now 9.8 % of GDP, just above the Eurozone
average (9.6), an area where national health care systems are mostly public. And no doubt
the introduction of the new system has created a general and keen awareness, unparalleled in
Europe, of the actual cost of health care and costs trends.
If it is still too early to assess the long-term results of the Dutch reform, two main factors will
be very important in the future. On the one hand the effectiveness of monitoring competition
among insurers and of antitrust regulations. From this point of view, concerns are raised over
the strong competition on premiums in order to gain market share occurred in the first years
of implementation of the new system. The consequent losses incurred by all insurers and the
limited number of insurers operating in this field on the Dutch market after the concentration
process that took place — five of them currently cover 82 % of the market — could trigger
a forthcoming significant increase in premiums, once the number of competitors is further
reduced. Perhaps it might also be advisable to prevent insurance companies from controlling
or being associated with companies and institutions running hospitals or directly providing
services, so as to ensure that control and containment of expenditure remain a priority interest
for the insurance companies.

On the other hand effective monitoring of the quality of services provided is also essential.
In the Netherlands this task is assigned to an independent authority (IGZ, Inspectie voor de
Gezondheidszorg)13 that has no political, propagandistic, electoral, reputational or patronage
related reasons to defend or make programs or management choices made by insurers look
smart, as is instead the case where it is the same political power that directly appoints, or
exercises its influence over the appointment of, its own controllers. That is inevitably the
case in the Italian system and entails a permanent source of obvious and inherent conflict
of interest. Equally important is the circulation, reliability and availability of information
offered to the public on the actual results historically obtained by health care providers and
on the actual scope of the cover provided by insurance companies. Similarly, in a system that
allows a wide freedom of choice and demands individual responsibility, health education has
even greater importance, both in schools and in the media.
In the Netherlands the results achieved by insurance companies are also evaluated
annually by a comparative quality index published on a ministerial website (KiesBeter.nl)
that includes software that helps individuals to identify the best deals on the market, matching
their objective condition and subjective preferences.

Arne Björnberg, Ph.D., Beatriz Cebolla Garrofé, Ph.D. and Sonja Lindblad, Euro Health Consumer Index 2009 Report, Health
Consumer Powerhouse, Stokholm 2009.
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What is essential is constant monitoring by truly independent bodies. Independent, that
is, both of private economic interests and of those of politicians and their more or less hidden
stakeholders with their own electoral, patronage related and economic agendas. In addition
circulation of information made available for public evaluation and discussion by the media,
consumer organisations and users is also essential. These are the best instruments for avoiding
the typical risks to every health care system based on private insurance. These include
competition only on the price of premiums, on the length of waiting lists, staff courtesy and
the quality of accommodation in hospitals or other merely whimsical and imaginary needs.
These are things that can be evaluated by all users. What ordinary users are generally not
able to evaluate is the quality, effectiveness and appropriateness of health care according to
scientifically reliable criteria — at least for those who do not consciously want to reject them:
assuming, however, in this case, as will be argued further on, full personal responsibility. In this
area, the behaviour of other European consumers — at least that of the British, that has already
been the object of specific studies — seems much less experienced so far than that of Americans.
For the moment no more than 1.5 % of Dutch citizens have violated the obligation to buy
insurance, a violation punishable with a fine amounting to 130 % of the cost of the basic insurance
package. Many of these people are part of the extreme fundamentalist Christian minority who
believe that they should not receive treatment because diseases are God’s will. This is similar
to the percentage of citizens that consistently refuse free and compulsory vaccinations.

As already mentioned, the current Dutch health care system has only been in force for four
years. But its guidelines follow, in a more accomplished and consistent way, a pattern of
private but closely regulated health care system already in place in Switzerland since 1996,
its only fully comparable precedent14. The two systems share a high degree of satisfaction
among customers and a high level of quality of services supplied (Switzerland ranks 5th in
Europe according to the aforementioned Euro Health Consumer Index 2009, behind only the
Netherlands, Denmark, Iceland and Austria). Both also score among the highest, compared
to other European countries, in achieving the lowest levels of social inequality in the access
to and use of health care services. It should however be acknowledged that the Swiss system
is also quite expensive, costing 10.8 % of GDP, a level exceeded only by France in the EU,
and one point higher than the Dutch one, which in turn is not among the lowest. Since, as
mentioned, the competition on premiums, unleashed in the first years of implementation of
the reform in the Netherlands, has forced insurers to operate at a loss and has triggered a
concentration process so far not averted by law or regulators, the question is raised whether
it is just a matter of time before a similar increase in costs occurs there too15.
Four specific features of the Swiss system, that make it different from the Dutch one,
could indeed be responsible for high costs. One is the lack of uniform legislation, as most
of the implementation rules in Switzerland are enacted by individual cantons, making it less
easy to distinguish the economic effects of the different regulations. Another is the mandatory
domestic and non-profit character of health care insurers in Switzerland that could perhaps
result in lower competitiveness and relatively inadequate management efficiency. A third
feature is the possibility of accessing specialist care without previous general practitioner
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prescription, provided in Switzerland by many contractual schemes (no gate-keeping function
of GPs, as usual in the US), a possibility excluded instead in the Netherlands (as is mostly
the case throughout Europe). Finally, and most importantly, high Swiss costs might also
be the consequence of a much less sophisticated regulation of risk adjustment factors for
the allocation of the risk equalisation fund (the fund resulting from solidarity contributions
required of policyholders and redistributed by the state among insurers). In Switzerland, like
in the Netherlands, insurers are not allowed to refuse a contract based upon the individual
health risk profile of buyers. However the factors for risk equalisation are not only calculated
differently in individual cantons, but, at least until 2011, only relate to age and sex (after
2011 hospital admissions in the previous year will also be taken into account), whereas in
the Netherlands parameters are much more well structured and detailed upon the health
profile of the insured party. Consequently many Swiss insurance companies chose, or were
forced, to leave the health care sector, or introduced strict selective contracting in the offer
of supplementary policies. This is a trend that certainly triggered, for the reasons argued
in the discussion of the American system, a general cost increase in Switzerland, but that
phenomenon is quite limited in the Netherlands, at least for the time being.
It is therefore prudent to postpone a definitive judgement on the measure of the aptitude
of the new Dutch system to achieve an effective containment of the growth of costs of a
health care system available to all citizens. So far, however, the reform seems to have proved
it is possible to avoid both waste and the risk of misappropriation and abuse that characterise
the Italian-style party-political management of health care, along with the diseconomies and
iniquities that characterise the total deregulation of the American system.

5. Freedom of Choice in Health Care: Significance and Implications
As already mentioned, in the Dutch model companies can compete to gain market share
also by offering supplementary insurance and that can also include non-essential treatments
or treatments that are the subject of recurrent philosophical or moral controversies, such
as cosmetic surgery and alternative medicine. The point is interesting as it stimulates a
discussion on the scope that should be recognised to individual “freedom of choice” in health
care in a free and pluralistic society: the formula is usually merely related to the choice of
service providers.
Defining what is a medical treatment that is socially necessary to guarantee to every
individual, and distinguishing it from what is not, entails a discussion in which effectiveness
of treatment, equity and social solidarity issues are overlapped by others. These concern
different personal views of the world and different lifestyles. In open and increasingly plural
societies, even medical treatments can be, and as a rule increasingly are and will be, the
subject of very different evaluations.

First, what is to be considered essential to guarantee everyone a decent life can no longer
be taken for granted or merely determinable on the basis of technical and “objective” criteria.
This is a good reason for limiting treatments guaranteed on solidarity bases solely to those
proved necessary and effective according to the evaluation of the international scientific
community and the need for which is almost unanimously shared by society. This limitation
not only enables us to concentrate all the available funds raised through taxes (or through the
contribution required of all the insured in the Dutch and Swiss systems), that are by definition
scarce, on the full satisfaction of those needs, thus ensuring their sustainability over time.
It also allows the leaving out of compulsory contribution those charges that a more or less
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sizeable part of society may regard as non-essential, at least if compared to others, or even
inappropriate, but that can equally be considered by others as absolutely essential for an
acceptable quality of life. On the other hand, in a strictly regulated insurance market such as
that implemented with the Dutch reform, even non-essential treatments that would otherwise
be out of reach for many could become relatively affordable. It is in fact also through the
offer of supplementary insurance that companies can compete for market share and thus
entice customers into buying their basic package.

Enforcing a strict distinction between essential and non-essential care also means
preserving the health care funds forcibly taken from all beneficiaries from the abuse that the
widespread rise of political populism and anti-scientific irrationalism will otherwise make
“democratically” inevitable. Just consider for example the field of “alternative” medicine,
the trust placed in this by both Western Third-Worldists distrustful of technological medicine,
and by many immigrants (such as many Chinese), now a consolidated and stable part of
the European population, increasingly European citizens themselves. Or think of treatments
deemed ineffective by the scientific community, but the subject of extraordinary investment
of trust by very large sectors of public opinion, who place in them quasi-religious hopes.
Years ago in Italy an unprecedented squandering of public health care resources took
place, in order to finance a large-scale clinical trial of a treatment, the “Di Bella treatment”,
considered ineffective by the scientific community and therefore completely useless
and reckless. The mass clinical trial was imposed on the government by massive public
demonstrations, supported and instigated by irresponsible political and media charlatans.
Their pressure was impossible to resist by those in charge of the public health care system,
as the instigators cynically played on the desperation of patients suffering deadly disease,
and their relatives. The funds necessary for that useless trial were obviously taken away
from treatments of proven effectiveness in the same field, that of cancer care, or in other
branches of medicine. Despite the damage caused to public finance and to taxpayers by this
irresponsible initiative, the instigating politicians who had organised that campaign not only
were never held accountable in any way, not even politically. Instead they were allowed
to gain profit in terms of visibility, popularity, electoral approval and political power, in
that particular case, managing to win the regional government of Lazio and its health care
machine, causing, not surprisingly, its complete financial breakdown.

In a free society, citizens have a right to be superstitious, as there is no objective criterion,
that is not arbitrarily discriminatory, to distinguish superstition from the increasingly diversified
beliefs definable as religious. Nor are there possible objective dividing lines between what is
and what is not “religious”. The job of public authorities, in a free society, does not include
defending from themselves adult and sane citizens who want to harm themselves — or do
what Western-minded people like this author, the better informed, the majority (perhaps, and
for the time being) of public opinion, the scientific community or the still reasoning sectors
of the political establishment consider to be self-injury. But, increasingly, maintaining the
political monopoly over the management and direction of health care will inevitably make
it compulsory to “democratically” take into account a variety of insights on the world that
now irreversibly include those scornful of “scientism” and who equate scientific knowledge
and superstition, technological medicine and “traditional” medicine. New “Di Bella cases”
will certainly arise in the future and, again, even the most upright politicians will be forced
to bow, if they want to survive politically, to the uncontainable pressure of political and
media charlatanry. Separating the fields also permits the limiting of claims for solidarity
contribution to health care funding to those necessary for the provision of really essential
treatments, of proven effectiveness and on which there is general consensus in the scientific

59

community, without causing resentment or otherwise unavoidable collective psychosis, and
without discriminating against the hopes, beliefs, religions and superstitions of the supporters
of the new rising primitivism and irrationalism.

Nothing should prevent those so wishing from purchasing on the market and at their
own expense all the other “alternative” treatments they think they cannot do without. They
should be able to do so, if they wish, by entering into private contracts supplementary to
the mandatory health care insurance, perhaps provided that the concerned treatments
though maybe utterly useless, are not proven harmful, and provided they are not
fraudulently advertised as having proven therapeutic effectiveness and risks are not hidden.
What really matters in health care expense containment is that everybody has timely access
to treatments considered effective by the international scientific community. Every possible
expense for further non-essential, ineffective or redundant treatments that individuals want
to make for their health, their wellbeing, their contentment, their gratification, their serenity,
their beliefs, should not engender any detriment to the funds allocated for essential treatments
and universal health care coverage, and collected through compulsory contribution, imposed,
one way or another, on everybody on the ground of solidarity, in order to achieve that primary
goal. What matters is that further possible expenses do not put at jeopardy the feasibility and
sustainability of the primary objective of guaranteeing everyone all those treatments to which
they should be entitled. Once that goal is ensured, once the two fields and their funding sources
are clearly separated, it should be held politically and economically irrelevant that single
individuals decide to spend their own money on cosmetic surgery, alternative medicine, spas,
wellness, pilgrimages to Lourdes or propitiatory rites. It should be as irrelevant as spending
the same money in clothing, cars, popular exclusive intelligent or demential holidays, or
whatever other consumer goods — including even lethal legal drugs such as tobacco and
spirits, so long as the consequences of their use are not paid for by others.

The irresistible urge of a political class accustomed to playing the master (also) in
the domain of health care, to superimpose their own whims above the assessments of the
international scientific community, recently came to the fore once again. This time it was
in the controversies against putting the RU-486 abortion pill on the Italian market, and the
method of its administration which part of the political establishment would not only like to
make more difficult and painful. They would also like to make it unnecessarily expensive
(again at the expense of other health care needs being satisfied and other items of health
care expenditure), by imposing with a political decision a mandatory hospitalisation that
is not provided for by international medical protocols. A similar political meddling in
medical proceedings was evidenced in the rebellion of some politicians against the abolition
of prescription for post-coital contraception (“morning-after pill”). This has been a wellestablished practice for decades in Western Europe and beyond. In these cases the politicians
involved were not supported by, nor were they able to stir up, any mass populist campaigns,
but operated as a political wing of a powerful religious pressure group representing a clear
minority in Italian society. Even in these controversies, however, politicians with no scientific
or professional qualifications were ready to interfere, solely on behalf of their “democratic”
legitimacy and representativeness, and not only with ideological or religious arguments, but
also with allegedly “scientific” ones.

Even if it were possible to exclude such bizarre interference by a primitive national
political establishment — perhaps just the forefront of a continental regressive trend, as has
previously been the case in Italian history — the way back to a trusting reliance of “patient”
citizens upon decisions taken paternalistically by “those who know more” would in any
case be unworkable. This is not just because it would suppose that a general reliability and
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intellectual integrity of all operators might be taken for granted, starting with top political
decision makers themselves (it would be naive in the first place to assume what all users
should be convinced of). It would also be unworkable because two prerequisites have
long disappeared: the indisputable supremacy of scientific knowledge and the univocality
of ethical choices. Contemporary culture has, rightly or wrongly, irreversibly called into
question, the epistemological foundation of the first assumption and irrevocably asserted
the irreducibility and the full legitimacy of diverse ethical choices. This is also why all the
recurrent recriminations against “do-it-yourself medicine” are bound to remain hopelessly
ineffective. It is simply impossible to expect to solve problems through a simple reference
to the principle of authority — if it were only the authority of a hypothetical pure science,
capable, though it is not known how, of being detached from any compromise with industrial
or political interests and from economic constraints. Rather, it would be useful, necessary
and appropriate to engage doctors, researchers and journalists in health education, starting at
school level.
Incidentally, although the argument obviously deserves much more than a passing
reference, leaving greater room for individual self-determination and freedom of choice in
health care, and releasing health care from the unlimited discretion of political rule does
not necessarily imply running the risk of expenditure increases or unleashing the most
irresponsible health consumerism (at taxpayers’ expense in a system almost entirely public,
or, according to the approach hereby proposed, at their own expense). In some cases, indeed
there may even be opposite effects.

This is particularly clear when, as unfortunately happens in Italy, sophisticated and very
expensive medical treatments can be, and in fact are, imposed against the will of people
unable to properly and validly express their consent at the very time when such treatments
are carried out on their bodies but who had expressly refused their consent to such treatments
in a living will drawn up when they were in full possession of their mental faculties. In a
pluralistic society aggressive and futile care cannot be determined by political or supposedly
“technical” standardized decisions that can be imposed on all by politicians. That would be
nothing but an abuse and an act of violence on the part of politicians against the dignity and
freedom of individuals. Political parties and parliamentary majorities will never realistically
enforce such abuse on grounds of the ethical and philosophical assessments usually put
forward, noble, albeit controversial, though they may be. Instead, as indeed has happened in
Italy in recent years, it will be enforced only on the grounds of political, patronage related
and electoral convenience, with a view to creating parliamentary and social alliances, gaining
the support of pressure groups and organised active minorities, and so on. Only in very
rare cases, through the work and authoritarian beliefs of a few minor politicians revealed
to the more naive and traditionalist electorate as a decoy, will it have anything to do with
their subjective good faith. Even in that event, however, it will be a case of political hybris,
ideological arrogance, overbearing expressions of religious pride imposed as a compulsory
lifestyle even on those opposed to them in their lifetime — or rather, imposed on others’
bodies against the express will of those individuals, by people long aware of no longer being
able to convince their consciences.
In a pluralistic society it should be acknowledged that politics should have only the
power to produce, with great care, a default solution, to be enforced in the absence of express
individual decisions. Only the individual, however, can decide below which level of quality of
life his/her continuing to live is not only no longer beneficial, but for him/her becomes a mere
burden. A burden that usually not only entails unacceptable physical or psychological suffering
and forced submission to a violent loss of individual dignity on the part of the individual
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personally concerned. It also means a huge economic waste of valuable health care resources,
at the expense of the availability and timeliness of other treatments for the benefit of others.
Rarely in these discussions, in fact, is this side of the issue even considered. Very often the
intensive treatments needed to keep alive individuals whose will concerning the end of their life
is ignored, are also extremely costly. In such cases, respecting individual self-determination
would not only avoid offending the personal dignity of those concerned, but could also turn
into a very tangible benefit for the health of others: a virtuous social, and even indirectly
or unintentionally “altruistic” consequence of the respect for individual self-determination.
In any event, and whatever one’s opinion on social issues (i.e. those referred to in Italy
as “controversial ethical issues”), the question of freedom of choice in health care goes well
beyond the choice of doctors and hospitals. The flag in the struggle for “freedom of choice”
in health care was initially raised in other countries on that very ground. In Italy, however,
this problem is less acute than in countries where national health care services unlike in
our case, allow users (or until recently allowed them) little or no personal choice in the
matter, not even regarding their preferred medical doctors. The problem of freedom of choice
concerns individual self-determination in a much broader sense, involving the pluralism of
values inherent to contemporary Western societies.
It is perhaps no coincidence that some of the most ardent and knowledgeable Italian
advocates of an entirely public and politically managed health care system, based their
reflections on health care policies, and well beyond the complex technicalities of their
specific subject, came to a passionate defence of communitarianism, understood as an
overall principle of social organisation opposed to what they call “individualism”. Elsewhere
I have tried to contribute to the elucidation of the different linguistic uses of this term in
different national historical contexts and consequent misunderstandings. Here it is worth
simply recalling the sinister meaning, resounding for a century in sociological reflections,
of the idea of compulsory belonging to a “community” (Gemeinschaft), as opposed to the
voluntary membership of a social organisation (Gesellschaft) based upon agreed and shared
rules. It is also worthwhile objecting that, in plural societies like ours, expecting that a forced
and all-absorbing communitarian cohesion might be artificially recreated can only produce
social disintegration and, eventually, a segmentation of society into micro communities
along ethnic, regional, cultural, generational or religious lines. Sometimes, it is only these,
regrettably, that can, by fair means or foul, impose on themselves the social uniformity that
it is no longer possible to enforce on society as a whole. The result is a number of opposing
micro communities, in a struggle for hegemony or at least for a division of public resources,
precariously co-existing until they feel able to overpower each other.

Perhaps the defence of communitarianism put forward by health care economics specialists
might not fully take account of all the possible and sinister implications of such an approach.
Or it might be an expedient not to have to acknowledge that it is actually the political class
that again has the last word in every publicly ruled health care system, they being the ones,
in the end, entitled to express the binding will of the “community”. In the current cultural
climate, in Italy as well as elsewhere, “community”, to many, could perhaps seem a less
compromised and more acceptable word than “political class” or “parties”, or sound — what
it is not — gentler, more inoffensive and amiable. But claiming that it should be the task of
“the community to define what health is” 16 — “health”, note, not just “health care” — is a

16

Paolo Vineis, Nerina Dirindin, In Buona salute. Dieci argomenti per difendere la sanità pubblica, Torino, Einaudi, 2004, p.76.
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very demanding application indeed of a quite radical brand of communitarianism that may
sound threatening to critical and free spirits.

Increasingly, across Europe, communitarianism is the political theory opposed not only
to the brand of individualism interpreted as a barely diluted form of social selfishness (rather
than, as would be historically more correct, as the attempt to defend the individual and his/
her critical autonomy from uniformity and standardisation). but it is also opposed to the
liberal and democratic idea that the foundations of a free society should be the respect for
individual liberty, for the rule of law and the voluntary consent of citizens to the constitutional
covenant, rather than a forced homogeneity of values imposed on society by binding political
orders. Consent to the constitutional covenant is itself the expression of a choice of values,
significant if minimal, that according to democratic liberalism should be generally shared.
However communitarians demand much more. Homogeneity is often required as a product
of universal faithfulness, that, it is claimed, must be natural and spontaneous, to the “roots”
and ancestral values held to be the only possible foundation of genuine and cohesive social
bonds. Such roots are nowadays, and in some cases have for centuries been alien to the
personal cultural and family heritage of many members of our societies. To opponents who
resist social compulsory homogeneity, who do not find it spontaneous and natural at all to
adapt, it seems communitarians demand that they bow to the lifestyles and values imposed
on society by political majorities. Perhaps it is not entirely a coincidence that the country that
found what is in our view such a virtuous balance between the demands for equity and social
solidarity and individual self-determination in its health care system is also one of the few to
have also regulated for active voluntary euthanasia.
To return in conclusion to the more limited scope of the reform of health care policies,
the crucial point of this reflection is that it is not a matter of making private management of
health care the object of the same uncritical trust that has mostly disappeared, and for wellfounded reasons, in political management. It is a matter of taking the distinctive character
of health care economics seriously. It is worthwhile, therefore evaluating the possibility of
extending to other countries a system, already successfully tested to some extent, and no less
universalistic than those currently enforced elsewhere in Europe. This is a system in which
both buyers and providers of health care services are encouraged to pursue an independent
economic self-interest to contain health care costs, while at the same time being forced to
compete in quality and effectiveness of treatments and customer satisfaction. It is a system
in which the political establishment and the civil service continue to act as regulators and
controllers, but no longer directly manage health care (let alone act as citizens’ spiritual
directors). They are therefore, as far as possible, prevented from the possibility of making
illegal economic or electoral profits out of insoluble conflicts of interest — so that the only
hope for improving the ethical quality and fairness of their behaviour is not placed in their
miraculous collective repentance and conversion. It is a system in which the increase in health
care costs, to some extent inevitable in the coming decades as a result of demographic change
and technological advances, cannot put an additional burden on public finance causing further
imbalances, bound eventually to lead to a redistribution of wealth to the benefit of recipients
of financial income on government securities, thus largely frustrating, if not reversing, the
actual equitable or redistributive intent of all welfare policies.

From the liberal point of view of the author of these lines, the Dutch reform has also the
not unimportant merit of once again recalling that the free market is not purely a synonym for
laissez faire, and that unlimited laissez faire is no synonym for liberalism.
We should be realistic enough not to be under any illusions. In Italy we would have to
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be on the brink of a final and irreparable financial collapse of the entire system before we
could persuade politicians and vested interests pressure groups to give up. Nonetheless the
task of this article is to put up for discussion, perhaps even for a future debate, solutions that
politicians — and above all politicians, on average of the lowest level in Europe such as the
Italians, mostly demagogues and outlaws or inept followers of opinion polls, rather than
responsible leaders — do not have the strength or the will to address until inescapably obliged
by the coercive force of events17. In this case these will be the decreasing sustainability of the
current health care system’s costs over time and the political impossibility of continuing to
conceal beyond a certain limit the inevitable reduction of the effective availability of health
care services.

The Dutch reform was first presented to the attention of the Italian public in November 2008, at the international conference
“Per una politica sanitaria europea / Health Care Policy and Fundamental Rights in Europe”, organised in Rome by the European
Liberal Forum with the support of the Critica liberale foundation. The proceedings have been edited in English by Beatrice Rangoni
Machiavelli and Francesco Velo, Brussels, European Liberal Forum, 2009. See also Giampaolo Galli, Ci può essere un futuro per un
sistema sanitario universale e responsabile, in Le riforme che mancano, cit., p. 245.
17
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Sustainability and Adequacy of Pensions in EU countries:
Synthesis from a Cross-national Perspective
By Asghar Zaidi*

1. Introduction
The challenges to financial sustainability that EU countries face are well documented, and
the focus is justifiably on policy reforms that are addressing them. But, the impact of reforms
now on the design of pension systems and incomes of future retirees is less clearly delineated,
and this paper addresses this issue. Likewise, the need for sustained policy remedies to the
current economic and fiscal crises is widely recognised. At the same time, the effects of
actions taken now on the nature of future fiscal and social challenges arising are masked.
The analyses presented in this paper emphasize for policy-makers the need to be aware of the
impacts of decisions on sustainability issues and fiscal consolidation upon pension systems’
structures and pension income adequacy for future pensioners. The paper is based upon the
author’s presentation to the Belgian EU Presidency conference, “Assuring Adequate Pensions
and Social Benefits for All European Citizens”, held at Liège, 6-8 September 2010.
The rest of this paper is laid out in five sections. Section 2 sets the context by highlighting
sustainability challenges arising from population ageing, the financial and economic crisis and
fiscal crisis. Section 3 summarises the patterns of pension reforms enacted in EU countries,
and analyses its aggregate fiscal impact. The indicator of interest here is the benefit ratio
(as calculated by the Working Group on Ageing of the EU’s Economic Policy Committee).
Section 4  analyses how pension reforms have reshaped the structure of pension systems
in selected EU countries. These impact-of-pension-reforms results are derived from the
simulations of pension income entitlements for future retirees, undertaken by OECD in 2009.
The next section (Section 5) presents micro results on changes in the entitlement of public
pension income during the period 2006-2046. The indicator in use is the net replacement rate,
as provided by the Indicators Sub-Group of the Social Protection Committee of the European
Commission. As for OECD calculations, it is calculated for stylised workers, and approximating
impact of pension reforms on the income entitlement of future retirees. Section 6 concludes
by providing a brief discussion on policy challenges that EU countries face as they go
forward. The focus will be on the pension policy as well as on fiscal and labour market policy.

This paper follows on from an earlier paper (Zaidi 2010), which stratified EU countries
according to the poverty risks of its older populations (aged 65 or more) in 2008. The highest
poverty risk rates were observed in Latvia (51%), Cyprus (49%), Estonia (39%) and Bulgaria
(34%), and the lowest in Hungary (4%), Luxembourg (5%) and the Czech Republic (7%).
Director Research, European Centre for Social Welfare Policy and Research, Vienna - www.euro.centre.org/zaidi.
The author is grateful to the Belgian Federal Public Service Social Security, particularly Koen Vleminckx, for the support in carrying
out this work. Many thanks to Katrin Gasior, who prepared the graphs included in the paper, and to Sean Terry for providing
invaluable support and advice in editing the paper. Views expressed here are the author’s own and not necessarily shared by the
Belgian Government and by the European Commission or its associated committees.
*
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These results report on the current adequacy of retirement incomes, and the outcomes reflect
both the influence of past pension policies and also the labour market and demographic
experiences in working life of the specific cohort of current retirees. A question of parallel
interest is how current generations of workers will fare in their incomes and poverty risks
as and when they retire. The major part of this paper focuses on this question, using the
best knowledge currently available, in the form of projections and simulations on income
entitlements of future retirees in EU countries. An essential context for these analyses of
expected future pension incomes is the awareness of the public finance challenges that EU
countries are facing, both now and in the future. And it is to this that we first turn.

2. Setting the Context: The Sustainability Concerns
An essential starting point is to assess the varying extent of population ageing faced by
EU countries. Figure 1 presents the old-age demographic dependency ratio (number of 65+ /
number of 15-64), for the period 2008-2060. These results, extracted from the 2009 Ageing
Report (European Commission 2009a), show that the old-age dependency ratio in EU states
is expected to rise from 25.4% to 53.5% over the period 2008-2060. On average, the EU
countries would move from having four working-age people for every person aged 65+ to a
ratio of two to one. The EU of today already had the highest old-age dependency ratio in the
world in 1950, and during the period 2000 to 2050 the largest increases are projected to take
place in Japan (by close to 50%-points), China and the EU27 (by almost 30%-points).1

Note the list of countries on the left-hand side of the graph: the combination of rising
longevity and low fertility and a resultant aggravation of the old age dependency ratio will
leave Central and Eastern European (CEE) countries facing a particularly difficult demographic
situation within EU countries. This will greatly impact on CEE countries’ ability to address
the challenges of pension income adequacy and sustainability in the near future.
Figure 1: Population Ageing in EU countries, 2008-2060, as given by the old-age
dependency ratio (Number of 65+/Number of 15-64)

Source: European Commission (2009a), data originally from Eurostat, EUROPOP2008.
These conclusions are drawn from the estimates based on the UN World Population: The 2008 Revision, as referred to in European
Commission (2009a), p 48.
*
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By 2010, most EU countries have regained a positive growth. However, this recovery in
growth has been accompanied by experiences of joblessness and a further deterioration of
public finances. Figure 2 gives an account of unemployment rates across EU countries, during
2006, 2009 and 2010. Once again, it can be noted that five out of the seven countries with
the highest unemployment rate belong to the CEE countries. Thus, it is likely that workers
in CEE countries are more likely to have a disruptive working career, which will perversely
affect their accumulation of pension rights. Also, the future challenges in sustaining economic
growth and competiveness in CEE countries can be expected to be disproportionate in
comparison to other Western European EU countries, largely because of their young market
economy status.
Figure 2: Unemployment rate in %, 2006, 2009 and 2010

Source: European Economic Forecast - Spring 2010 (provisional version).

During 2009, undoubtedly, the key challenge across the World has been to counteract
the recession. Consequently unprecedented fiscal and monetary policy measures were put in
place, so as to stimulate economies and stabilize financial markets. Heavy public spending
either in the form of large fiscal stimulus packages or in automatic stabilizers put enormous
additional strain on public finances during 2009, and almost all European governments faced
a significant deterioration in their public finances. Government deficits among EU states
rose substantially, from an average of -1.4% of GDP in 2006 to -6.8% in 2009 (see Figure
3 below), leading to an accumulation of large government debts. These results raise further
concerns regarding the sustainability of public finances in many EU states, which remains a
live and ongoing issue in many EU countries.
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Figure 3: Government deficit (-) / surplus (+) in EU countries,
in terms of percentage of GDP, 2006 and 2009

Source: Eurostat 2010.

As discussed in detail in Zaidi and Rejniak (2010), the CEE countries faced additional
sustainability challenges, attributed largely to their young market economy status.
Having made the transition to the market economy during the 1990s, these countries
have not had the benefit of prolonged periods of economic growth and also have gone
through the political transition towards democratic institutions relatively recently.
The ultimate question therefore is how ageing populations and crisis will affect EU countries’
financial sustainability in the future. The gains in human longevity have indeed been a positive
trend, particularly in CEE countries where life expectancy is lower than that in other EU
countries. But, rising longevity combined with falling fertility has led to shrinking working
age populations in many EU countries. An additional challenge for the CEE countries is
emigration of a large number of workers to other EU countries. This paper, drawing from
Zaidi (2010a), provides an analysis of the indicator of financial sustainability gap (namely:
S2), devised by the European Commission’s Working Group on Ageing, with a focus on how
population ageing contributes to the fiscal sustainability gap.
The S2 indicator approximates the gap (as % of GDP) that must be closed permanently in
order to ensure that governments will be able to finance all future public budget obligations.
The indicator provides a compact measure to approximate the size of risks to public finance
sustainability when a long-term perspective is taken. The S2 indicator can be decomposed
into two components so as to also point to the sources of the risks and appropriate policy
response required.

• Firstly, there is the gap arising due to the starting fiscal position, referred to as the Initial
Budgetary Position (IBP). The IBP will exert a negative pressure in many countries
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because of the deficit during 2009, largely due to the economic downturn experienced
during 2008-2009.
• Secondly, there are the additional costs related to population ageing and expenditures on
pensions, healthcare and long-term care. This component is referred to as the Long Term
Changes (LTC). Note that the LTC results still rely on the employment and GDP growth
assumptions of the pre-crisis period.
It needs to be emphasised here that the picture that emerges errs on the ‘optimistic’
side. This is because the bulk of the raw data used in the calculation of the S2  indicator
was collected prior to the onset of the current economic crisis. It can be speculated that
the revised projections would be, when adjusted in line with the current economic realities
(in terms of government deficit and debt and (un)employment projections), providing us a
perverse picture. It can also be argued that the crisis in the sustainability of public finance
itself highlights the need to further refine the quality and the independence of the evidence
base from which decisions are made: the more high-quality evidence is admitted to this
debate as the accepted starting point for discussion on what to do next, the easier it becomes
to formulate policy responses and persuade the public of the need for, and the consequences
of change.
Figure 4: Sustainability gap (S2 indicator) across EU countries and the contribution
of the Initial Budgetary Position (IBP), and the Long Term Changes (LTC), 2009

Source: Sustainability Report 2009, p. 35.
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Results presented in Figure 4 show that, at the EU27 level, the total S2 gap is 6.5% of
GDP. On average, the contribution of two components of S2 is almost the same: 3.2% for the
IBP and 3.3% for the LTC. Wide variations across EU countries can also be observed, and
they are divided into categories of high, medium and low risk. As many as 13 EU countries
are being considered high risk countries. Among them, Ireland, Greece, the UK, Slovenia and
Spain have a sustainability gap in excess of 10% of GDP. Latvia, Romania and Cyprus also
do not fare well, at just below 10%.

Countries also differ remarkably in terms of sources of risks, i.e. contribution of the IBP
and the LTC. Within the high risk countries, the contribution of the LTC is particularly high
in Greece, Slovenia, Cyprus, Malta and the Netherlands and the contribution of the IBP is
large in the UK, Latvia and Slovakia. Within the group of medium and low risk countries,
Luxembourg and Finland and also Belgium and Germany stand out for a larger contribution
of the LTC. As for the IBP contribution, Poland is most notable, but so too are France and
Portugal.
The question is how have policy-makers been responding to these sustainability challenges?
In many EU countries, the policy responses within the remit of labour market policies have
been to enhance the employment rate of the working age population, especially for those
who had been typically low employment groups (e.g. mothers with young children, older
workers, and disabled persons with reduced work capabilities). Pension policy has sought
to complement labour market policy moves, with greater incentives towards longer working
careers, improvements in the coverage of public pension schemes for working age populations,
the provision of suitable low-cost mechanisms to encourage private personal savings and,
where possible, a scaling down of pension benefit provisions to improve affordability of
public pension schemes. These reforms have contributed towards improvements in financial
sustainability as well as ensuring a greater fairness between and within generations and men
and women. Some pension reforms have also addressed pension income adequacy, especially
those that improved the coverage and the indexation of minimum pensions. Nonetheless, it
can be said that until recently the issue of adequacy has not been a priority in these reforms,
and this paper provides a glimpse into how the current generations of workers are expected to
fare with respect to their incomes when they retire On the basis of the information available,
three possible ways can be adopted to examine the evolution of pension incomes of future
retirees in EU countries:
1. To examine changes in the benefit ratio that measures the evolution of pension expenditures
per pensioner in relation to the wage per worker. The period under consideration for these
analyses is between 2007 and 2060, and these results can be seen to be an approximation
of the aggregate impact of the pension reforms across EU countries.
2. To discuss what impact pension reforms are likely to have on pension income replacement
for low, average and above average wage workers. These analyses, for those workers who
enter into employment during 2006  and retire in 2046, show the cumulative effect of
reforms that happened since the early 1990s, for stylised cases of workers who spent their
full career working. These results can be seen to be an approximation of the impact of
pension reforms on the structure of pension systems.
3. To analyse the changes expected in the average first pension as a proportion of the
average wage; for the same period as used for the analysis of the benefit ratio, but
using the case of stylised male workers on average wage through their working careers.
These three analysis streams provide insights into how pension incomes for future retirees
are going to be affected, and the next three sections of this paper address them one by one.
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3. Pension Reforms and their Aggregate Impact: Evolution of the
Benefit Ratio
The changes in the benefit ratio measure the likely development of the relative value of
the average pension (total public pension spending divided by number of pensioners) relative
to the likely evolution of the average wage (approximated by the GDP per hours worked). All
other things constant, a decline in the benefit ratio over time points to a fall in the generosity
of public pensions, relative to wages. The projected reduction in the benefit ratio can also
be seen to be a sign of improving public finances. However, it can also lead to an increase
in the poverty rate of older people in the future, and this will require greater expense in the
form of social assistance from the government. Moreover, the fall in the benefit ratio may
occur because the pension system has moved partly towards private schemes, and thus public
revenues and expenditures from public pension schemes will be lower in the future. Such
observations should be kept in mind when interpreting the results for the changes in the
benefit ratio presented below.
The results presented here are derived from the recently completed assessment of ageing
related public expenditures by the European Commission. Figure 5 shows that the projected
benefit ratio will be declining in the majority of EU countries, over the period 2007-2060
(Economic Policy Committee, 2009a, pp. 111).
Figure 5: Changes in the Benefit ratio % (average public pensions/average
economy-wide wage) across EU27, for the period 2007-2046

Source: The 2009 Ageing Report, pp. 11 - Nale EU27 - unweighted average.
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There are important variations across EU states. The main findings with respect to the
development of the benefit ratio can be summarised as follows:
•

•

•

•

The decline in the benefit ratio is quite strong for Poland (-54%), Sweden (-39%), Austria
(-30%), Slovakia (-27%) and France (-25%). With the exception of Slovakia, the decline
in public pension generosity will not be offset by other mandatory private pension schemes
because the fall in the benefit ratio will still be more than 20%. Thus, in the absence of
any counteracting policy changes to improve adequacy, future retirees in Poland, Sweden,
Austria and France run the risk of being more often poor than is the case now.
The magnitude of the decline in the benefit ratio is quite strong for Estonia and Latvia, and
these countries were identified with a high at-risk-of-poverty rate for the elderly during
2008. In both countries, the expected decline will be partially offset by the new private
pensions, although a decline of about 18% is still expected in Estonia. Thus, Estonia is
expected to be facing a high risk of continuing to be a high poverty risk country for its
older population in the future.
Portugal could be identified as the country where the poverty risk for the elderly population
is expected to be higher in the future, because of its falling benefit ratio. In Italy, on the
other hand, the benefit ratio remains among the highest in 2060, despite the fall observed
during the period 2007-2060.
Greece is in a league of its own, as it remains the country with by far the highest benefit
ratio, despite a fall during the period in question. However, these results do not show the
possible impact of the most recent reforms in the public pension system in Greece, which
involve cuts in pension payments and raising of the retirement age for both men and
women. Spain and Cyprus are also countries that will continue to have a high benefit ratio
in the future.

4. Impact of Reforms: Reshaping of Future Pension Systems
This section provides results showing how the structure of pension systems has changed
as a result of pension reforms during the last 10-15 years. The results shown in Figure 6 are
reported in terms of net replacement rates: that is, the value of the pension in retirement, after
taxes, compared with the level of earnings when working, after taxes and contributions.

For each country, the first bar shows the position of low earners: workers earning 50%
of the economy-wide average each year of their entire working life. The middle bar shows
the net replacement rates for average earners and the third bar for above average earners
(workers earning 150% of the average). By comparing the impact of reforms across these
three earnings groups, we can provide an indication of changes in redistributive aspects of
pension systems, arising from the reforms that have taken place during the past 10-15 years.
These impact-of-pension-reforms results are derived from the simulations of pension income
entitlements for future retirees, undertaken by OECD in 2009.
	Depending on the effect of the pension reforms on the retirement income of workers
at different earnings levels, countries can be divided into three groups: countries with
reforms that protected low earners, countries with reforms that strengthened the link between
contributions and pension benefits, and countries with reforms that resulted in across-theboard scaling down of pension benefits.
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Figure 6: Changes in the Benefit ratio % (average public pensions/average
economy-wide wage) across EU27, for the period 2007-2046

Source: OECD (2009), pag. 80.

Results for the UK and Belgium are presented first and they stand for the group of countries
where pension reforms have protected low earners. In these two countries, pension reforms
are likely to leave the pension entitlements of average and above-average earners unchanged,
but they will increase the benefits for low earners (by nearly 23% for the United Kingdom,
and 6% for Belgium). Similar results are observed for the Czech Republic, although the
differences across workers with different earnings are less noteworthy. In France and Finland,
the reforms will result in a decrease in pension entitlements across the board, but the decrease
in the benefits for low earners is less than that for workers with average and above-average
levels of earnings. Germany offers the unique prospect of observing a rise in the pension
entitlements for low earners to be accompanied by a decline for workers who have average
and above-average earnings.
Poland and Slovakia represent the second group of countries. Results for these countries
show that pension reforms are likely to strengthen the link between pensions in retirement
and earnings when working. Such reforms are justified on the grounds that the reformed
system will be fairer than a redistributive system and that it would reduce work disincentive
distortions in the labour market. However, these reforms have also raised concerns regarding
the adequacy of pension benefits for future retirees. In Poland, there is a strong decline in the
pension entitlement of those who are low earners: -22%. In contrast, the pension entitlement
is expected to fall only slightly for average earners and there will be a rise for high earners
(+8%). The reform impact in Slovakia is along the same lines as observed for Poland, but the
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decline in the pension entitlements for low earners is smaller (-13%) and the rise observed
for high earners is considerably higher (+22.7%).

The third group of countries falls into the category in which reforms will result in a
similar impact on benefits for low, average and above-average earners. These two countries
are likely to experience across-the-board cuts in pension benefits. Portugal is set to observe
the highest decline in net replacement rates, followed by Italy. Despite these across-theboard cuts, these countries will continue to offer an impressively high net replacement rate
(around 70%).
All in all, no single trend exists across EU countries, but more information of this sort
is required for other EU countries, especially for the CEE countries. The pension income
adequacy concerns will be arising for Poland and Slovakia as well as for Portugal and Italy.
In contrast, the pension systems have become more redistributive than before in Belgium
and the UK (and also in Germany and Ireland), and these countries could be seen to be
addressing issues of elderly poverty. Poland and Slovakia (and also Germany) have been able
to enhance a linkage between contributions and pension payments. Other trends observed are
that Hungary had been moving in the other direction from neighbouring Poland and Slovakia
i.e. a higher replacement rate and they will continue to rise in the future (thus, raising further
concerns regarding the sustainability in Hungary).

5. Impact of Reforms: Changes in the Theoretical Replacement Rate
Another indicator pertinent to the analysis of the adequacy of pension incomes of future
retirees is the change in the ‘Theoretical replacement rate’ (TRR). The TRR indicator is
calculated by the Indicators Sub-Group of the Social Protection Committee of the European
Commission, and it is the change in the TRR that is adopted to highlight the impact of pension
reforms.

In the first instance, the TRR is calculated for a male worker entering into the labour market
around 2006, staying in employment for a full career (40 contribution years), earning average
wage, retiring at 65 and accumulating pension rights under the new pension scheme. The
pension entitlement for this hypothetical worker is divided by the projected average wage in
the immediate previous time period to calculate the theoretical replacement rate. This ratio is
then compared with the replacement rate for someone who would have accumulated pension
rights under the current pension policies. The change will then approximate how reformed
pension reforms will affect future pension entitlements. The calculations cover pension
entitlements from public pensions and mandatory private schemes as well as private schemes
that are expected to play a significant role in the pension incomes of future retirees.

Figure 7 displays the change in the TRR from the current situation to the prospective
situation in 2046. There are wide variations across EU states. The TRR (net) is projected to
decline in twelve countries, and the most notable fall is observed for the Czech Republic (21 p.p.), Portugal (-20 p.p.), and Poland (-19 p.p.). Closely behind them are Sweden (-13),
Spain and Latvia (-12) and Ireland and Finland (-11). This decline in the TRR is a reflection
of reforms that have taken place in these countries over the recent past and which have
lowered future benefits in most instances. An increase in the TRR is expected for eight
EU states, the most notable of them being Romania (+52 p.p.). Other significant increases
are observed for Bulgaria (+15) and Cyprus (+14) and for these countries the TRR was
relatively low in 2006.
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Figure 7: Changes in the theoretical replacement rate (net), for the period 2006-2046,
for a stylised full career male worker on average wages retiring at 65

Source: Updates of Current and Prospective Theoretical Pension Replacement Rates 2006-2046 (Annex - Country fiches) - Dec.
8th 2009.

6. Conclusions: Policy Challenges going Forward
Fiscal policy challenges.... first stating the obvious: budgetary consolidation is required in
many EU countries. Not so obvious is the question “when” and “how”? “when”: consensus
towards austerity as soon as possible while not putting economic recovery at risk.... “how”:
it’s not just about reducing deficit and debt, but also about adjusting budgetary structures and
not missing out on welfare goals. Important to realise: what risks are faced with regard to
reducing employment growth in the future (and thus increasing the burden for future pension
spending?). Important to have a good understanding of what compromises are being made on
the social front!
Labour market policies challenges....? Stating the obvious: Improved (re-integration of
groups with typically low employment (particularly women, older workers, disabled persons);
a longer and less disruptive working career promotes both sustainability and adequacy. Not
so obvious are the ways to encourage extending working life as an opportunity instead of a
constraint!

Not so obvious is to determine how to compensate mothers for childcare responsibilities
but without affecting incentives for them to return to work. How to improve financial education
and change behaviours towards greater work and savings towards retirement? What policies to
be aimed at improving employers’ attitude towards hiring and retaining older workers? What
improvement in the health and safety environment of work places are absolutely essential?
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Pension policy challenges...? Stating the obvious: avoiding early retirement pathways, and
raising pension eligibility age in accordance with development of life expectancy! And, do
not lose sight of adequacy considerations! Not so obvious is to know whether a move towards
private funded second pillar still remains the right course? Or, are parametric adjustments to
the PAYG system sufficient? What regulations are required, at the national and the European
level? What simpler, more direct, policies to address poverty in “old age•: is raising social
minimum pension levels to the poverty line level the way forward? What balance should
there be between incentives to work and save and at the same time provision of the social
safety net.
... In view of the evidence available, countries must make a fresh assessment of the social
objectives aimed at in their pension policy and re-examine how recent policy reforms
compromise the pension income adequacy of future retirees...!
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Evidence from 16 European Countries
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Abstract

The purpose of this paper is to analyse the differences and similarities between 16 
European Member States1 with regard to welfare systems, thereby defining possible groups of
homogeneous countries. The model analyses social protection expenditure, the employment
characteristics of the social sector and some variables concerning child and long term care.
The dissimilarity measures (cluster analysis and MDS) identify in both models a group
of Eastern European countries with similarities. The exception is Slovenia, which is part of a
group including Spain and Portugal. A further desegregation of the Eastern cluster provides
evidence that 4 sub-groups may be identified: Hungary and the Czech Republic; Latvia and
Lithuania; Slovakia and Estonia and finally Poland.

The paper also argues that the private sector, in particular the non-profit sector, is assuming
an increasingly key role in social services provision around Europe, facing the challenges
launched by demographic changes and the need for flexibility.

1. Introduction

The European Union and market globalisation process conflict with the national systems
of welfare. In the context of the EU Member States, the co-existence of different Welfare
States is evident and the process of integration between them is slow, notwithstanding
European guidelines promoting cohesion.
Almost twenty years ago, Esping Andersen’s analysis (1990) identified 4 different kinds
of welfare models:
• The Anglo-Saxon model, based on a constant and solid public-private contract relationship.
Here the state fixes the rules and the profit and non-profit sector operate in a market where
the consumers choose the services they need.
• The corporative model (i.e. the Netherlands) where the public and private sector collaborate
on the basis of the subsidiary principle: non-profit organizations provide social services
with the financial support of public authorities and the state signs agreements with the
private stakeholders.
University of Viterbo & CERES — Centre of Socio-Economic Research.Address: Ceres, via Po 102, 00198 Rome.
E-mail: pappada@hotmail.it
1 This analysis is limited to 16 Member States due to a lack of certain data for Bulgaria, Cyprus, Denmark, Germany, Greece,
Ireland, Malta, Romania, Sweden and the UK. Luxembourg has not been included because it risked being an outlier.
*
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•

The Southern Europe model based on a prominent presence of the family in the publicprivate framework.
• The Scandinavian model where the public sector has a prominent role, supported by the Third
Sector when its contribution may improve efficiency that the state is not able to provide.
Nowadays EU Member States are implementing different strategies to reform welfare
in the face of new challenges arising from demographic changes and the Lisbon strategies
promoting greater participation of women in the labour market.
This paper intends to cluster EU Member States, including the roles of the family and
the private sector in the provision of health and social services. This clustering also includes
countries that were not part of the EU during the Esping-Andersen analysis, with the focus
on emphasising similarities and dissimilarities in relation to the 1990’s model.
The paper first presents the current debate on the welfare system, with reference to welfare
strategies and the role of the Third Sector in the different contexts. Then, it focuses on a
quantitative analysis of a multidimensional European dataset using dissimilarity measures and
trying to cluster the countries in order to understand the different welfare systems. To do this,
the statistical techniques used are a cluster analysis and classical metric multidimensional
scaling (MDS). Finally, the paper reflects upon the links among empirical evidence, welfare
strategies and welfare systems identified by current literature.

2. Welfare Systems and Informal Social Networks in Europe: The Demand for Long-Term Care and Child Care
The biennial report on social services (EC, 2008) shows there are countries, especially
in Southern and Central Europe where the family fulfils the role of a social care provider
and meets the supply shortage of public and private services. In Southern Europe2, families
are still legally bound to take care of children and elderly people; in Central Europe, family
responsibilities are regulated implicitly; while in the UK and Scandinavian countries there
is more explicit individual entitlement to a minimum level of service. Central and Eastern
European countries have moved back to a care regime which relies heavily on the family3.
In accordance with Kolarič (2009: 2), in ex-socialist societies the welfare regime concept
represented a “methodological barrier”, because “...in addition to the state, which played a
dominant yet insufficient role in ensuring social security and social services to its citizens,
a significant role was also played by firms and the family, with the latter bearing a heavy
burden...”. In countries like Italy and Germany, the carer is usually a female family member
who does not participate in the labour market and who takes care of children when she is
young and of parents when she is older (Huber et al., 2007).
These results emerged from two different European research projects: ESOPE and YOUTH. The ESOPE project analysed
home care in Italy, France and the UK, focusing on local strategies and their impact on employment, in particular regarding
women and migrant women. Precarious Employment in Europe: A Comparative Study of Labour Market-Related Risks in
Flexible Economies financed by the European Commission, http://www.unavarra.es/organiza/esope-i.htm; Eurofamcare, etc.
This project shows that women are often involved in the care of their elderly parents and require the help of the informal
market of private unskilled careers because of the problems they have in balancing work, parents and their own families.
YOUTH project The main aims of this project commissioned by DG Employment were to get a comprehensive overview of current
practices of labour market integration of young people and to identify best practices to improve young people’s pathways to work
in the future. This project reveals that young women suffer a lack of child care services and face problems in balancing work and
family.
3 While families in Germany and Italy have a traditional role, in the Czech Republic and Poland situations depend on the transition
process.
2
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The lack of care for children under 3, except in Nordic countries and France, is related
to traditional views of childcare within the family. In contrast, for the age-group from 3 
to compulsory school age, there is a trend towards universal access to childcare following
an educational approach. However, as care regimes strive to adapt to demographic and
social changes, common trends are emerging. Solutions to financial constraints have been
sought in two directions: reduction of entitlements - targeting services more closely at
the population in greatest need - and reduction of care costs. As a consequence of the
search for cost effectiveness/reduction, we observe a convergence in the ways the care
market is organised: concerning long-term care, all countries are moving towards home
care, private provision, and cash transfers; whereas in countries where there is a traditional
lack of child care public facilities, other providers are increasingly making up for the lack
of the public facilities. Childcare facilities do not cover all the needs of parents in terms
of available hours and percentage of children cared for: in Germany and Italy there is an
urgent need to increase childcare provision in order to improve female participation in
the labour market; in France the system has been shaped to face the problems of single
parents and large families; in the Czech Republic the provision of childcare has fallen due
to a reduction of the birth rate and parental leave has increased, encouraging the family
to play an active role in childcare; finally, in Poland it is only in recent years that the
childcare sector has been developed (Huber, 2007). In many cases the family has to pay for
the facilities offered by the market. For example, in Bulgaria, the deterioration of public
finances requires extensive parental participation in childcare, both in terms of financing
and time (Pestoff, 2008). In Italy, there is a lack of public crèches for children under 3
and private ones have to be paid for by the family; in many cases they are not affordable
and women have difficulty balancing work and family with negative consequences for
their participation in the labour market. Moreover, countries like France, Sweden and also
Germany require active participation of parents in childcare (Pestoff, 2008). In this last
case, the family cooperates with professionals in the care facilities, creating supportive
partnerships where parents spend time in the association and can substitute professional
carers. Such associations are often supported by public funds.
In response to demographic changes, health care and long-term care now play a crucial
role in promoting active ageing. Good health is a critical precondition for activity in
old age. While, with life expectancy steadily progressing, long-term care is claiming an
increasing share of resources, in terms of both time and financial expenditure (Cagiano
de Azevedo, 2004). Developing innovative ways of providing adequate health and longterm care is crucial to ensure equal and universal access (see the suggestions provided
by the Expert Group on Social Determinants of Health Inequalities). Demand for care,
however, is increasing rapidly (Oecd, 2005), and all countries are experiencing problems
in recruiting enough workers to meet the demand. In some countries, the shortage of care
workers has been met by a large inflow of immigrant, mostly female, workers. It has been
argued (Simonazzi, 2008) that the way in which care is provided and financed may entail
considerable differences in the creation of a formal care market. Provision in kind and
‘tied’ monetary transfers - that is, cash benefits regulated in various ways — are most
effective in creating a formal market. Conversely, unconditional cash allowances have
slowed down the creation of a formal care market, encouraging, instead, supply from the
informal market via either family carers or carers hired by the family in the market.
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3. The Welfare System and the Social Model
In accordance with the current literature4 and the informal framework of care providers
presented above, the welfare system concept results in an extension of the established Welfare
State. As discussed in depth during the conference on “The Role of Third Sector Organisations
in Changing Welfare Systems” at the University of Ljubljana on 5-6 February 2009, the
welfare system embraces private and public bodies providing “welfare policies”, including
the Third Sector. Since the purpose of the welfare system is to improve citizens’ social well
being, welfare policies often create positive externalities in society. To reduce market failures,
the presence of the state has always been a necessity. However, this system provides many
opportunities for private providers to emerge, both because the public sector and families may
require their support. This coexistence of public and private sectors has been well developed
for decades in some western countries but the ex-socialist states are younger in this kind
of approach because of their long lasting state experience. As explained in Kolarič (2009),
the ex-socialist states have gone through this process in three different steps: privatisation,
market deregulation and the reduction of the state role in financing and providing social
security services. These steps were implemented with different levels of efficiency and have
led towards several degrees of integration. For instance, the Czech Republic and Poland have
shown a good level of welfare system development (Czech Minister of Labour and Social
Affairs, 2009 and 2002; Fundacja Inicjatyw Spoteczno-Economicznych, 2008), converging
faster towards the western models than other ex-socialist countries.
As explained in Huber et al. (2007), there are various forms of organisations and providers
of social services, such as: public providers with legally defined tasks; co-operatives
with specific public procurements (public-private partnerships); organizations (including
cooperatives, mutual societies, associations and foundations) operating on a quasi-market
basis; and voluntary provision of services.

The social protection schemes include: cash benefits/monetary transfers, tax benefits,
benefits in kind, personal social services, time-rights (i.e. maternity and parental leave or
leave for relatives caring for family members with a disability). In most European countries,
especially in Continental Europe, there is a trend for using personal social services more than
monetary transfers (Huber, 2007). The funding of these schemes may come from different
sources, among which are: direct state financing; specific financial dedicated funds; grants
to co-finance provider organisations; tariff averaging/generalised equalisation of charges;
solidarity-based financing, market prices or contributions made by market participants; and
cost-sharing by users (ibid).
In this system, private organizations that work in partnership with public ones, or that can
provide services in exchange for vouchers, may, in general, respect the public regulation of
private non-profit and for-profit organisations/enterprises.

These organizations are considered part of the “social economy sector” and may be
labelled social enterprises. As clarified in Bode, Evers and Schulz (2004: 3), social enterprises
are “social” because of their usefulness to the community at large and are enterprises because
they act in an entrepreneurial style. Their social scope, concerning “welfare production” is
part of their intrinsic mission.
The conference, held on 5-6 May 2006 in Stresa, (with the participation of many experts coming from the EU, the USA and from
Russia, invited by the organizer Centro Nazionale di Prevenzione e Difesa Sociale, 2007) provided evidence that, notwithstanding
the presence of several differences among national welfare systems, there is a generalized trend in increasing influence of the private
sector in welfare policies.
4
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The social sector includes markets, state organizations and non-profit organizations.
These three different kinds of organizations, may employ both volunteers and employees
and operate in market environments, using management techniques in order to be efficient.
Therefore, social enterprises result in “hybrid” organizations, guided by a mix of market
competition, solidarity and public interest, where the increasing need for social services is
accompanied by new forms of governance and a diffusion of a quasi markets mixed welfare
economy (Huber et al., 2007).

Pestoff (2008) supports Galbraith’s argument that, since the 1980s, it has been the ‘age
of organisations’, characterized by a transformation from top-down democracies to selfgoverning associations.

The European Commission launched the “social market economy” as a model which fits well
with European Union challenges, in so far as it harmonizes market freedom, policy makers’
interventions and citizens’ well-being, allowing the EU “to become the most competitive and
dynamic knowledge-based economy in the world, capable of sustainable economic growth
with more and better jobs and greater social cohesion”5.
In accordance with the report on the social enterprises sector however, only a few
European countries have a clear definition of social enterprise (i.e. the UK, Belgium, Finland,
Latvia and Lithuania); most of them use common definitions taken from other countries or
studies. In general, the term ‘social enterprise’ includes these objectives: social goals, a target
population in need, the collaboration of volunteers (to contain costs), a strong non-profit
orientation, the possibility of receiving public funds and the existence of various legal forms.
“...In many former socialist countries, the concept of social enterprises bearing economic risk
is rather new, as welfare has for a long time been regarded as subject to state provision...”6
(KMU Forschung Austria, 2007: 12). Although the concept of cooperatives has had a long
history throughout Europe, during the socialism period private cooperatives lost their power
and only regained it after 1989. At the Conference on the Third Sector, Črnak-Meglič and
Rakar (2009) presented the history of civil society in Slovenia, illustrating that before the
Second World War it had a primary role due to the undeveloped Welfare State, whereas
in the state socialism period, the public sector performed all Welfare State activities. The
decentralization process only began with the Act of Associations of 1974 and was reinforced
in the middle of the 1990s with the abolition of State monopoly in the production of social
and other services. In Romania, civil society is still little developed because of an absence of
traditions, a negative perspective of the totalitarian regime and a lack of financial resources
and qualified personnel (Păsătoiu and Petcu, 2009). Reisinger (2009) explains that, in the
1980s, the Hungarian State understood that it could not accomplish the social challenges
alone and favoured a renaissance of non-profit organizations providing social services and
Nárai (2009) confirms that the Third Sector started to spread in Hungary from the end of the
1980s, resulting nowadays in seven times the number of associations existing at that time.
Even in Scandinavian countries where the public welfare system has always been effective,
the Third Sector has assumed a relevant role, contributing to reducing the gap between the
Welfare State and a more personalised individual demand for social services. The Third Sector
copes with the limits of the Welfare State by satisfying personalised needs; it is flexible and
innovative and is mostly based on active membership and voluntary participation. The most

5
6

Strategic goal for 2010 set for Europe at the Lisbon European Council - March 2000.
Practices and policies in the social enterprise sector.
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developed Third Sector is in the UK, where the coexistence of public and private sectors has
had a long history. The UK has been a model for other countries, such as Lithuania in 2004,
where the formalization of social enterprises is quite recent (KMU Forschung Austria, 2007).
Social enterprises are mainly devoted to: 1) (re)integrating disadvantaged people into the
labour market and 2) providing social services to families, in particular providing assistance
for poor persons, immigrants, children, the handicapped and/or elderly people. In Southern
and Eastern European countries, the second aim is much more developed whereas in the rest
of Europe, policy makers give more importance to the first goal (ibid).
Social enterprises present a very different umbrella of organizational structures around
Europe. In many cases, volunteers and part time work are highly diffused, whereas in Finland
and Sweden only paid work seems to exist. The presence of volunteers who work in the field
allows the reduction of costs. Social enterprises also receive public money: in many cases for
social services outsourcing; in other cases they receive grants to accomplish their purposes.

Since 2000, the EC has tried to formalise the European social enterprises network, creating
the autonomous European Standing Conference (Conférence Européenne Permanente - CEP)
of Co-operatives, Mutual Societies, Associations and Foundations (CEP-CMAF, in 2008 the
name changed to Social Economy Europe) and involving two representatives of the sector in
the Enterprise Policy Group.
The EC DG Enterprise argues that “...there are more than 11 million jobs in the social
economy across Europe, but membership of social economy enterprises is much wider, with
estimates ranging as high as 160 million. Millions of members therefore depend on such
enterprises in areas such as healthcare.

Social economy enterprises are characterised by the strong personal involvement of
their members in the management of the company and the absence of profit-seeking in
order to remunerate shareholders’ capital. Due to their specific way of doing business which
associates economic performance, democratic operation and solidarity amongst members,
they also contribute to the implementation of important community objectives, particularly
in the fields of employment, social cohesion, regional and rural development, environmental
protection, consumer protection, and social security policies.

Social economy enterprises represent 2  million enterprises (i.e. 10% of all European
businesses) and employ over 11 million paid employees (the equivalent of 6% of the working
population of the EU): out of these, 70% are employed in non-profit associations, 26% in
cooperatives and 3% in mutuals. Social economy enterprises are present in almost all sectors
of the economy, such as banking, insurance, agriculture, craft, various commercial services,
and health and social services”.

4. Two Statistical Models to Identify Similarities and Dissimilarities
Among 16 EU Member States
In this section, this paper provides an overview of different welfare systems in Europe,
on the basis that difference depends primarily on varying degrees of citizens’ participation
in social services provision (measured by the presence or non presence of formal and
informal services); the degree of financing devoted to this sector; and professionalization
of its workers. The variables selection has been drawn up using mainly Eurostat datasets
(Labour Force Survey, living conditions and welfare, ESSPROS) that provide information
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on welfare expenditure and employment in the social sector, on the workers in the health
and social sector (defined by the NACE classification7 as the sector that includes any kind
of enterprises, both public or private, profit or non-profit companies); on child care facilities
distinguished by the age of children and on the number of weekly hours offered. The aim is
to better understand the role of social enterprises as co-producers of facilities together with
local authorities and to suggest the need to reform the health and social sector structure to
improve efficiency and quality.
Figure 1

NACE classification for human health activities that can be found in ELFS (no distinction among the following sub-sectors is
possible in the dataset): 85.11 Hospital activities - 85.12 Medical practice activities - 85.13 Dental practice activities - 85.14 Other
human health activities - 85.2 Veterinary activities - 85.20 Veterinary activities - 85.3 Social work activities - 85.31 Social work
activities with accommodation- 85.32 Social work activities without accommodation.
7

83

The analysis was conducted using a cluster hierarchical statistical model8 and an MDS9
which allows an overview of the countries analysed including a multidimensional dataset, as
shown in Figure 2/Table 1 below.

The analysis included several variables obtained by macro and microdata, that can be
categorised in three main areas:
• Long-term care and child care (this area includes care services provided by the state, by
private providers and informal social networks provided by the family without any kind
of formal assistance outside the home);
• Social protection expenditure (the expenditure expressed in percentage of GDP and percapita invested in social protection);
• Health and social sector employment characteristics including: workers’ educational
level and professional status; the percentage of high-level professionals; the presence of
large enterprises with structured organizational charts; and the level of labour flexibility
measured by part time work or temporary labour contracts.
This clustering is done on the basis of the degree of similarity (or dissimilarity) between
the countries being clustered. The similarity between clusters is measured through the
distance between points in each cluster. Most similar points are included in the same cluster.
In hierarchical clustering, the data are partitioned in different stages, starting from a single
cluster containing all countries to 16 clusters each containing a single one. The hierarchical
clustering model has been graphically represented by a tree dendrogram, corresponding to a
hierarchy of classifications. The complete hierarchical tree or dendrogram, shows different
stages of hierarchical clustering. It represents a sequence of nested clusters. This sequence
represents multiple levels of partitioning.
	Dissimilarities analysis has also been carried out with a classic metric multidimensional
scaling, which is a statistical technique used here to represent the 16 countries in a space of
2 dimensions, starting from similarities and dissimilarities (distances) between each couple
of states. MDS has allowed the countries to be positioned in a two dimensional plot. The
coordinates of each country in the plot allow the identification of countries that are most
similar while the bi-plots in Annex 1 allow the identification of sub-areas of the variables
chosen for the model and the position of each country. This in-depth analysis provides an
understanding of what the dimensions represent and why each country assumes a specific
position in the two-dimensional plot.

5. Empirical Evidence
The basic process of hierarchical clustering has been to start by assigning each country to
its own cluster, and continue to agglomerate most similar countries in different steps until 5 
clusters of countries have been selected.

Cluster Analysis relates to grouping or segmenting a collection of objects (in this model the objects are the countries) into clusters,
such that those within each cluster are more closely related to each other than objects assigned to different clusters.
9 Classic MDS refers to a principal co-ordinates analysis and is composed of 3 main steps. It starts with a conversion of data into a
distance matrix with the aim of building up a map in Euclidean space that corresponds to the given distances. Then it decomposes
the matrix of scalar products to yield co-ordinates of points (finding eigenvalues and the associated eigenvectors) that allows the
objects to be illustrated in a plot. Finally an appropriate number of dimensions (generally 2), guaranteed to be an OLS fit to the data,
are chosen.
8
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The classic metric multidimensional scaling position of countries is represented in figure
2, which illustrates 2 dimensions, whose interpretation will be useful in identifying variables
that further discriminate the clustering.

Given a set of 16 EU countries to be clustered, both models provide evidence that there
are countries which are closer, composing three main clusters: Central Europe (Belgium,
France, Austria and the Netherlands); most new Member States (the Czech Republic,
Hungary, Latvia, Lithuania, Estonia, Slovakia and Poland); and Slovenia together with Spain
and Portugal. Italy and Finland are alone, positioned a little further from the other 3 clusters.
Looking at the dendrogram and the tables representing means and standard deviance, the
cluster analysis indicate these peculiarities:
1. Belgium, France, Austria and the Netherlands - The first cluster is characterised by a more
or less significant percentage of children under 3 cared for by parents at the same time as
a good share of children at any age cared for by formal and other facilities. This indicates
that for very young children, the family continues to play a key role notwithstanding a
good presence of social services, also confirmed by the highest expenditure in family/
children social protection both in terms of percentage of GDP and PPP per-capita. 17%
of health and social sector employees have a low level of education and about 8% have
elementary professions. About 53% of workers are employed in enterprises with at least
50 employees and about 48% work part time. According to Huber et al. (2007), Austria
and Belgium registered good growth in employment in the health and social sector from
1995 to 2006. These empirical results also confirm what emerges from the European study
on the social sector (Huber et al., 2007) that in the Netherlands, a mixed arrangement of
formal and informal care for children can be found, also thanks to the prevailing part-time
patterns. Finally, this group of countries, together with Finland, pays the most attention to
social protection.
2. Italy is characterized by a lack of care services and by the important role assumed by the
family in facing this lack both directly providing care and financing care often via informal
unskilled carers (Frey et al., 2005). Employment in the sector has a low presence of
elementary positions and a very good presence of workers with at least an upper secondary
school diploma, whereas the presence of part time workers is not so diffused. This lack
of part time workers is reflected in the whole of the Italian economy, confirming that the
balance between work and family is not well satisfied in this country. The expenditure
on social protection is evidence that a larger percentage of GDP is devoted to pensions,
whereas small differences among clusters concern other kinds of expenditure.
3. Slovenia, Portugal and Spain - The third cluster is characterised by the most children
cared for over 30 hours a week and by the lowest percentage of children cared for only
by parents. However, the presence of formal and other services does not cover a high
percentage of children. It may be that an informal network composed of grand-parents,
baby-sitters and relatives may confront the shortage especially for very young people.
Concerning employment features, the size of the firms and the use of labour flexibility
is not so diffused, so it may confirm the presence of small enterprises without very good
organizational management. The analysis of the personal and labour characteristics of
health and social sector workers indicates that this cluster suffers from the greatest lack
of learning in the sector. According to Huber et al. (2007) Slovenia has also registered a
moderate growth of employment in the health and social sector.
4. Finland is alone in the fourth cluster, presenting a good expenditure in social protection
focused especially on family and social exclusion and higher attention to the balance between
work and family, providing a good level of child care services and flexible employment.
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5. The Czech Republic, Hungary, Latvia, Lithuania, Slovakia, Estonia and Poland - The
fifth cluster is characterised by a high percentage of children cared for only by parents
because of a very low supply of formal and other care facilities. While the social protection
expenditure in percentage of GDP is not so different from other Member States, the
expenditure measured in PPP per capita provides evidence that there is a long distance
between these and the most virtuous clusters. Concerning employment characteristics,
this cluster has a low share of workers in the sector, notwithstanding the fact that the
percentage of people with at least an upper secondary school education is higher than in
the other clusters. Another important difference concerns the use of part time workers,
which is much less than in the other Member States, although the use of temporary
contracts does not differ greatly. To sum up, this cluster presents some peculiarities in
terms of social services that suggest a large effort is required to meet people’s need to
balance work and family and improve the quality of life. A further decomposition of
the cluster provides evidence of a peculiar similarity between the Czech Republic and
Hungary; Latvia and Lithuania; Slovakia and Estonia. According to Huber et al. (2007),
Estonia, Latvia and Poland also registered a stagnant share of employment in the health
and social sector from 1995 to 2006
The MDS biplot representation allows reflection on the role of different areas of analysis
in defining the position of countries and the most discriminate factors in defining such a
position. As emerges in Table 1, social expenditure per capita is the most discriminate area
of investigation (0.9146 the explained variance by component 1 and 0.0387 by component
2). Indeed, looking at the bi-plot in Annex 1, illustrating the positions of each country and of
each variable included in the area of analysis, the cluster representation is very similar to the
clustering obtained for the overall analysis results. The second most important discriminate is
represented by social expenditure in % of GDP. This confirms that social expenditure remains
the component most affecting the dissimilarities among EU Member States. Looking at the
variables composing social expenditure, it emerges that the new Member States have lower
expenditure both in terms of % of GDP and per-capita; Italy has the highest expenditure on
pensions; Austria and Belgium have the highest expenditure on long-term care and France
and Netherlands on family and children. Portugal, Slovenia and Spain are in a middle
position among the new Member States and the other groups with a higher social expenditure.
The child care set of variables has an important role, reporting an explained variance by
component 1 of 0.5097 and by component 2 of 0.2741. The new Member States are mainly
characterized by a high percentage of children cared for by parents only, except Hungary,
Estonia and Slovenia which have a good percentage of children cared for by other services.
Austria, the Netherlands and France, in contrast, are characterized by a good percentage of
children cared for by formal services.
Summing up, it is possible to see that the explained variance by component 1 is higher for
all the sets of variables, and only health and social employment have more or less half of the
explained variance by component 1 and half by component 2. With regard to employment,
it is also possible to argue that the total variance explained is the lowest in the mentioned
areas. Looking at the bi-plot in Annex 1, it is evident that Belgium, France, Austria, the
Netherlands and Finland have a good ratio of workers in the health and social sector, a high
share of workers employed in large firms and a high amount of flexible work especially in
the Netherlands and Finland; Slovenia, Portugal and Spain are mainly notable for a high
presence of elementary professions and poorly educated workers and the other New Member
States are especially characterized for the presence of health associated professionals.
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Figure 2: Dendrogram for welfare systems cluster analysis

Table 1: Explained variance between groups by the main areas of investigation
Areas of investigation

Explained variance
by component 1

Explained variance by
component 1

Total Explained
variance

Child care

0.5097

0.2741

Social expenditure in % of GDP

0.7838

0.7471

0.1203

Social expenditure per capita

0.8674

0.9146

0.0387

0.9533

0.3409

0.3200

0.6608

Health and social employment

Biplots in annex 1.
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Figure 3: Positions of countries in Classical metric multidimensional scaling

6. Concluding Remarks: The Need for a Reform of the Health and Social
Sector
To sum up, there is evidence of similarities and differences among Member States’ welfare
systems and social sector enterprises. This is in line with the current literature on flexicurity
which places Austria and the Netherlands among EU countries that are moving towards this
challenge. It is also partially in line with the Esping-Andersen model. Concerning flexicurity,
it is possible to say that the first cluster is more oriented towards this pillar because it provides
flexibility and security at the same time, albeit with different approaches within the group and
with different stages of benchmarking. There is a peculiar situation in Italy and Spain where
labour flexibility has been introduced without considering the effects on the well-being of
citizens, so without introducing the correct social protection tools and without a very good
balance between work and family. The new Member States still have issues in terms of
flexibility and security (Pappadà and Ghignoni, 2008). Concerning the modelling of EspingAndersen, in the first cluster (Belgium, France, Austria and Netherlands) we can identify
the presence of good public-private cooperation, mainly formalized and constant. Italy is
similar because of an increasing presence of cooperatives and other private organizations
that collaborate with the public local authorities to provide long-term care and child care, but
Italy is mainly characterized by the central role of the family both in provision and financing.
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Portugal, Spain and Slovenia are in the middle in terms of social expenditure and the role
of informal networks and may be assimilated with the Esping-Andersen’s Southern model.
Finland is the only state which represents the Scandinavian region, because of a lack of data
for Sweden and Denmark, and is not the best representative of the main characteristics of
these countries. Finally the new Member States were not considered in the 1990s model but
their strategies are converging and have transformed the states since the end of the 1980s,
enforcing the role of the private sector.
A convergence towards public and private cohesion is notable around Europe. There are
countries with a long experience of the private sector and countries where the process of
privatisation is more recent and there are good margins of development. The Anglo-Saxon
countries have had long experience of private participation in the welfare system, both in
terms of financing and services provision, a method encouraged by the governments by fixed
tax reduction for donations. A more efficient and user oriented welfare system may better
satisfy citizens’ needs and face the challenges of demographic change.

Social services and benefits providing child-care and long-term care can allow worklife reconciliation, thus improving the labour market participation of women. Since there
is generally a supply shortage of social services and an increasing need for personalised
facilities a reform to improve efficiency and quality demands efficient management,
user orientation, decentralization, public-private partnership and integration of services.
The current debate on welfare challenges and the empirical evidence of the cluster analysis
suggests there is a need to create cohesion between private and public organizations in order
to satisfy the increasing needs for social care. In this debate, the role of social enterprises
needs to be more defined and user oriented.

The demand for social enterprise is increasing and the public social budget faces constraints
and efficiency needs (KMU Forschung Austria, 2007). In this situation, social enterprises
operate in the private, public and “third” sector. They result in hybrid organizations that
operate as a company with a social aim. This requires an empowerment of the community to
co-produce personalised services in collaboration with the public sector, as also explained
by Kolarič (2009) when talking about the welfare strategies, that are moving, even if
with different degrees of involvement, towards public-private co-participation. Pestoff
(2008) illustrates the international debate that started in the 1980s on the need for citizens’
active participation and decentralization of welfare. Nowadays, there is an increasing
participation of citizens in the production and financing of public services. Individuals may
be motivated not only by money, but also by non-material incentives such as solidarity (ibid).
The development of the social enterprise sector depends on several factors: the capability
of the sector to develop in relation to managerial and organizational aspects; financial
opportunities (fund raising and public funds are important since the prices customers pay
are generally not sufficient to cover costs); the environment; and the taxation framework.
The current debate within the European Union argues for the need to reform
all welfare systems (Centro Nazionale di Prevenzione e Difesa Sociale, 2007).
The sector demands modernization in order to improve the efficiency and quality of services
and to face the challenges created by an ageing society and the need to balance work and family.
•

Kolarič (2009:7) presents different welfare strategies followed up in Europe:
Classical welfarism strategy that provides basic social security and health services to
all with a prominent role for state and local authorities (which hierarchically govern
the welfare system) and a marginal role for supporters of private profit and non-profit
organizations as services providers.
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•

•

•

Empowerment and participation strategy that empowers citizens to co-design and coproduce services. In this strategy, the Third Sector holds a role of responsibility and takes
part in public policy decision-making, representing an alternative to state and marketservices production.
Commercialization and consumerism strategy based on the freedom of consumer choice
and on the governance of public authorities in association with managers of Third Sector
organisations. In this strategy, services provision may be direct (by contracts) or indirect
(by vouchers).
Social investment strategy based on a more efficient investment of public funds to improve
human capital in order to enable individuals and groups to become an active society. This
strategy leads to a co-governance, therefore the Third Sector has an active role in the
decision-making process.

The studies on Health and Social Services prepared for the EC by a group of European
research centres, provides evidence that the modernisation of this sector “...takes place in
an institutional context structured by at least three elements: the division of competencies
and responsibilities between the different levels of governments and governance; the type of
entitlement associated to the services; the mode of organisation of the provision of services...”
(Huber et al., 2007). This study confirms part of the reforms suggested by the EC report
on social services, emphasising that modernization has to be based on more efficient and
effective mechanisms, which emphasise the quality of services and have a user orientated
approach adapting services to changing individual needs.
Concerning quality, in some Member States quality management includes private
strategies of quality management and procedures of accreditation criteria established by
public institutions for non-profit or commercial providers (ibid). In accordance with the EC
biennial report on social services (EC, 2008), modernization usually involves four aspects,
aimed at improving the efficiency and effectiveness of service provision and characterising
in particular organizational and managerial reforms:
• Performance management — this is linked to specific objectives useful to identify
performance indicators and outcome assessment and also uses benchmarking to identify
good practices.
• User orientation — the users may be seen as: citizens with rights (the welfarism model
where there is hierarchical governance of service systems); consumers with choices (the
consumerism model which works as a market where individuals make choices and may
receive vouchers from the government); or co-producers that influence service provision
(the participationism model where there is a community based service provider with an
orientation towards empowerment and dialogue). The three models can coexist or can
characterise a specific service. An example of welfarism is present in France in the field
of residential care; consumerism is present in the Czech Republic, in the Netherlands, in
Austria and Germany, especially in the field of home care; and participationism is present
in Italy for public childcare facilities.
• Integration of services — the citizens’ needs are various and may require several
facilities. An integration of services may improve efficiency and create synergies
among different service providers that usually intervene in different challenges.
Decentralization — the overall tendency is to decentralize to local authorities that have a
better knowledge of citizens’ needs and thus are better at performance management and
the integration of services.
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This reform demands market-based regulation and the introduction of new forms of
public-private partnership (PP), introducing accreditation systems for private providers.
Concerning long term care, France, the Czech Republic, Poland, Germany, Italy and the
Netherlands have introduced market-based regulation. France, Italy and the Netherlands have
introduced something similar for childcare as well. “...Public-private cooperation is a way for
Member States to organize the provision of social services and it is not always clear whether
and under which conditions these cooperation frameworks fall under the scope of PP rules...”
(The Social Protection Committees, 2008:2). Therefore, some Member States have moved
to clarify and simplify public-private procedures. While the social field is not reserved for
non-profit providers, their role and expertise in the sector is generally recognized in Member
States and in some activities this characteristic provides more opportunity for tender.

These reforms are in line with the welfare strategies highlighted by Kolarič (2009). As
explained earlier, user integration is present in any kind of strategy - the user may be a
citizen with rights or a consumer who chooses. Performance management is required in any
organization and governance because high quality outcomes and efficient management are
necessary conditions. This is true both in hierarchical governance systems and in situations
more based on Third Sector participation and responsibility. The need to integrate services
is also necessary, especially if the social sector is teeming with different providers not
hierarchically organized. The decentralization of governance from the state to local authorities
and the increasing involvement of the community in the welfare system is symptomatic of a
common European trend to implement the principle of subsidiarity and to ask for Third Sector
support. The weaknesses emerging in the empirical results are recognized by countries. As
explained before, the lack of care facilities, the low level of female participation in the labour
market and the need to improve the quality of social services and human capital in the sector
are the object of reforms designed at national and local level, but they seem to converge
towards common principles and challenges guided by European guidelines.
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Estonia and Poland

Mean

Std. Dev.
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7.5
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2
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Sickness/health care social
protection (% GDP)
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.85
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6.6
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Disability social protection (%
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17.09
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21.95
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Share of associate professionals in
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29.31
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24.29
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29.92
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20.46
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10.57
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health and social sector

8.15
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3.93
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46.38
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Share of part time workers in the
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4.84

27.58
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14.84

Share of temporary contracts in the
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10.44

6.83
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Variables

Label in the biplot
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Dementia and Diagnosis — The Discrepancies
in Response across Europe
by Sally-Marie Bamford*

1. Introduction

The inexorable growth of our ageing population has led to a rise in the global prevalence
of dementia syndrome. The word dementia, coming from the Latin de meaning “apart” and
mens from the genitive mentis meaning “mind”, is a descriptive term, describing the pattern
of symptoms of brain disorder which involve the progressive damage and eventual death
of brain cells. The result is the devastating loss of cognitive and intellectual functions that
is often accompanied by changes in psychological and emotional states such as depression,
agitation, aggression and apathy.

As a result of our success in increasing longevity, we are now paradoxically facing what
one British Minister described, as a “Tsunami” of dementia.1 It is estimated that in 2006,
7.3 million Europeans (across the 27 Member States) between 30 and 99 years of age had
some form of dementia. Within this group, more women (4.9 million) than men (2.4 million)
are affected. It is expected that by 2050 the number of people with dementia in the EU will
have grown to 15 million. Every 24 seconds a new case of dementia arises in Europe with
individuals and families left counting the cost.
According to the available epidemiological data, across the EU fewer than 50% of people
with dementia receive a diagnosis. However the number of people affected is probably
significantly higher.2 The vast majority of people with dementia similarly do not receive a
specialist diagnosis in terms of identifying the specific type of dementia, be it Alzheimer’s
disease, Vascular dementia and mixed dementia (which is a mixture of Alzheimer’s disease
and dementia) or the rarer types of Lewy body dementia, dementia in Parkinson’s disease and
Frontotemporal dementia.
This paper will explore why there are variations in the diagnosis of dementia across the
continuum of care in different EU Member States and consider what the reasons may be
for the differences in approach. It will also consider the dynamics which have led certain
EU Member States to become perceived leaders in the field of diagnosis. The later part of
the paper will explore the respective merits of different policy interventions in the field of
dementia diagnosis and will argue that early diagnosis constitutes good value for the public
purse.

*
1
2

Senior Researcher, ILC-UK, 11 Tufton Street, Westminster, London SW1P 3QB - www.ilcuk.org.uk.
Phil Hope MP, (July 2009) National Dementia Research Summit.
European Commission (July 2009) Communication on a European Initiative on Alzheimer’s disease and other dementias.
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2. Dementia and Diagnosis
It is critical to understand that dementia is not part of the normal ageing process. While
dementia is predominately a disorder of later life, it can affect people of all ages. The vast
majority of people with dementia either do not receive a specialist diagnosis at any time
in their illness, or do so only late in the disorder, or at a time of crisis. This has profound
repercussions for the individual’s access to treatment and care.

The conceptualisation and stigma attached to dementia in societies affects diagnosis rates
in many different ways. For many individuals and families across Europe a lack of awareness
surrounding the condition proves to be a major barrier to people seeking help and receiving
an accurate diagnosis and referral. Research by the Alzheimer’s Society in 2002, entitled
‘Feeling the Pulse’ found that on average people in the UK wait up to three years before
reporting symptoms of dementia. A lack of recognition of the symptoms of dementia, the
severity of symptoms, and denial and fear were also identified as significant barriers to early
diagnosis.3
Widespread ignorance, prejudice and stigma surrounding dementia must also be considered
a significant barrier to early diagnosis, impacting not only the attitudes and behaviour of the
general public, but also their treatment by clinical professionals. In Belgium for example
there is an ongoing national debate on dementia and euthanasia, with one view emerging that
suffering from dementia reflects an undignified existence.4 This affects the referral rates by
GPs in Belgium and the disclosure of the diagnosis. In 2004 the individual was told of his or
her diagnosis in only 44% to 55% of cases.5
It has also been argued that for many GP’s there are sometimes perverse incentives not
to diagnose linked to the stigma and discrimination they associate with dementia.6 They may
assume for example that the individual may not want their cognitive impairment labelled as
dementia, believing a diagnosis will have implications for independence and lifestyle choice
of the individual. This could have an impact for example in terms of driving.

However the relationship between dementia and stigma should not be over-emphasised,
the health and social care funding systems of Member States also play a significant role.
In Spain and Portugal for example, physicians were found to be particularly resistant to
providing a diagnosis. This was not accountable to stigma or prejudice though, but rather
the anomalies of their respective social care systems. In Portugal avoidance of the dementia
label is related to resources, for a diagnosis of dementia may preclude access to nursing home
care.7

In many European Member States dementia remains inextricably linked to the process
of ageing. Across Europe as a whole, 58% of carers identify the symptoms of dementia

Alzheimer’s Society (2002) Feeling the Pulse.
Vernooij-Dassen M (2005 Recognition and diagnosis of dementia across Europe: from awareness to stigma in International Journal
of Geriatric Psychiatry.
5 Lepeleire de (2004) Disclosing the diagnosis of dementia: the performance of Flemish general practitioners.
6 Professor IIiffe, (2009) Dementia dinner and debate, House of Lords.
7 Iliffe S, De Lepeleire J, Van Hout H, Kenny G, Lewis A, Vernooij-Dassen M; DIADEM Group. (2005) Understanding obstacles to
the recognition of and response to dementia in different European countries: a modified focus group approach using multinational,
multi-disciplinary expert groups. Ageing and Mental Health, Volume 9, Number 1, January 2005, pp. 1-6(6).
8 Bond, J, Stave, C. Sganga, A.; O’connell, B.Stanley, R. L. Inequalities in dementia care across Europe: key findings of the Facing
Dementia Survey, International Journal of Clinical Practice, Volume 59, Supplement 146, March 2005, pp. 8-14(7), Blackwell
Publishing.
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as a normal part of the ageing process.8 Higher diagnosis rates can be found in countries
where the ‘normal ageing’ explanation is challenged. This has been attributed in particular
to the campaigning activities of national Alzheimer’s charities for example in the UK and
Netherlands.9 It is important to note rates of diagnosis are dependent on several factors.
The range of different systems, for example memory clinics or specialist old age psychiatry
services and who carries out the diagnosis and treatment are also hugely influential.

3. How Do we Assess the Efficacy of Policy Interventions for Diagnosis?
Thus it is evident that there is widespread disparity in the response of Member States
to the challenge of dementia diagnosis. Policy interventions, as the examples demonstrate,
necessitate quantitative and qualitative changes to our cultural, economic, social and political
structures. To date the debate in Europe and indeed within most Member States has largely
focussed on the quantitative elements of public policy, such as, what will dementia mean in
terms of increased spending for health and social care systems? What will the impact be on
already strained health and social care systems? Certain Member States are however moving
towards a more qualitative approach and are starting to ponder the difficult question of how
to frame public and political discourse to reduce the stigma of dementia
The critical question therefore for policy-makers is what sort of interventions will
improve diagnosis rates? Even if Member States are collectively united by the principle of
improving diagnosis, there still remains no discernible consensus on the forms or structures
of these interventions. There is however a growing consensus across European networks that
developing national action plans on dementia is the ‘gold standard’ of policy interventions.
The EU Member States with action plans of some variety include: France, the UK, Norway
and the Netherlands. A key part of these action plans are often dementia specific health and
social care programmes. However despite the obvious merits of such a targeted approach,
the long-lasting efficacy of such programmes remains unknown due to an underdeveloped
research base. Dementia specific actions or programmes are not in themselves a panacea,
particularly if wider support systems and structures in the health and social care arena are not
in place.
Early diagnosis through the introduction of memory clinics has been at the cornerstone
of several national action plans. However as the early French experience demonstrated,
increasing the number of clinics did not in itself give rise to improved diagnosis rates, as
there remained significant levels of inertia and reluctance on behalf of GPs to refer patients
to the clinics.10 The third and latest action plan from France has tried to rectify this, adopting
a more holistic approach to the thorny problem of early diagnosis, by developing a guiding
framework for the initial diagnosis and referral and a wider awareness raising campaign.11
The French experience not only demonstrates the unintended consequences of policy
interventions, but also highlights the need for policy-makers to ‘unpick’ the cultural and
social environment which frames responses to dementia.

Vernooij-Dassen MJ, Moniz-Cook ED, Woods RT, De Lepeleire J, Leuschner A, Zanetti O, de Rotrou J, Kenny G, Franco M, Peters
V, Iliffe S. Factors affecting timely recognition and diagnosis of dementia across Europe: from awareness to stigma. Int J Geriatr
Psychiatry. 2005;20: 377-386.
10 Lustman, F (2009) House of Lords dinner debate on dementia.
11 French National Action Plan (2008).
9
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How can policy—makers reconcile need, want and value for the public purse with regard
to policy interventions

In the context of limited public budgets, governments will increasingly seek to target
resources on outcomes that will produce the biggest ‘return’ for their objectives of public
policy or on targeting those most deemed to be in need.12 The shape and course of public
policy will also be influenced by rising expectations concerning health and social care and
the political and public priority attached to particular “good causes”.

At the present time, the mainstream discourse on the fiscal impact of dementia is generally
framed in relation to cost and consumption.13 Indeed the widespread negative discourse on
the growth of the ageing population more generally encapsulated in pejorative terms such
as ‘burden’, ‘problem’, ‘dependency’ has invariably encouraged reactive policy-making at
the expense of a more planned and preventative approach. Policy interventions regarding
older people generally or for dementia specifically are thus not widely represented as an
‘investment’ in future health and social care.
In the absence of any curative treatment for dementia, there is no widespread consensus on
the priorities for resource allocation. This inherent conflict raises some intractable questions
for policy-makers. If it is possible to delay the onset of dementia for example, will that save
money in the long-term? Or if Member States invest in drugs that halt the disease, people with
dementia will have a normal lifespan and there will be a huge incentive for earlier diagnosis.

Early diagnosis is gradually being recognised as providing significant fiscal, social and
health benefits. A 2009 paper by Banerjee et al. argued, if dementia is diagnosed early, the
person with dementia and their carers have a greater opportunity to plan for their future or
avail themselves of the help, support and treatments (social and psychological as well as
pharmacological) which are available. This in turn will help delay or prevent transitions into
care homes, which are widely known to be costly to national economies and/or families.14

The research behind the aforementioned paper aimed to provide an evidence base to
demonstrate the potential public and private savings as a result of early diagnosis. This was
achieved through studying delayed admissions to care homes in England as a result of early
diagnosis in the form of the commissioning of memory services. The model suggested the
new services would cost around £220 million extra per year, but the estimated savings if 10%
of care home admissions were prevented would by year 10 be around £120 million in public
expenditure (social care) and £125  million in private expenditure (service users and their
families), a total of £245 million.
Thus it is early diagnosis coupled with effective early interventions and service
structures which are essential for ‘cost’ effectiveness. Another recent paper on the
social and fiscal impacts of early identification and treatment of Alzheimer’s disease, using
Wisconsin as a model, supports this.15 The analysis considered two types of interventions
following diagnosis: patient drug treatment and caregiver-support programs. Each intervention
provided positive net savings, with the greatest benefits achieved using a combination of
both. Beyond the net savings, there were also positive social outcomes, including slower
disease progression and improved quality of life for the patients’ families and caregivers.

Lloyd J (2008), Living and Caring for All.
Alzheimer’s Europe (2008), Dementia in Europe Yearbook.
Banerjee S, Wittenberg R (2009), Clinical and cost effectiveness of services for early diagnosis and intervention in dementia.
15 Weimer D, Sager M (2009), A cost benefit analysis of using of the social and fiscal impacts of early identification and treatment
of Alzheimer’s disease, using Wisconsin as a model.
12
13
14
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Thus early intervention is slowly being recognised as being cost and socially effective,
the well-known ‘spend to save’ adage. With a growing research base to support this approach,
more Member States may start to look beyond the short term and consider early intervention
and diagnosis as a sensible investment. In the early stages, individuals require only limited
care and assistance, in contrast to the expensive full-time care required by many people in the
moderate to late stages. Similarly delaying or slowing the progression of these diseases will
reduce the potential negative consequences for carers and facilitate the individual staying in
their own home as long as possible.

4. Conclusion
It is evident that until there is a cure for Alzheimer’s disease and other forms of dementia, it
will remain a significant and growing public health challenge. While there are commonalities
in approach to the diagnosis of people with dementia in Member States, each system and
structure is distinct. There is however good practice emerging in different countries across the
EU with regard to diagnosis, though at the present time they are not being shared throughout
the European Union16. The scale and size of the respective task for each Member State may
be different, but the intractable issues that now loom large are essentially the same. With an
ageing population across Europe, no country can afford to remain indifferent to the profound
challenges dementia raises with regard to diagnosis, treatment and care.
This paper is produced from a wider piece of research on dementia at the European level. ‘A
problem shared is a problem halved. Dementia: Learning Opportunities from Europe’sponsored
by Pfizer Inc, is available to download from the International Longevity Centre UK website at:
http://www.ilcuk.org.uk/record.jsp?type=publication&ID=55

From the GLOBAL ACTION ON AGING NEWSLETTER (September 29, 2010)

Susanne Paul, President (list.serv@globalaging.org)

World: World Alzheimer Report 2010: The Global Economic Impact of Dementia (2010)
By the year 2030, over 65  million people will suffer from Alzheimer’s. In 2010, the total
estimated worldwide costs of dementia will be US$604 billion. The report cites a staggering
comparison that if dementia care were a company, it would be the world’s largest by annual
revenue, exceeding Wal-Mart (US$414 billion) and Exxon Mobil (US$311 billion). The World
Alzheimer Report 2010 said that governments are “woefully unprepared” for the scale of the
disruption that the dementia population boom will cause.

Council of the European Union (2008), Council conclusions on public health strategies to combat neurodegenerative diseases
associated with ageing and in particular Alzheimer’s disease.
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The Evolution of Clinical Engineering
and the Development of Digital and Molecular Medicine:
Cultural and Economic Effects
By Diego Bravar*

Abstract

Improving the quality of social and healthcare services; positively influencing population’s
health and quality of life; controlling and restructuring health expenditure in the technology
sector. These are the daily challenges faced by the engineers and technicians who work within
the twenty companies of the ITAL TBS Group. The Group, with headquarters in Trieste
(Italy) but now established (with permanent organizational structures) in nine European
countries, has chosen to pursue a strategy aimed at promoting a new generation of clinical
engineering: this involves professional skills not only targeted at safe, efficient and effective
management of technologies in medical and biomedical engineering, but also information
technology and genetic engineering and, more generally, anything that falls under the banner
of “life sciences”. The path leading to this goal (which will enable further growth of the
company’s activities, services and consequently the value of its production) is a local and
international scientific and cultural project that aims to resolve critical issues concerning the
evolution of medicine (as increasingly costly and advanced technologies permeate services
for social healthcare nationwide and in the industrialized world).

1. Clinical Engineering Services: International and Italian Contexts
1.1 The Market for Medical Equipment
A typical hospital in an industrialised country contains several thousand biomedical
instruments for diagnosis, therapy and rehabilitation. Replacement costs are between 30 and
50 million Euros, a figure that could be as much as an order of magnitude or two lower
in developing and underdeveloped countries (being directly proportional to gross national
product in these locations). In developed countries such equipment should normally be
under ten years old on average: as a consequence, a typical hospital should spend 3  to 5 
million euros on new biomedical equipment as well as other medical equipment (reagents,
radiographic films, prostheses, disability aids, etc.) in one year, for a total cost of at least 1525 million euros.

*

Chairman and Managing Director of ITAL TBS, Trieste - Italy.
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Figure 1  illustrates that expenditure on medical equipment in industrialized countries
(such as the USA, Sweden and Italy) is at least $100 per person, one order of magnitude
greater than in developing countries (such as Argentina, Iran or Mongolia) and two orders of
magnitude greater than in underdeveloped countries (such as Ethiopia and Bangladesh).
The graph below shows a clear correlation between expenditure per head on medical
devices, and several economic parameters for the relevant countries (GNP/head and average
annual health expenditure per head).
Figure 1: Expenditure for medical equipment compared
to healthcare costs per head and the GNP per capita

1.2 Role of the clinical engineer and quantification of Clinical Engineering Services
In most countries the main task of clinical engineers and biomedical equipment technicians
is to provide integrated management of biomedical equipment, which is just one component
of the total market for medical devices (equal to 10-20% of this market according to Bostrom
U. and others, 1993).
The attempt to arrive at an internationally recognised definition, based on precise and
recognized criteria, of the roles and skills of the Clinical Engineer in managing biomedical
equipment and medical devices in general has continued for more than 30 years. The
International Federation for Medical and Biological Engineering (IFMBE) set up the
“Working Group for Clinical Engineering” in 1979, which became the “Specialized Division
in Clinical Engineering” (CED) in 1985.

CED’s work led to a precise definition of Clinical Engineering as well as a detailed
specification of the role and areas of competence for the profession, which include the
prudent, appropriate and economic use of technology in health systems. The CED has for
a number of years promoted conferences and seminars as well as the continual analysis and
monitoring of the worldwide growth in numbers of clinical engineers.
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Data collected at the start of the 1990s from a sample of 28 developed and developing
countries with a total population of around one billion, revealed that approximately two
thousand clinical engineers were then employed in the hospital systems under examination.
At that time Italy was one of the countries in which Clinical Engineering was relatively
uncommon, with one Clinical Engineer for every 8,300 hospital beds compared to the
international average of one for every 3,500 beds. Furthermore, the presence of Clinical
Engineering services in our country was limited to 5% of hospitals, while the figure was 95%
in the USA and Northern Europe.

The international definition of clinical engineering had already been drawn up in 1992
by the IFMBE: “The Clinical Engineer has areas of competence covering the prudent,
appropriate and economic use of technology relating to biomedical engineering applications
in healthcare systems, and is supported in this work by biomedical equipment technicians.”
The areas of competence of the clinical engineer, as defined by IFMBE in 1992, were as
follows:
• to analyse the technologies available on the market;
• to plan the replacement of obsolete equipment;
• to provide technical consultancy on acquisitions and ensure the correct installation and
testing of biomedical equipment;
• to manage the maintenance of biomedical equipment and ensure its safety and
effectiveness, making use of the hospital system’s internal maintenance facilities and
maintenance contracts drawn up with producers or service companies;
• to prevent dangerous situations, through the acquisition of equipment compliant with
national and international standards, and through the dissemination of information and
international reports on defects in equipment available on the market;
• to lend direct support to medical staff using complex technology to perform clinical
procedures and to coordinate the activities of health services support technicians
modifying equipment or medical devices to improve their performance or safety;
• to develop software programs and hardware interfaces between biomedical instruments
and hospital information systems;
• to organize educational sessions on biomedical technologies for the Clinical Engineering,
medical, paramedical and administrative staff of health facilities;
• to determine optimal technological solutions for resolving clinical problems with the
possible development of prototypes of equipment or medical devices, and to run clinical
trials on any such prototypes prior to their industrial production.

The specification of the biomedical equipment technician role quoted below was drawn
up in the USA by the International Certification Commission (ICC, 1993): “The biomedical
equipment technician is a person who is familiar with the functioning of biomedical equipment
and the physiological conditions that it tests, and is competent to operate such equipment in
a safe and practical manner. His/her responsibilities may include the installation, inspection,
preventive maintenance, safety checks and repair of biomedical equipment. He/she may
also be required to help operate biomedical equipment or to ensure correct functioning and
periodically test and verify its performance”.
The roles of the clinical engineer and biomedical equipment technician in industrialised
countries may differ significantly from those in developing or underdeveloped countries,
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since the presence of biomedical equipment - and hence the activities of these professionals
in their respective hospital facilities - is closely linked to the economic strength of individual
countries.
The prime indicators of the extent to which economic strength governs the organisation
of such services are the gross national product per capita and healthcare spending per head,
which are closely linked to the value and quantity of biomedical equipment in hospitals.

A study carried out in Germany by W. Irnich in 1989 suggested an organizational model
for economically advanced countries, specifying that one biomedical equipment technician
per 80-100 beds and one clinical engineer for each 5-6 technicians would serve as a correct
and adequate number for clinical engineering services (CES). A similar Italian study by L.
Mariani the same year recommended figures similar to those by Irnich but suggested an initial
level of service could include one technician for every 200 beds and one clinical engineer for
every 700 beds.
The Italian Association of Clinical Engineering (AIIC) was already attempting in 1994 to
classify what a service should provide, analysing a set of indicators such as technology (e.g.
quantity of autonomously functioning equipment), structure (e.g. number of hospital facilities)
and organisation (e.g. number of purchasing administrators). The diverse methodologies used
to determine the correct sizing of CE services are summarized in the table below.
Table 1: Sizing a CE service
Number of biomedical
equipment technicians

Number of clinical engineers

Irnich, 1989

1 for every 100 beds

1 for every 5-6 technicians

Mariani, 1989

1 for every 200 beds

1 for every 700 beds

1 for every 775,000 euros (nominal
value, 1990) spent to refurbish
biomedical equipment or 1 for
each 400 pieces of biomedical
equipment

1 for every 3-5 technicians

1 for every 2 million euros
(nominal value, 1994) spent to
refurbish biomedical equipment

1 for every 16.5 million euros
(nominal value, 1994) spent to
refurbish biomedical equipment

1 for every 2.3 - 4.1 million euros
(nominal value. 1994) spent to
refurbish biomedical equipment

1 for every 8.25-21.7 million euros
(nominal value, 1994) spent to
refurbish biomedical equipment

Frize, 1990

Avanzolini and others 1994

AIIC, 1994

Clinical engineer training began in Italy in the 1990s with the introduction of the first
degree courses in biomedical and/or clinical engineering and specialised Masters degrees
in leading Italian universities and specialist Schools. By 2007 there were over 300 clinical
engineers working in Italy of whom 57% in the North, 20% in Central Italy and 23% in the
South (Italian Association of Clinical Engineers, 2007).
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In order to assess the need for clinical engineers and biomedical equipment technicians in
Italy, the Ministry of Health analysed a representative sample of NHSs (local health units) or
hospitals (comprising 16% of all Italian facilities).

The resulting projection is illustrated in the following table, which distinguishes technicians
working internally from those in companies that outsource Clinical Engineering services.
Table 2: Estimated number of clinical engineers and biomedical equipment technicians
needed in Italy for internal services and outsourced services
Number of beds

Clinical engineers
Outsourced
in hospitals
Clinical Engineers

Biomedical
equipment
technicians in
hospitals

Outsourced
biomedical
equipment
technicians

34,994 (sample)

51.5

46.5

59

255.5

214,225 (national figure)

315

285

361

1564

A similar result was found using expenditure on outsourced Clinical Engineering
services (60 million euros in the cluster examined) as the reference parameter instead of bed
numbers. This approach based on expenditure (or production value) also made it possible
to estimate the number of personnel already employed in the Clinical Engineering sector
in Italy, by extrapolating the figures to the total market for outsourced Clinical Engineering
services for 2007 (a market which was monitored by the Industrial Association ANIE at the
time). With the Association reporting that the entire Italian market for the maintenance of
biomedical equipment was worth around 400 million euros that year (of which 230 were
directly allocated to manufacturing companies and 170 allocated to outsourced Clinical
Engineering services operating in collaboration with internal Clinical Engineering Services),
it was possible to estimate not only the national requirements for clinical engineers (652) and
biomedical equipment technicians (2,091) but also the number of clinical engineers (277)
and biomedical equipment technicians (888) already operating.
Table 3: Estimated number of clinical engineers and biomedical equipment technicians
required and already present in Italy
Market for biomedical
equipment maintenance
(millions of €)

Total

Total

engineers

technicians

1st NHS sample with
outsourced Clinical
Engineering Services

60,155

98

314

2nd NHS sample with
totally outsourced Clinical
Engineering Services

170,000

277

888

All NHSs in the National
Health Service

400,000

652

2091
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By projecting the detailed data of the first NHS sample onto the second, which refers to the
entirety of outsourced Clinical Engineering Services, it was possible to categorize the figures
for the same year showing the (estimated) respective numbers of technicians employed both
internally and by companies outsourcing Clinical Engineering Services for the management
of biomedical equipment.
Table 4: Subdivision between clinical engineers and biomedical equipment technicians
needed for internal and outsourced services (Italy)
Estimated total number of
clinical engineers currently
employed internally

Estimated total number of
outsourced clinical engineers
currently employed

Estimated total number
of biomedical equipment
technicians currently
employed internally

Estimated total number
of outsourced biomedical
equipment technicians
currently employed

145.5

131.4

166.7

722.1

Total clinical engineers: 277

Total biomedical equipment technicians: 888

With regard to Clinical Engineers, these estimates are broadly confirmed by the
membership figures of the Italian Association of Clinical Engineers (AIIC, 2007), given that
around 10% of clinical engineers had not taken up membership in the Association.
Table 5: Clinical engineering by category according to the AIIC
Employment category

Engineers

Hospitals

154

Services

144

Universities

6

Total

304

1.3 Professional Training of Clinical Engineers and Biomedical Equipment Technicians
It is worth noting that, while university courses in clinical engineering already existed in
the US in the 1970s, the first two bio-engineering degree courses were not offered in Italy
until the late 1980s and the first specialist post-graduate Clinical Engineering School was not
established until 1992, at the University of Trieste. This School was very important for the
development of Clinical Engineering services in Italy, as it allowed Italian clinical engineers
to be “certified” with a public procedure similar to that developed in the USA. Certification
has enabled this profession to be promoted effectively and efficiently in the United States.

In 2003, as a result of the reforms of the Italian university system, courses in Advanced
Studies in Clinical Engineering (SSIC) were established (at the University of Trieste), with
a one year international 2nd level specialist Master’s degree (SMMCE) in “Management in
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Clinical Engineering” (which was designed for the European market and conducted primarily
in English) and a 2nd level Master’s (MIC) course designed for the professional engineer
operating in the Italian market. In 2004, the courses were expanded with the institution of the
first Italian specialist degree course in Clinical Engineering.

The ITAL TBS Group has supported the School from the beginning (and continues to do
so free-of-charge) under an agreement with the University of Trieste. The project involves
the engineering personnel of the Group teaching at the school. The Group also assists other
universities in Italy and abroad by offering on-site theoretical and practical training to young
biomedical engineers.
Training for biomedical equipment technicians was already established to meet specific
needs by the end of the 1980s, with local courses run by several Italian Regional administrations
and in particular, Friuli Venezia Giulia, with the contribution of Area Science Park in Trieste,
the Regional administration and ITAL TBS.
1.4 Development Models for Clinical Engineering Services
The National Research Council launched a project known as the “Progetto Finalizzato
Tecnologie Biomediche e Sanitarie (Biomedical and Healthcare Technology Targeted
Project)” in 1982. This project included 3 subprojects categorized in the so-called “Area della
Qualificazione dei Servizi (Service Qualification Area)” and aimed at evaluating technologies
and related purchasing, maintenance and management procedures.
The second of these projects, identified by the acronym ACMAGEST, aimed to provide
analysis and intervention tools, in both administration and technical fields, to consolidate the
integrated management of biomedical equipment for the National Health Service.

Following an extensive process that over time involved a growing number of departments,
product and supplier inventories, detailed lists of technical standards and procedures for
purchasing, testing, installing and maintaining biomedical equipment were created and validated
on-site. Training manuals for technicians and healthcare operators, guidelines for periodical
safety and equipment performance assessments, direct cost analyses for equipment involved in
radio diagnostic services and chemical-clinical analyses and analyses of problems concerning
the development of Clinical Engineering services were also published. The subproject’s
conclusions focused on the latter point in particular with an in-depth analysis in 1987.
During the course of the project, the four internal Clinical Engineering Services already
operating in the country (“Niguarda” Hospital in Milan, the USL in Parma, the USL in Trieste
and IRCCS “Bambino Gesù” in Rome) were joined by an additional six experimental services
(the USL in Ivrea, the USL in Bolzano, the ULSS of Belluno, IRCCS “Burlo Garofolo” in
Trieste, IRCCS “San Raffaele” in Milan and the Hospital of Perugia). However, the growth
rate of these services in Italy was still too slow to make up for the gap when compared with
other nations (moreover upon completion of the ACMAGEST subproject, the rate at which
internal CE Services were being established had slowed even more significantly). For these
reasons, the subproject’s conclusions proposed the establishment of a joint venture Clinical
Engineering company. Based on these indications, and in collaboration with the then director
of the ACMAGEST subproject, ITAL TBS was founded under primarily public ownership.
The CNR project resulted in wider spread awareness of the problems associated with
Clinical Engineering on a national level. However, though significant interest was shown by
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the academic world, little interest was shown either within the National Health Service or
businesses in the industry.
1.5 IT integration in Clinical Engineering Services
The CNR Clinical Physiology Institute in Pisa employed the Business Combination TIBO
(including ITAL TBS Spa and Insiel Spa), in 1994 in a project launched by the Ministry of Health
and the Tuscany region (SPERIGEST) for the integrated management of medical IT systems
and solutions for biomedical equipment at the CREAS-IFC Hospital of the CNR (established
by the Clinical Physiology Institute and the “Apuano” Paediatric Hospital of Massa). In this
case, the goal of SPERIGEST was to outsource possible methods of managing and integrating
IT, clinical, administrative and managerial solutions. CNR was thus equipped with a hospital
IT system that supported healthcare, administration and technical activities in various Italian
cities (Pisa, Massa and Udine), which were connected via a low or high speed network.
The degree of IT integration achieved at that time included both IT solutions for
biomedical equipment in various healthcare departments, then called “Functional islands”
(with an interdepartmental, IT Medical record system called ARCA) and the interaction of
certain data from medical records with administrative systems for hospital management.

The SPERIGEST project enabled ITAL TBS Group to develop specific knowledge in the
integrated hospital medical IT industry by the end of the 90s and prompted the implementation
and outsourcing of Clinical Engineering Services.
Figure 2: Outsourced Clinical Engineering services at the CREAS-IFC Hospital for the
integrated management of biomedical equipment and IT hospital systems

Complete IT integration between the various systems available in modern hospitals
and their integrated management enabled Clinical Engineering services to expand from
biomedical equipment management to the management of related medical IT solutions and
other IT systems such as those used in patient admissions, administration and discharge.
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1.6 Development of Outsourced Clinical Engineering Services in Italy and Abroad
As regards biomedical equipment, the objective of the SPERIGEST project was to analyze
processes and problems in Hospitals and Local Health Authorities interested in outsourcing
Clinical Engineering Services, so as to optimize the management of their impressive
technological assets. This project aimed to optimize healthcare facility management by
establishing a new model for the integrated management of biomedical equipment and
hospital IT systems and solutions, including the development of specific software (for
administration and clinical patient data, analysis of healthcare services provided and their
costs, the organization of cost centres and the development of planning and control systems).
During the implementation of this project, ITAL TBS extended its outsourced Clinical
Engineering Service at CREAS-IFC to two additional local health authorities in Tuscany
so as to analyze possible problems and opportunities in outsourcing Clinical Engineering
Services, particularly with regard to:
• technical coordination of Clinical Engineering services;
• inventory, evaluation and coding of biomedical equipment;
• corrective and preventive maintenance for all electromedical equipment;
• electrical safety checks;
• purchase advice and planning;
• CES IT management and integration with Health Providers’ administration systems;
training of medical and paramedical personnel in the correct use of biomedical equipment
and medical IT systems and solutions.

A comparative historical analysis of the economic data on management costs for
biomedical equipment over a period of four years in the aforementioned facilities enabled an
examination of the difference between the previous management method without outsourced
CES and that including this service. Outsourcing CES thus resulted in a 17% reduction in
costs (between 1994 and 1997) borne by those Local Health Authorities for the maintenance
of biomedical equipment. In addition to reduced maintenance costs, it is worth analysing
expenses for hiring and training specialized technical personnel, which amount to 41% of
total expenses, and those due to technical services requested from manufacturers (15% of
total operations making up 35% of all expenses).
The following graph illustrates the breakdown by percentage of primary business expenses
for outsourced Clinical engineering services at the CREAS-IFC Hospital of CNR.
Figure 3: Breakdown by percentage of expenses for outsourced clinical
engineering services at TIFC of Pisa’s CNR
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Figure 4 illustrates the main services and the utmost quality in integrated management of
biomedical equipment: including specific management software, training healthcare workers
and consultancy for purchasing technologies.
Figure 4: Implementation of operations in outsourced
Clinical Engineering Services provided by the IFC of Pisa’s CNR

Experimental management by CNR succeeded in detailing three possible models for
outsourcing Clinical Engineering Services, depending on the organizational specifics of each
Health Provider:
•

•

•

outsourced Clinical Engineering maintenance activities only, provided by personnel
permanently contracted at the healthcare facility, with procurement and manufacturing
contracts being internally managed within the Hospital. This model was the simplest and
quickest to contract out, also due to its much lower cost compared with the following 2 
models and thus was adopted by the IFC of Pisa’s CNR;
outsourcing of all maintenance activities including contract and procurement management,
excluding certain special and particularly complex technologies. The healthcare facility
would be further released from managing maintenance operations and could partly
allocate its human resources to other activities. This contract was used by one of the other
two Health Providers involved in the experiment;
outsourcing of all activities under a full risk agreement. The healthcare facility would
be completely free of the difficult demands of managing biomedical equipment. This
contract was used by one of the other Health Providers involved in the experiment;

The optimal efficiency and greater effectiveness in biomedical equipment management,
developed with these models for outsourced Engineering services as tested by the Clinical
Physiology Institute of Pisa’s CNR, would contribute to the development of these services
in Italy in subsequent years, also because of the significant and immediate savings they
provided.
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Figure 5: Orders awarded (companies in the Clinical Engineering Services Group)

In 2008, group turnover exceeded 200 million Euros and the Clinical Engineering Services
Group, along with the entire group of electromedical businesses, was transferred from ANIE
into Assobiomedica.
The widespread presence of outsourced Clinical Engineering services limited the rise in
maintenance costs for biomedical equipment in Italy with an estimated savings of about 30
million euros per year together with a notable increase in quality and safety. Italy experienced
an increase in the market penetration of outsourced Clinical Engineering Services for
maintenance services provided directly by manufacturers, from an estimated 10% (2000) to
over 38% (2008).
An annual 17% growth is forecast for the middle term in Europe for outsourced Clinical
Engineering Services together with a comparable reduction in maintenance services directly
supplied by producers and/or distributors. A decrease in internal services should instead be
less evident, (according to projections that are deemed reliable) and, in any case, directly
connected to a reduction in the number of personnel engaged, who cannot be replaced, as
far as Europe is concerned, if their employment contracts are terminated (since current price
containment policies prevent the hiring of new employees).
1.6 Development of ITAL TBS Group Companies in Italy and Europe: Expanding Operations
into National and International Markets
ITAL TBS - Telematic & Biomedical Services S.p.A. has been offering advanced services
since the late 80s, with the goal of providing public and private health systems with strong
and qualified support for successfully managing technology both in terms of safety and
reduced maintenance and operational costs.
In line with integrated technological developments (both in IT and telematics), the
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subsequent growth of ITAL TBS (and thereafter the ITAL TBS Group) was marked by the
evolution of Clinical engineering itself. In fact, Clinical Engineering was no longer merely
restricted to the “secure and efficient management of biomedical technologies”.
The ITAL TBS Group has developed over the last twenty years, providing outsourced
Clinical Engineering Services and expanding externally via strategic acquisitions of twenty
or so companies working in the industry.

The over 20 companies of the group (which operate in 9 European countries in the fields of
medical equipment and devices, medical IT systems and solutions, telecare and telemedicine)
together with the approximately three hundred Clinical Engineering laboratories located
within healthcare structures throughout Europe and 10 operational centres, now form the
largest European network for outsourced Clinical Engineering Services.
The ITAL TBS Group, both in terms of its operations within the territory and managerial
and technical staff, is actually founded on specific know how developed over the long term
in the research field (first and foremost was the subproject ACMA-GEST). Certain key
operational tools were progressively standardized so as to optimize the management of
biomedical technologies within Clinical Engineering services.
The ITAL TBS Group was founded in the early 90s. ITAL TBS, the parent company,
began its operations at the IRCCS “Burlo Garofolo” in Trieste in 1992, outsourcing its own
technical and engineering personnel and providing the facility with qualified support, thus
enabling shortened machine downtimes and reducing maintenance costs from the very first
year of operation. Subsequently, the Group provided its services to the USL in Tolmezzo, in
the province of Udine, and later included the Hospital of Gemona. The partnerships with the
“Burlo Garofolo” and the “Alto Friuli” Health Services Agency are still active.

	During launch, the models adopted in those facilities where the ITAL TBS Group
provided its services did not seem fully marketable to all other organizations around the
country. Alternatives to the full risk formulae were therefore proposed, which made health
providers responsible for procuring spare parts and resolving all other issues related to
equipment management, excluding administration issues. Under these formulae, laboratories
were established in the Health Service Agencies in Fano (PS), Pordenone and Taranto.
However, the adoption of the full risk formula involved a series of significant, difficultto-solve problems (last but not least those concerning manufacturer relations, in the event
particularly complex operations become necessary). A further strongly limiting factor in the
development of private companies outsourcing healthcare services to Healthcare Providers
was the practice of employing private biomedical equipment management companies for
very short periods of time. Year-long contracts prevented companies from securely planning
the employment of qualified personnel and strengthening their equipment management
systems. The result was thus counterproductive. Basically, the greatest majority of National
Health administrations showed no significant interest in Clinical engineering. This situation
would last until the mid 90s, characterized by a few tenders and the absence of a strong
and widespread culture oriented towards improving quality and safety. From the second
half of the 90’s and especially during the early 2000s, ITAL TBS underwent continuous
and significant growth, achieving a position of leadership in Italy, with a market share of
approximately 30%.
Parallel to this, in the early Nineties, the parent company began an operation focused
primarily on providing abundant consultancy and technology assessment services. At the
end of 1989, to ensure better research organization, Area Science Park in Trieste entrusted
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ITAL TBS with the scientific and administrative management of the “Centro Informazioni
e Valutazione Apparecchiature Biomediche (Biomedical Equipment Information and
Assessment Centre) (CIVAB)”, which had until that time been under the direction of the
non-profit association of university professors known as “Centro Ricerche e Studi Tecnologie
Biomediche e Sanitarie (Biomedical Technologies and Healthcare Research Centre) (CRSTBS). Based on the positive results achieved by CNR research projects and following the
approval of long-term projects by the Ministry of University and Scientific and Technological
Research and the Ministry of Health, there was a significant increase in the resources dedicated
to strengthening the Centre’s infrastructure.
Further consolidation was due to a service agreement between Trieste Area Science Park
and the regions of Emilia Romagna, Friuli Venezia Giulia, Latium, Lombardy, Sicily and
Veneto and the autonomous provinces of Trento and Bolzano. The agreement concerned
the supply of advanced healthcare services to all Health Authorities, Hospitals and IRCCS
facilities within the relevant regions and provinces.

The CIVAB continued to provide numerous Hospitals and Local Health Authorities,
within the regions and provinces controlled by Area Science Park, with the tools necessary
for correctly managing equipment and other medical devices providing a coding service
for cataloguing this equipment and publishing monothematic Fact Sheets on Biomedical
Technologies (BITB), to be used as reference materials for acquisitions. These services have
been considered truly key to the distribution of technical information in the industry, also
by the Ministry of Health that subsequently established a national Monitoring centre for
technology under the direction of the Friuli Venezia Giulia Region which, in turn, delegated
such responsibilities to Area Science Park.
Even today, the operations of the CIVAB laboratory enable the ITAL TBS Group
Companies to maintain a uniform coding system for the biomedical equipment managed
in over 300 laboratories throughout Europe, a centre for monitoring the prices of individual
equipment models and a portal with the principal technical characteristics of those.
1.7 Expanding Operations into the Medical It Industry
The development of IT technologies, particularly web-based technologies, has enabled
the healthcare industry to ensure better quality services and constant quality control for
prevention, diagnosis, treatment and rehabilitation services.

The ITAL TBS Group planned enormous investments in this industry during the early
90s and continues to increase its resources in these fields, offering integrated services
for managing medical equipment and devices, medical IT systems and solutions as well
as telecare and telemedicine systems and solutions. Through a series of acquisitions and
strategic alliances, the ITAL TBS GROUP began to operate as a provider and manager of
medical IT systems and solutions initially for assisted living facilities, then in single hospital
departments and finally for large hospital facilities.

Its services cover the installation and turnkey supply of medical IT solutions and systems
integrated with all other previously existing management and accounting systems.
In order to respond to a rapidly growing market demand, the ITAL TBS Group
created an initial technological platform called PATIDOK, which will soon be replaced
with a new PHI Technology platform, developed by the Austrian subsidiary PCS.
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PATIDOK is a flexible ICT platform that adapts well to suit the organizational models
of diverse healthcare facilities and enables organization and customization of medical
processes, supporting operations and communications between various departments within
hospitals. PATIDOK systems and solutions enable the creation of a real clinical knowledge
management environment, where the operator is presented with all the information that
is most relevant to his/her role. Following a complex monitoring and analysis procedure,
PATIDOK can provide a medical facility with a high quality system that includes, among
other things, operator training services. The thorough training process must enable all
medical and nursing staff in the facility to use the PATIDOK system, thus participating in a
process-oriented organizational pattern and, more generally, adapting to a logic of continual
quality enhancement. PATIDOK is present in over 90 Austrian, German and Italian health
institutions, but with limited use in Germany and Italy. The Italian hospital-related medical IT
market, with an average expenditure between 0.5% and 1% of total healthcare expenditure, is
clearly smaller than that in many other European countries.
The Health Ministry in recent years has focused on implementing the EAL (essential
assistance levels), thus ensuring citizens’ access to their own clinical data, which will be
available on hospital or local information systems. In order to implement this process, an
increase in hospital information systems expenditure was expected by 2008, growing from
0.5% in 2004 to 2.5% in 2008. But this result has not yet been achieved due to recent economic
difficulties as well as cultural and organizational problems.
1.8 Extending Operations into the Telecare and Telemedicine Industries
The numerous opportunities that technological development and the spread of
telecommunications systems offer for the development of homecare social health services
have enabled the ITAL TBS GROUP to promote new areas of growth in telecare and
telemedicine services.
The ITAL TBS Group’s entry into the telecare and telemedicine industry was prompted
by, among other things, the strategic considerations and objectives that the Italian Ministry
of Health had already detailed in the National Health Plan for 2003-2005, which included:
• promoting an integrated network of healthcare and social assistance services for the
chronically ill, the elderly and the disabled;
• promoting excellence and redeveloping hospital facilities.

From two different angles, the two projects both deal with the need for a significant
reduction in hospital beds in favour of increasing home care assistance: the latter two, in
addition to reducing costs, also better cater to the growing assistance requirements of the
elderly, chronically ill and disabled.
The Group’s entry into the telecare and telemedicine sector, following an experimental
phase begun in 2001, took place the following year with its acquisition of the majority of
shares of the Tesan Group. The objective was to integrate useful technical and commercial
skills into the ITAL TBS Group in order to provide integrated Clinical Engineering services
within the homecare assistance industry. The Tesan Group currently provides telecare services
to around 35,000 elderly users, managed by various daytime centres, spread throughout the
different regions served (particularly in Veneto and Friuli Venezia Giulia) and by a 24-hour
centre located in Vicenza, near the head offices. Since 2005 the Tesan Group has also begun
to develop experimental IT services for communication and logistic coordination, supporting
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both citizens and providers of integrated homecare assistance.

The Tesan Group also offers telemedicine services in the following diagnostic areas:
telecardiology, pressure telemetry, telespirometry, telediabetology and teledermatology,
telecardiology being the best developed industry, especially in local facilities (for example:
chemists, GP surgeries, integrated homecare assistance patients, etc).
Electrocardiographic signals are transmitted to Tesan call centres, which then forward
them to cardiologists or specialists for the necessary reports via a web access application.
The service is operative 24 hours a day, 365 days a year, in order to offer clients continuous,
specialist “on line” and real time responses.
In the field of chronic disease management, we should mention the partnership with
the Centro Cardiologico della Fondazione Monzino (Cardiologic Centre of the Monzino
foundation) (CCFM) which enabled the Tesan Group to take part, beginning in 2002, in
the targeted project, “CRITERIA - Confronti fra Reti Integrate Tecnologiche per gestire al
domicilio pazienti post acuti e cronici” (Comparisons amongst Technological Integrated
Networks for managing post-acute and chronic patients at home) in Lombardy.
The purpose of the project was to identify new health telemonitoring models for homecare
patients suffering from heart disease and telemonitoring for patients with heart defects,
assessing costs and benefits. The CCFM worked in partnership with Tesan on the design,
development and implementation of the technological and IT infrastructure necessary for
the development of the project. This experimentation is particularly important because of its
innovative nature, being one of the first to promote telemonitoring services and protocols in
the disease management sector for patients suffering from heart disease.
Another company within the Tesan Group, Tesan-Televita, has been operating since 1992
and manages approximately 3,500 elderly users in Friuli Venezia Giulia, delivering telecare
services and working together with social services, the healthcare districts and regional
emergency services. Tesan-Televita has developed several experiments in telemonitoring
vital parameters and telecardiology. The Tesan Group now occupies an absolute leading
position in the country in integrated telecare and telemedicine services.
1.9 The Industrial Model and growth in Europe
The ever increasing demand for integrated activities and services with project financing
content has found an adequate and innovative solution in the ITAL TBS Group, partly
delivered through services such as experimentation, consultancy, rental, leasing or leaseback
for biomedical equipment installed in two Italian healthcare structures.
The acquisition of PCS and Tesan in the early 2000s also contributed to the ITAL TBS
Group’s development of a modern vision of Clinical Engineering that offers, with a single
outsourced service, integrated management of biomedical equipment and e-Health systems
and solutions for public and private healthcare structures and other private operators in the
industry.
The figure below illustrates a model of the Group’s services.
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Figure 6: Model for services provided by the ITAL TBS Group

Clinical Engineers and biomedical equipment technicians play a particularly important
role and are of fundamental value to the Group in the integrated management of technologies
used in social healthcare services. The ITAL TBS Group indeed owes its growth to an
organisational model based on the professional role of the clinical engineer, in his/her
capacity as the local service manager, supported by the technical and administrative expertise
of fellow professionals.
Figure 7: Integrated technology management model
for outsourced Clinical Engineering services
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	During the development process, which continued at an ever-faster pace, the ITAL TBS
Group consolidated its market position and high profile image, developing a business and
operational model in Europe that is also a wide-reaching cultural and economic project.

The Group began to develop its market in Austria and Germany as early as 2000. It
took over GE Healthcare operations in the clinical engineering services industry in the
United Kingdom, France, Belgium, Spain, Portugal, Germany and Italy in 2004, excluding
Multivendor maintenance services for the diagnostic imaging equipment segment. From
2005 to 2009 the Group also launched operations in the Netherlands and continued to acquire
companies in the countries where it was already operating. Today the ITAL TBS Group boasts
an enviable growth trend and the data to prove it: the 2008 consolidated financial statements
show revenues of 126 million euros (compared with 88 million in 2005), an EBITDA of 14.8
million (compared with 8.5 million in 2005) and a net profit of 2.4 million (0.2 million in
2005). In nine years, also thanks to acquisitions, consolidated revenues increased by 27%.

The ITAL TBS Group provides the integrated management of over half a million pieces
of biomedical equipment with support from seven laboratories specialized in multivendor
maintenance for endoscopy equipment in Italy and abroad (Lyon, London, Hamburg,
Pfullendorf, Arnhem, Milan and Trieste) and with the support of a specialist laboratory for
managing surgical instruments in Gualdo Tadino.
Three specialist laboratories have also been set up (in Klagenfurt, Trieste and Pisa) to
develop and support the management of approximately 5,000 medical IT systems and solutions
and 5 call centres (Vicenza, Padua, Trieste, Udine and Rome) to support the management of
approximately 35,000 telecare and telemedicine solutions installed in patients’ homes in Italy.
More than 1,400 clinical and IT engineers, biomedical equipment and IT technicians and
other support personnel are employed within Group companies, 33% of whom are graduates.
The figure below illustrates the turnover distribution of the Group.
Figure 8: The turnover distribution for the ITAL TBS Group in Europe
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1.10 Prospects for growth in outsourced Clinical Engineering services
The evolution of the ITAL TBS Group’s work is based on the experience and professional
standards of the founders when they set up one of the first Clinical Engineering Services in
Italy in the Hospital of Trieste, and then during the 80s in the Hospital of Cattinara. This
experience and professionalism in the fields of biomedical equipment and other medical
devices was then developed (from 1992 to today) within many other hospitals in Italy and the
rest of Europe.

This development was boosted by the research and analysis conducted in the course of
the CNR ACMAGEST subproject. Following the conclusion of the CNR subproject, ITAL
TBS was established. During the 1980s, biomedical equipment was managed by internal
Clinical Engineering services in Italy in a manner that was severely lacking in terms of safety,
efficiency and effectiveness. This allowed for the development of an outsourced Clinical
Engineering Service market in the 1990s that advanced to a much greater extent than that
in other European countries, and was ahead of them by more than a decade. This is why in
Great Britain in 2008 the market for outsourced Clinical Engineering services was only 20%
of the Italian market, even though the quantity and cost of biomedical equipment installed in
hospitals there was similar to that in our country.
Today the Group strategy is to consolidate and increase growth, beginning with an
upcoming expansion into Middle Eastern countries, where investments in healthcare
technologies are similar to those in Europe but services are less effective and efficient. The
Group also intends to expand its activities in the Eastern European countries, India and
China, where economic development is bringing progressive improvements in the quality of
healthcare services supplied to certain sections of the population.
1.11 The Evolution of e-Health Services
The evolution of the Group’s outsourced Clinical Engineering services in the telecare,
telemedicine and medical IT industry (e-health) is based on the experience the founders and
technicians at the ITAL TBS Group accumulated by participating in research projects at the
CNR Clinical Physiology Institute in Pisa. With the acquisition of two leading companies
in the industry (PCS and Tesan) the Group began to equip itself with the professional
tools required to operate in these markets, both in Italy and abroad. The Group will invest
consistently in this department in the coming years, with acquisitions targeted at accelerating
this process of expansion and the development of new technologies, particularly in the open
source sector (PHI Technology).
1.12 Future Strategies: The frontier of Molecular Medicine
The Group’s medium and long term development programmes should lead to a progressive
acquisition of know-how and professional standards in the field of integrated management of
molecular medicine technology and, more generally, of life sciences.An era of new technological
convergence has recently begun between systems and solutions used in digital medicine and
those used in molecular medicine. In addition to the Group’s ongoing research projects in the field
of bio IT systems and solutions, we also hope to explore as soon as possible new opportunities
in the management of genomic, proteomic and/or pharmacogenic systems and solutions.
The integrated management of these technologies, already widely used by two organizations
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in Area Science Park (ICGEB and CBM) - and particularly by several departments in the
Hospital of Cattinara (cardiology, analysis laboratory, etc) -cannot help but expand after
the planned move of the IRCCS “Burlo Garofolo” to the hospital in Trieste. At that point,
the Local Health System will have acquired the fertile ground where it can cultivate a new
seed of expertise and skill, which can then spread throughout Italy and the rest of Europe.
The Clinical Engineering services within the ITAL TBS Group will become a veritable
integrated management system for healthcare technologies, which could also contribute to
solving certain problems related to the extreme specialization introduced by extensive new
expertise in contemporary medicine. The ITAL TBS Group would thus start again with Area
Science Park, the Hospital of Cattinara and the IRCCS “Burlo Garofolo” (as it did twenty
years ago) to begin building a new, fresh and ambitious industrial project.

2. Conclusion
In The History of a Crime Victor Hugo asserted, “An invasion of armies can be resisted
but not an invasion of ideas”. ITAL TBS is an idea. A strong idea, and to date a winning one.
Above all, it is a financial and cultural project that has deeply influenced the productive fabric
of Trieste. Together with the Hospital of Cattinara, Area Science Park and other organizations
operating in the healthcare sector, it has proven that, with a suitable and effective strategy,
public investment can, in the end, produce a significant return and impact.

The sole parent company ITAL TBS, with headquarters in Trieste, paid total income tax
of a little less than 10 million euros between 1998 and 2008 and in 2009 won a public tender
called for by the Friuli Venezia Giulia Region for the acquisition of the IT company Insiel
Mercato: the selling price is 13.3 million euros, 3 million more than that expected by the
top management of Insiel. All this comes on top of the influence on employment, linked
industries, human and international relations and know how, developed within the company
over the years.
This is why ITAL TBS is not just a business. ITAL TBS, on account of the local and
global network in which it operates, is a strong and complex organization, one of the few
established and developed outside of the framework of compensation that the city, indeed
legitimately, laid claim to for decades from the post-war period to the 1980s (and perhaps,
in part, still does). ITAL TBS and, more generally, the health and life sciences industry, have
supplied and restored not only the health of citizens but also in various ways, the price of
healthcare (with an interest rate that would tempt any investor).

The lesson to take away is that companies (which are the foundation of any society based
on an ethical, modern and responsible economy) need good practices, courage and time. And
also, of course, pubic resources, which should be invested — not spent — with meritocratic
criteria and special attention paid to objectives, history and prospects for beneficiaries.
The results always (or almost always) arrive, as ITAL TBS — which owes much to public
institutions — has and continues to demonstrate.
We are now facing a new challenge: molecular medicine. ITAL TBS’s international
power and geographic position in our Region, on the borders of multiethnic Europe,
can and should favour the development of new services and a new centre of excellence
for healthcare in Trieste and the Hospital of Cattinara. The future is at our fingertips.
We must only learn how to see it, listen to it, seize it and not let it slip away.
Almost 25 years since its establishment, the ITAL TBS Group is about to be listed on the
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stock exchange and is expanding and looking out beyond Europe and in toward genomics.
And this is proof that development, when sound, never ends. On the contrary, it generates
further knowledge, relationships, wealth, future and certainly, ideas. Those ideas that no one,
not even the armies who declare the “impossible”, can ever bring to a halt.
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Securing Decent Pensions for Nurses: Gaining Insights
into the Issues at Stake for an ‘Atypical’ Workforce
by Hedva Sarfati*

Abstract

Securing pension coverage and adequacy for nurses raises several basic challenges
and policy implications for pension systems, for individual nurses, nurses’ professional
associations and health care trade unions. In several countries, nurses are exposed to poverty
in old-age due to their ‘atypical’ career path: many leave the profession early, work part-time,
have discontinued careers, and retire early. Their pay is sometimes low and the calculation
of their pension benefits does not take account of various hardship bonuses. As a result,
their pensions may fall short of guaranteeing a decent living standard. Moreover, recent
pension reforms (both public and private schemes) tend to reduce benefits, extend the period
of contribution, and shift the risk of benefit adequacy to the nurses themselves. This article
draws principally on a recent monograph by the author carried out for the International
Council of Nurses (ICN).

1. Introduction

The primary objective of pension schemes is to prevent old age poverty. This supposes the
existence of pension schemes that are affordable for individuals and society and financially
sound enough to be sustainable over the foreseeable future, despite the current antagonistic
economic, societal, demographic and labour market context.
Over the past three decades, major changes have occurred in these four groups factors,
which will be outlined below. They have generated growing concerns about the extent of
pension coverage of the population, the adequacy of income replacement in retirement, and
the financial sustainability of existing pension schemes in the advanced economies. These
changes have been taking place against the backdrop, first, of growing public deficits and
debts (increasingly evident and acute since 2007 following the financial markets meltdown);
and second, the substantial and constantly growing increase in social expenditures in the wake
of demographic ageing. (Expenditure on social protection in EU-27 accounts on average for
between a quarter and a third of GDP. Social benefits for old-age and survivors are by far the
highest item in this expenditure, close to 46% on average, and growing steadily since 2000
by 3.4% per year. It is followed by sickness benefits and health care, close to 20% on average.
(EUROSTAT 2008a).
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These concerns have, over the past two decades, brought the issue of pension reforms to
the forefront of the political agenda worldwide, but more particularly in the industrialised
countries. The main thrust of the planned and/or implemented pension reforms is to cap
social expenditure to reign in, if not reduce, rising public deficits by limiting the generosity of
the welfare state by transferring the risks to employers, to pension funds and, increasingly, to
the individual wage earners. They also tend to increase the legal retirement age, increase the
period of social contributions and expect employers to retain older workers and employees to
delay retirement.

The highly controversial debate over pension reform, however, rarely touched the problem
of coverage of the growing numbers of people with short or discontinued careers. These are illdefined categories of ‘flexible’, ‘non-standard’ or ‘atypical’ workers, for which limited labour
market statistics are available nationally, and even more so internationally. They roughly
include: (i) part-time work - with different numbers of working hours, sometimes less than 15 
hours per week, sometimes more than 20 hours per week; they may be quasi permanent with
a pro rata coverage of social and employment protection or short term, with minimal or no
protection; (ii) temporary work — which may include fixed term contracts, spanning several
years or a few months, and contracts through temporary employment agencies, of diverse
duration and extent of social and employment protection; (iii) self-employed - with either
very high or very low earnings (viz. the so-called ‘mini jobs’ or ‘solo’ self-employment); (iv)
seasonal and casual work; and (v) people working in the informal sector (which, is relatively
widespread even in some advanced countries where it involves between 7 and 30 % of the
workforce). OECD and EU statistics do provide data on part-time employment generally,
but without a breakdown of the extent of hours worked. Data on total hours worked, on the
other hand, do not provide insights into the distribution among non-standard workers. One
study on social protection coverage of this category only offers a few general comments
on coverage of persons in ‘marginal employment’ and ‘solo self-employment’ in six EU
countries (Schulze Buschoff & Protsch 2008), while another international one focuses on the
informal sector and migrant workers (van Ginneken 2010).
The concern about ‘atypical’ workers is due to the fact that their social protection rights
may be significantly curtailed, particularly as regards pension coverage and even more so
adequacy of income replacement (this of course also applies to employment protection rights
and to unemployment benefits). This issue has already been underlined in 2003 by the EU
Task force on employment, chaired by Wim Kok, whose report called on EU Member States
and social partners “to examine the degree of security in non-standard contract” to help
prevent the emergence of a two-tier labour market where “insiders” benefit from high levels
of employment protection, while an increasing number of “outsiders” are recruited under
alternative forms of contracts with lower protection” (European Commission 2003:7).

Indeed, where the level and duration of cash benefits payments are linked to the length
of past employment record, the amount of contributions paid and previous earnings, atypical
workers may be at significant disadvantage compared to ‘standard’ full-time, full career
workers. Even in the few countries where universal basic public pension schemes exist for
all residents, the qualifying period of residence is rather long (40 years in Denmark, 50 years
in the Netherlands), or the level of benefits below poverty line (for example in the UK (Ginn
2002). Moreover where remuneration is low (sometimes reflecting part-time employment),
it may disqualify many ‘atypical’ workers from access to supplementary pension schemes to
improve their retirement income (e.g. in UK and, until recently, Switzerland).
The latest ILO data shows the relatively low pension coverage worldwide - nearly 40% of
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the population of working age is legally covered by contributory mandatory old-age pension
schemes. Arguably, this average hides a widely diverse regional situation. North America and
Western Europe legal coverage is almost twice as high, though somewhat lower in Central
and Eastern Europe (73%, 70% and 62% respectively). More importantly, when considering
the effective coverage1  of the compulsory old-age pension, the percentages slightly decline
to 72% in North America and 65% in Western Europe, but to 48% in Central and Eastern
Europe. By comparison, the percentages drop from 58% to 28% in Latin America and the
Caribbean, from 38% to 18% in the Middle East, from 28% to 19%, in Asia and the Pacific,
and from 14% to just 4% in Sub-Saharan Africa (ILO, WSSR 2010, pp. 49-50, Figure 4.1).
This leaves quite a substantial number of non-protected people, presumably many among
whom are in atypical jobs. Unsurprisingly, the ILO concludes that “Incomplete coverage is
a widespread phenomenon; it is seen not only in developing countries but in industrialized
countries too. Given the fact that a large proportion of pension schemes provide benefits on
an earnings-related basis, some groups with incomplete past work records tend to fall behind.
Notably hard-hit groups include women (as discussed above), low-skilled workers and ethnic
minorities.”(Ibid: 59).

Atypical work status is common among women in advanced economies, and is associated
with child rearing and caring for older relatives. It explains the strong gender dimension of
poverty in old age (Sarfati 2004). A further aggravating factor is the fact that atypical workers
are usually not covered by unemployment insurance — which in several industrialized
countries pays pension contributions (credits) during unemployment. This of course affects
the limited level of income replacement where they have pension coverage. In high income
countries, nearly 70% of the labour force is covered by law for some type of unemployment
protection scheme, the percentage drops to 40% in upper-middle income countries and less
than 20% in lower-middle-income countries. However, as with pensions, the effective level
of coverage is substantially lower, even in high income countries, dropping to less than 40%
of all unemployed, though many among them may qualify for general social assistance (ILO,
2010:.70-71). Moreover, coverage of atypical workers varies widely even within this group
of countries, with high coverage above or close to 80% in Luxembourg, Denmark, Sweden
and Finland, about 60% in the Netherlands, Spain and France, but lower in other EU-15 
countries. (Leschke 2007 and 2009).
Given the difficulty in assessing the exact social protection situation of this growing
‘atypical’ workforce, the author felt that looking at one occupational group - nurses —
provides interesting insights for the policy implications of ensuring provision of coverage
and decent pension benefits in ageing societies where a ‘permanent austerity welfare State’ is

To give an idea of the magnitude and limits of legal and effective social protection coverage worldwide: “Only one-third of countries
globally (inhabited by 28 per cent of the global population) have comprehensive social protection systems covering all branches of
social security (plus social assistance) as defined in ILO Convention No. 102 and R.67. However, most of these social security systems
cover only those in formal employment as wage or salary workers, and such workers constitute less then half of the economically
active population globally — but over 70 per cent in countries with comprehensive social security systems. Taking into account those
who are not economically active, it is estimated that only about 20 per cent of the world’s working-age population (and their families)
have effective access to such comprehensive social protection systems.” (ILO 2010: 51).
1
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plausible for the foreseeable future (to paraphrase Paul Pierson: 2001) for the following main
two reasons:
First, nurses cumulate several characteristics of an ‘atypical’ workforce as regards pension
coverage and adequacy. Nurses seem to be a well established professional group in great
demand, but they tend to have short and discontinued careers, work part-time and retire
early. While in most advanced countries nurses, at least in public and private hospitals,
are covered by statutory public pension schemes (‘pay-as-you-go’ PAYG) and also have,
in several countries, access to employer occupational pension schemes, they may still
be exposed to poverty in old age, as will be shown in this article. Among developing
economies, few countries have adequate pension systems to support retired nurses,
although ‘emerging economies’ do have basic public schemes and some have either
already developed or are in the process of developing supplementary pensions schemes.
Second, the nursing profession is ageing — with some 40% of presently employed nurses in
advanced economies expected to retire in the coming decade. There is a risk of a nursing
shortage, because the highly demanding conditions of work and, in several countries,
the relatively low pay, do not attract sufficient numbers of younger persons into the
profession. There is therefore a concern that the growing demand for adequate staffing
in institutional and community long-term care for the ageing population will not be met.
Providing adequate pensions may improve hiring (besides, perhaps, offering rare job
openings in a deteriorating labour market).
Though a substantial proportion of nursing personnel are employed in public hospitals,
rather limited information is available about their pension coverage. The Geneva-based
International Council of Nurses, representing registered nurses worldwide, has therefore
asked the author to undertake a comparative study on this issue on which much of this article
is based.2

The article starts with a description of the context in which pension reforms take place,
reviewing successively the changing societal and labour market profiles, demography, gender
and the effects of the financial crisis. It follows with a brief summary of selected findings
of the ICN monograph on the pension coverage and adequacy situation of nurses in several
countries and concludes with some policy implications.

2. The Context of Pension Reforms
2.1 Societal and Labour Market Changes
Major societal and labour market changes have generated new risks, calling into question
the basic parameters that underpinned the post-1945 European welfare State, namely a stable
and full-time employment (mostly) of the male breadwinner and the (traditional) family.
These include (Sarfati 2002):
• Changes in the family status and composition, with a dramatic incidence of divorce,
single parenthood and single-person households (associated with poverty and social
exclusion).
• Massive access of women to education and paid work accompanied by demands for equal
Sarfati, Hedva: Decent pensions for nurses, International Council of Nurses/ International Centre for Human Resources  in  Nursing,
Geneva, 90 pp. http://www.ichrn.com/publications/policyresearch/ICHRN-Pensions.pdf.
3
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opportunities in both areas, which require an affordable provision of child care and care
for elderly dependents and a more balanced division of labour in the family.
•	Delayed labour market entry as a result of extended education, high youth unemployment
and early labour market exit, which had been encouraged in earlier recessions and has
only slightly declined in response to reversing incentives for pre-retirement.
• Low employment rates of young and older workers, as well as women of all age groups,
despite their massive entry into the labour market since 1945 and their higher employment
rates during the economic expansion of the past decade.
• Rapid expansion of “atypical” or “non-standard”, often precarious, jobs — which
increasingly tend to be the main source of job creation.
• Significant, though fluctuating peaks of unemployment in OECD countries from the mid1970s to mid- or late 1990s, and again in the current recession which wiped out most
previous job gains (most spectacularly in Ireland, Spain and the US) though the safety net
limited the crunch in Western Europe (Sarfati 2002).
• These changes obviously tend to shrink the size of the active population and therefore
limit the potential for a dynamic labour force, which is indispensable for maintaining the
Welfare State.
2.2. Demography, gender, pension reforms and the financial crisis
By the same token, the sustainability of public finances and pension systems face huge
challenges from population ageing. Demographic changes are taking place in all industrialised
countries (and many ‘emerging economies’, notably China and India). They are characterised
by a significant increase in life expectancy after retirement and a steep decline in fertility
below population replacement rate, resulting in further shrinking of the labour force noted
above. These demographic trends started in the late 20th century and will accelerate in the
coming decade as the ‘baby boom’ cohorts (born between 1945 and 1965) retire from the
labour market. They affect different countries more or less seriously and at different speeds.
An immediate impact of low fertility in the EU is the decline of total employment in the
coming decade, despite rising employment rates.
Current population projections for EU-27 foresee a population increase between 2008
and 2035 from 495 million to 521 million, followed by a gradual decline to 506 million by
2060. During the same time-span, the working age population (15-64) is projected to decline
by almost 50 million persons, while the proportion of those aged 65 or over is projected to
increase by from 17.1% to 30.0% (from 87.6 million to 151.5 million - almost 67 million
persons). The population aged 80 or over is projected to almost triple from 21.8 million
to 61.4 million. Over the same period the young population (aged 0-14) is projected to
decline from 100 million in 1975 to some 66 million by 2060. This implies a moderate rise in
young age dependency ratio to 25%, while old age dependency ratio is expected to increase
substantially from its current level of 25.4% to 53.5%. This means that, whereas in 2008
there were 4 persons of working age (15-64 years old) for every person aged 65 or over, in
2060, this ratio is expected to be 2 to 1. Here too there is considerable inter-country variation.
Old age dependency ratio is expected to exceed 60% in 8 countries, namely, Bulgaria, the
Czech Republic, Latvia, Lithuania, Poland, Romania, Slovenia and Slovakia, but will be
below 45% in Denmark, Ireland, Cyprus, Luxembourg and the UK (EURSTAT 2008b and
press release 26 Aug 2008).
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The OECD contends that if labour market participation rates by age and gender would
remain unchanged at their current levels, the old-age dependency ratio (taking into account
retirees aged 50 and over) is projected to almost double from 38 retirees per 100 workers on
average in the OECD area to just over 70 retirees per 100 workers in 2050, while in Europe
the ratio is projected to be close to one retiree for every worker (OECD 2006: 19) or two
workers per retiree instead of the current ratio of four to one (EUROSTAT 2008b & EU
2006:11).
The European Commission estimated that these high dependency ratios will increase
public spending on pensions by between 3  and 4  percentage points of GDP in most EU
countries between 2000 and 2050, with a wide inter-country variation ranging from around
5% to over 20% of GDP. Even in the United States, where the demographic situation is more
balanced, the federal General Accounting Office (GAO) voiced alarm already in 2003 by
forecasting that by 2009, one year after the first baby boomers became eligible for public
Social Security (PAYG) benefits, the cash surplus of the pension fund will start a permanent
decline, as income from contributions falls short of meeting liabilities of scheduled benefits
by 2018, and the Social Security Trust Fund (that steps in as a default insurance) was projected
to be exhausted by 2042 (GAO 2003:2). The current significant rise in unemployment —
including long-term unemployment - in the US and several EU countries, associated with the
plausibility that — as in previous recessions of lesser gravity - it will remain high for several
years after recovery and possibly not regain the pre-crisis job level (ILO 2009 & OECD
2009) poses a major problem for both the sustainability and adequacy of future pensions.

The EU Commission focused its strategy for the sustainability of future pensions on
raising the employment rates of all population groups, but particularly women, for the four
following reasons, which highlight the gender dimension in the pension debate:
• At prime age, women have relatively low activity rates in a number of EU countries.
• Women have a higher risk exposure to poverty than men, particularly those who constitute
single-person-households (24% vs. 19% for men), and, worse, the risk of poverty of
women heading a single-parent family is close to 40%.
• They represent the majority of older people (nearly 60% of people over 65 and
close to two thirds of those over 75).
• The average level of women’s pension remains significantly lower in many
countries than men’s due to differing employment histories.
Raising employment rates is thus seen across Europe as an important instrument for
sustaining future pensions, besides achieving greater social cohesion and equality of
opportunity, which are basic objectives that underpin the European employment strategy
(EES) and the European social model. However, the three benchmark targets fixed in the
beginning of the decade by the Lisbon and Stockholm ministerial Summits, for 2010 —
namely employment rates of 70% of total working age population (15-64), more than 60%
for female employment and 50% for the employment of older workers aged 55-64 have not
been reached. (EC 2003).

It is worth noting that about a third of the working age population is not in gainful
employment for different reasons (education, unemployment, disability, and care for children
or dependents). While over half of the inactivity among young men and women aged 15 to 24 
is mostly due to staying in education, family responsibilities are the main cause of inactivity
among prime-aged women (25-54). In the older age cohort (55-64), the incidence of male
inactivity is 46% vs. 64% for women, with the main reason being retirement (close to a third),
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followed by family responsibilities for a tenth of women, and to a lesser extent illness and
disability (8.1% for men 7.9% for women). However, some 8.9% of inactive men and 6.6%
of inactive women in this age group were willing to work - corresponding to 1 million men
and 1.1 million women. (EUROSTAT 2006)
In his introduction to the European Vienna Centre just published comprehensive study
of the pension gender dimension, Bernd Marin notes: “Changes in labour force participation
and labour markets have not only not adjusted to these challenges of population ageing but
actually gone in the opposite, counter productive direction of ever earlier exit ... many spend
most of their overall lifetime...out of paid work or gainful employment, women still more
than men” (Marin 2010:16).

These developments led governments, since the early 1990s, to gradually reform their
pension systems in ways that are bound to affect the future adequacy of benefits. These
reforms have in common several features, namely, a reversal of the past early labour market
exit paths, the increase in pension age and in the duration of contributions for full pensions,
increasing the reward for working beyond retirement age and reducing pensions for early
retirement, changes in the way benefits are calculated with respect to past earnings and how
these are evaluated, changes in the indexation (on inflation rather than on progress of average
earnings), linking pension to higher life expectancy, changing contribution rates, building
up reserves for public pensions, and shifting from defined benefits to defined contributions
plans. These changes generally result in a smaller pension promise for today’s labour force as
compared to that of the past generation and expose retirees to higher poverty risk, particularly
among people with ‘atypical’ career path, such as nurses, who may not qualify for a decent
income replacement from basic public pensions (‘first pillar’ schemes), let alone from
complementary occupational private pensions (‘second pillar’ funded schemes).
The reduction in public pensions will require more personal savings to maintain adequate
income replacement in retirement, which may not be feasible for people with short or
discontinued careers and in low-skilled and low-paid jobs, raising the risk of poverty in old
age, particularly among women.

The gender dimension of old-age poverty is well illustrated by the UK where, in 2005, 70
% of women reaching the State Pension Age were entitled to less than the full amount of the
already very low Basic State Pensions, compared to 15% for men, though the incidence of
poverty and the gender gap are expected to increase significantly by 2025(PPI 2008:4), but
already starting in 2010, income from state pensions will be increased for many pensioners,
though more significantly for certain groups such as women, carers, the disabled and very
low earners (PPI 2010:36). In the US as well, economic inequality among pensioners is
high and increasing, and older women are twice as likely to be poor as older men (Ginn
2002:134).

3. The Impact of the Financial Crisis
The generalized trend in pension reforms in many countries to shift an increasing part
of the responsibility for pension benefits to the private sector — employers, pension funds,
insurance companies and, above all, individual employees, creates a further risk of poverty
in old age due either to exclusion of a substantial part of the workforce from such coverage
or to inadequate benefit levels resulting from shortfalls in employer contributions, unwise
investment choices, financial market fluctuations or market failures - like the financial crises
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in Asia, Russia and Latin America in the 1990s, the technology and real-estate bubbles in the
early 2000s, and the mortgage and financial market collapse that started in 2007 and resulted
in the current Grand Recession.
The OECD assesses that since the financial crisis hit the news in late 2007, private pension
funds lost a shocking 23% of their investment value in 2008 (or some US$ 5.4 trillion for
the OECD area), leading to a loss of confidence in pension funds. In 2009 stock markets
further lost much ground, which they somewhat recovered by mid year, but recession hit all
advanced economies, with output declining — in some countries, dramatically -, returning
to very minimal growth by year end, while wage growth slowed or even declined, and
unemployment shot up in most countries to unprecedented levels with few encouraging signs
from an anaemic jobless growth (only the financial markets seem to have bounced back by
early 2010... though with much lower employment levels).

The impact of the fall of equity and property prices on private pension schemes was
arguably the greatest in countries where these schemes play a predominant role in providing
old-age incomes, notably in declining order, Iceland, Mexico, Denmark, the Netherlands,
Slovak Republic, UK, Australia, Poland (providing 50% or more of retirement income), US,
Sweden, Ireland, Canada, Hungary, Switzerland, Belgium, Germany, New Zealand, Norway
and Czech Republic (between 45% and 17%). Both ‘defined benefits’ (DB) and ‘definedcontribution’ (DC) plans3 suffered from the crisis, the former probably less than the latter,
but recently far more people with private pensions are covered by DC as DB schemes are
closed for new entrants and sometimes even for existing members. However, the OECD
warns that no country and no pension system — whether public or private - is immune from
the crisis. Public schemes suffer from dwindling contribution revenues and growing benefit
expenditures as a result of lower earnings and growing unemployment, while their reserves
also suffered from investment losses and were used in some countries to mitigate the impact
of the crisis (for example for recapitalizing banks or financing public works programme
in Ireland and Norway, while Argentina ‘nationalized’ the private pension funds) (OECD
2009b).

Many people lost much of their retirement savings either in pension plans or in other assets
(notably housing)— which are expected to contribute on average a quarter of retirees’ income
in OECD countries, but reach more than 50% in seven of them. This impact is particularly
acute for older workers who are more likely to become unemployed and have little chance
of landing a new job with the same pay level, besides having a short period at work before
retirement to reconstitute their savings or pension entitlement. Those already retired may
be less exposed, particularly if they purchased an annuity4 payment for their pension assets,
locking in earlier investment gains and benefiting from a life-long pension payment. But
those who did not buy an annuity or deferred such a purchase may have suffered large losses,
while younger workers who tend to save less at this life stage and are supposed to have more
time to recoup the losses during their career may limit the losses. However, they are no less
exposed to old age poverty since they tend to enter the labour market late and tend to have
less linear careers.
This brings us back to the problems of pension coverage and adequacy faced by nurses.

‘Annuity’ (or ‘Pension annuity’) is a form of financial contract mostly sold by life insurance companies that guarantees a fixed or
variable payment of income benefit (monthly, quarterly, half-yearly, or yearly) for the life of a person (the annuitant) or for a specified
period of time. It is different from a life insurance contract, which provides income to the beneficiary after the death of the insured.
An annuity may be bought through instalments or as a single lump sum. Benefits may start immediately or at a pre-defined time in the
future or at a specific age. OECD (2005): Private Pensions: OECD classification and Glossary, Paris.
4
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4. The Pension Equation for Nurses
In trying to assess the pension issues faced by nurses, the ICN study - which is limited
to registered nurses (RNs) in three sub-sectors of the health system, namely hospitals, longterm care (LTC) and community service - draws essentially on replies to a questionnaire from
its affiliated associations in 25 countries in various world regions, as well as from selected
national pension institutions or international agencies5.
This article highlights some of the main findings of this study related to pension coverage,
ageing of nursing personnel, average retirement age among nurses, pension coverage and
adequacy and the gender dimension plus concluding remarks.
4.1 Access to pensions
Nurses in most industrialised countries, are covered by basic public pension schemes
established by law, and may also have access to privately managed occupational pension
schemes co-funded by employers. The responses showed a variety in both the level of
contributions and relative contributions of employers and employees. However, as already
noted, this may not guarantee them an adequate income after retirement. Few developing
economies have adequate pension systems to support retired nurses, although ’emerging
economies’ do have ‘first pillar’ state funded schemes and some have already developed or are
in the process of developing funded ‘second pillar’, privately managed pension schemes.
4.2 Ageing
In most countries, the average age of the nursing workforce is higher than that of the
general working population; therefore the impact of ageing will be felt sooner among nurses.
The trend towards ageing has been noticeable over the past decade and is expected to continue
rising in the future as ‘baby boom’ nurses reach retirement age. The situation however differs
widely among countries and among health sub-sectors. In the majority of countries covered,
current average age is between 40 and 46, but in four countries the average age is 50 or above
(Sweden, Bulgaria, Norway and South Africa), while in four others it is relatively young,
and is expected to remain so, due to continuing recruitment of new graduates as older nurses
retire (Malta, Mauritius, Korea and Singapore) or... migrate (Mauritius, and certainly also
in the Philippines and Jamaica, who did not answer the questionnaire). High and increasing
average age for nurses exist in all three health subsectors - hospitals, long-term care (LTC)
and community service -, but it is more pronounced in the latter two sub-sectors in most
countries.
The combination of the rapid progress of ageing with the lack of attractiveness of the
profession to new entrants, migration of young nurses and early exit, threaten staff shortages
in Canada, Bulgaria, Malaysia, Slovakia, South Africa and Switzerland. In Canada, assuming
current behaviour remains unchanged and effective retirement remains at about age 60,
Replies to the questionnaire were received from (a) ICN  and Public Service International affiliates (sometimes from several
associations in the same country) from: Botswana, Bulgaria, Canada, Czech Republic, Denmark, Germany, Ireland, Italy, Japan,
Korea, Latvia, Lithuania, Malaysia, Malta, Mauritius, Netherlands, Norway, Poland, Romania, Russia, Singapore, Slovakia, Slovenia,
South Africa, Sweden, Switzerland, UK and US. And (b) from pension institutions or OECD, EU and ISSA sources on: Austria,
Belgium, Cyprus, Estonia, Finland, France, Greece, Hungary, Luxembourg, Malta, Portugal and Sweden.
4
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shortage of registered nurses is expected to hit some 18,000 this year and about 31% by
2016. In Slovakia the risk of drastic shortages may threaten the viability of the national health
system. The rapid ageing in the public health sector is attributed to the freeze in recruitment
and the inadequate number of planned graduations of nurses in universities in Italy, and to a
decline in student nurse intakes in the UK in the early to mid 1990s, as well as partly also to
efforts to attract returnee nurses.

To sum up, the average age in the nursing profession is generally growing in most
countries due mainly to fewer younger entrants and, to some extent, to the return of older
nurses to the profession sometimes beyond retirement age. Few countries offer incentives for
young persons to enter the profession, and in others, ageing is mitigated by earlier withdrawal
from the profession due to hardship or lower pay compared to other professions, raising the
risk of rising shortages of nurses. This raises concern for the future sustainability of nurses’
pensions and for adequacy of staffing in hospitals and long-term care institutions.
4.3 Legal & Effective Average Retirement Age Among Nurses
Legal and effective retirement ages differ in the population in general and in the nursing
profession, as well as among countries. In some, the statutory retirement age is lower for
women in general; in others it is specifically lower for nurses. Sometime there are special
legal provisions for earlier retirement age for nurses. Sometimes there are different ages for
early retirement of nurses, often related to the special hardship of the job (e.g. nurses working
in psychiatric wards in Ireland. In Russia there are various options for early retirement at age 45 for X-ray laboratory workers and nurses, those working in surgery, anaesthetics,
intensive care and infectious diseases can retire at 50, while nurses in rural areas can retire
at age 55). Again, there are always gaps between statutory and effective retirement age, and
indeed, all respondents indicated that the average effective retirement age is well below the
statutory retirement age.

Retirement policies and pension plans may sometimes provide incentives for large
numbers of early exits, in Canada, for example. By contrast, in Finland, where mandatory
retirement age has been raised, nurses in large numbers continued to retire early until the
pension reform in 2005 set the annual accrual rate of pension at 1.9% at age 63 and 4.5%
for those retiring between ages 63-65 — a clear incentive to stay at work. And indeed, the
proportion of nurses retiring at age 58 declined from 25% of all retirees in 2000 to merely 4%
by 2007.

In some countries, however, even if effective retirement is below statutory retirement age,
some respondents indicated that nurses continue working beyond retirement age. In Canada,
for example, statutory retirement age varies among the provinces and territories, in some it
is 65, in others it allows working beyond 65, and yet in others mandatory retirement age is
deemed discriminatory!
The responses display a great difference in statutory retirement ages among and within
countries, among men and women, among different age cohorts, among different professional
categories and specializations, besides different statuses or early retirement options. These
big variations also exist in relation to effective retirement age and play an important role in
the level of pension benefits.
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4.4 Pension Coverage
	Despite much ado about private pensions, public pension schemes (PAYG) are, and will
remain in future, the main source of income for pensioners. At the same time, a great variety
of privately managed pension schemes exists and will play an increasing role in pensioners’
income as public schemes reduce the level of benefits and increase conditions for entitlement.
They differ widely across countries in terms of their contribution to the total income of
retired people, the levels of coverage of active members, the levels of assets they manage,
the type of guarantee given to the benefits (defined benefit or defined contribution), the form
in which benefits are taken (lump sums or annuities) and the extent to which they include
redistributive elements (rather rare).
In all countries surveyed nurses are covered by the basic “first pillar” public schemes
(generally by a PAYG scheme, but in some countries there is a basic universal flat-rate scheme
that covers either all citizens/residents or all people in employment — e.g. Finland, the UK
and in Switzerland). Almost all countries also have provision for “second pillar” funded
schemes in which membership is either compulsory or voluntary. Some countries have set up
funded systems several decades ago (for example, Canada, US, Denmark, Norway, Finland,
the Netherlands, the UK, Switzerland), others introduced it over the past decade, particularly
the Baltic States, Central and Eastern Europe and Russia, or more recently Germany.
Coverage in the first group of countries is very high (90-95% of the workforce in Denmark,
the Netherlands and Sweden), and is growing steadily in the second. In some countries there
are occupational schemes for the health sector (for example, Canada, US, UK, Denmark,
Finland, Norway, and the Netherlands). Several countries also have “third pillar” individual
pension or insurance arrangements. However, the extent to which pension funds contribute
to the income of retired people varies widely among countries and depends on the level
of contributions, the coverage of such schemes and the proportion of pensioners with full
careers that are covered by the scheme. It is rather modest in most EU countries, for example
in France, Germany, Malta, Italy Latvia, Lithuania, Poland, Slovenia and Slovakia, probably
due to their recent creation. But it can represent between a quarter to a third of total income
of retired people in other countries, namely in Denmark, Ireland, the Netherlands, the UK and
Switzerland, Canada and the US.
The main causes for barring access to pension funds are related to the employment status
(part-time, temporary) or the low pay level, which may concern assistant nurses, particularly
in long term care or community and home care, nurses with discontinued careers (often due to
maternity leave), short careers and/or early exit due to work hardship, disability or low status.
However, few respondents provided information on this issue. In Canada, for example, the
reason nurses do not achieve the maximum entitlement to pension income in retirement is
short careers, often because of child care responsibility; moreover, many nurses are working
part-time and only some private pension schemes allow them optional participation. Licensed
practical nurses working for private for-profit home care or long term care institutions are
barred from second pillar pensions in Canada. By contrast, in Italy, self-employed nurses
have access to a pension fund managed by the National Professional Order of Nurses.
4.5 Pension adequacy
The statutory public pension schemes (PAYG) are generally paid in relation to the years
of service and contributions paid, with one or more annual accrual rates differing among
countries and retirement age options, while in some countries the same amount is paid to all
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retirees (flat-rate), for instance in the UK.

Several other factors in calculating pension entitlement that have been gradually introduced
in recent pension reforms exert a downward pressure on the level of pension benefits. These
include, the way in which pensions are indexed — on inflation, on the progress of wages
or a combination of both, the account taken of life expectancy, lengthening the period of
contribution and, more particularly, changing the time reference on which past earnings are
calculated. The traditional reference has been to the ‘final salary’ — diversely defined in
different countries — but referring to the higher pay generally earned at career end during
the period close to retirement (usually expressed as the average salary of the best past few
years, e.g. between 3 to 5 years in Canadian hospitals, or a combination of the basic pay
at retirement plus the best consecutive 3  years salary over the past 10 years and the total
years of service at retirement in Ireland, while in French public service it has been and still
is the last six months). This has been increasingly extended to refer to average earnings
over several years (decades) or even lifetime earnings which tend to significantly reduce the
level of benefits. In the US, for example, PAYG social Security retirement benefits relate to
the average of 35 highest years of earnings. Governments’ quest for cost containment and
sustainability of public PAYG schemes has also included incentives to increase reliance on
funded occupational schemes, and within these schemes employers tended to gradually shift
from defined benefits (DB) to defined contributions (DC), which rely heavily on investment
returns and where the employee assumes most of the risk.5 

An illustration of the impact of these reforms on the ratio of pensions to past individual
earnings (income replacement rate), the OECD notes that, for workers with average earnings,
the gross average replacement rate (i.e. before tax) - from all mandatory sources including
compulsory private pension schemes - averages 59% in 30 OECD countries. Cross-country
variations range from less than 35% in Japan, the UK, to between 70% and 90% in Austria,
Denmark, Hungary, Spain, Luxembourg and the Netherlands; more than 90% in Ireland and
Greece and around OECD average in Finland, Norway and Switzerland. Most countries
protect low-income workers from old age poverty by providing higher replacement rates
for them than for average earners. The OECD average for replacement rates of an average
earner from public schemes alone is 46%, while when adding both mandatory and voluntary
private pensions the average replacement rate rises to 68%. As regards net replacement rate
it averages around 70% for average earners (reflecting the higher taxes and contributions
they paid when they worked, compared to the taxes paid on their pension as retirees). Net
replacement rates amount on average across OECD countries to 82%, but only 65% for
high earners (150% of mean earnings), reflecting progressivity of pension systems (such as
minimum benefits and ceilings) (OECD 2009b: 116-120).
To illustrate the multiplicity of variables and formulas of calculation and entitlements
a few examples will be mentioned here from the ICN  study. They sometimes refer only
to public statutory pensions, sometimes combine public and private schemes. In Canada,
pensions may reach 70% of retiring income depending on when the nurses retire, whether
they work in a public or private institution and whether they are unionized or not (52% of
nurses are unionized). In the Czech Republic, benefits amount to about 40% of previous
salary. In Korea, benefits under the National Pension correspond to 45% of income after 30years of paid contribution.

To illustrate the extent of the gradual shift from DB to DC plans: In 1980, 32% of active members of an occupation pension scheme
were covered by DC, a proportion that doubled to 64% by 1995 and to 71% by 2003. In the UK, DB coverage nearly halved from 23%
to 12% of the total workforce between 1988-89 and 2002-3, and by that date 42% of DB members were in schemes closed to new
members and 25% of DB schemes considered closing them to existing and new members (OECD 2009b: 28).
4
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In France, the State pension targets a replacement rate of 50% after a full career (since
2008 - 40 years, or 160 quarters of paid contributions). Benefits are reduced for early exit
and increased for those who contribute longer. Moreover, maternity and parental leave
entitle parents to additional accrued contributions during full-time interruption of activity
to care for a child (up to 3 years per child); part-time work to take care of a child below age
3 is assimilated to full-time work for pension accrual. Beyond that age parental part-time
option carries an entitlement to half the accrual, while early retirement without losing out on
pensions is possible after 15 years of service for parents of three children.
In the Netherlands, the combined total of State pension and funded pension amount to
82% of average pay after 40 years of service, but lower for shorter careers (roughly 50%
after 27 years of service). In Norway, the total replacement rate of basic statutory and funded
pensions amount to 66% of the last year’s salary after 30 years service, but lower in case of
shorter careers or part-time. In Sweden the combined public and private schemes pay 65% of
the last salary. In Slovenia, benefits correspond to between 72% and 80% of average salary
over 17 years, but the system is now changing.

Since the main concern of employees is protection against poverty in old-age, and as it is hard
to assess ‘decent living income’ — respondents to the ICN questionnaire were asked to assess how
their pension benefits related to the poverty line. Depending on career history and employment
status or health sub-sector of employment, the likelihood of poverty risk is very present even in
countries which report much higher levels of pensionable income. Moreover, different factors
affect poverty beyond the regulatory level of replacement rate. Shorter work history, part-time
work or occupying lower grades, notably in Japan, Ireland and Switzerland explain reduced
benefits. In the last, many nurses work for only 15 years, sometimes only part-time. The resulting
lower earnings prevent the nurses from participating in complementary private pensions in
Switzerland, Canada, US and the UK (where the current flat-rate of the basic state pension is
below the average income figure used to measure poverty). In the Czech Republic, given the
rather low prevailing salaries, pensions are modest. In Denmark, despite generous coverage,
pension benefits of nurses are smaller than those of comparable professions for various reasons,
including the lower salary, the fact that the contribution rate is based only on a small part of the
salary; moreover nurses start contributing later in their working life and withdraw earlier from
the profession, and many do not work full-time. In Ireland the majority of nurses opt out of the
profession long before retirement age, as a result less than 5% receive a full pension (!), but they
can submit a claim for the means-tested state non-contributory pension to top-up the benefits.
Likewise, in Germany a social assistance safety net ensures that retirees have an income close
to the poverty line. But if a nurse relies only on the pension scheme, the benefit could be below
the poverty line because only a minority of women nurses fulfils the 35 years of full-time work.
Are nurses’ pension benefits similar or different from comparable professions? In several
countries covered nurses are part of the public health system and have the same level of
pensions as other civil servants and comparable professions (teachers, administrators,
customs officers, etc.). However four countries reported higher entitlement for nurses,
notably in Canada, Finland, Ireland and the UK. In Norway, the average benefit for nurses is
above the average pension for Norwegian women at the same educational level (3 years in
higher education), but below men’s average benefit. While another four countries reported
lower average pensions, notably, Denmark, Slovakia, Slovenia and Switzerland. In Denmark
this appears to be due to the lower contribution rates of nurses, the non-inclusion of some
components of their salary in the benefit calculation and, until 2005, the non-accrual of
pension contributions during maternity leave in both Denmark and Finland, where accrual
credit for maternity leave and child care have been introduced.
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4.6 The Gender Dimension
Being in a highly feminised profession is often associated with lower pay and with family
responsibilities, which imply absence from work, part-time, discontinued or shorter work
history and often less promotions. Taken together, these factors tend to result in lower pensions,
noted in replies from several countries, including Canada, Denmark, Finland, Italy, Japan, the
Netherlands, Norway, Slovakia (apparently due to gender stereotypes based on “traditional
work” performed by women; only 1% of nurses are male, and this leads according to the
respondents to lower pay and discrimination), Slovenia (female nurses have about 6% lower
pensions than male nurses due inter alia to the higher job position of male nurses). In the UK,
women retirees from the NHS Pension scheme receive on average less than 50% of the male
average pension income due to part-time working and career breaks with the concomitant
impact on career progression and to lack of access to income from private pensions.
Only 6 of the 31 countries responding to ICN’s survey indicated there was no gender
difference in pension, namely in France, Italy, Korea, Malta (but for a married nurse, the
pension is calculated according to her husband’s pension), Mauritius, Russia and South
Africa. In the US, a survey showed that the median years worked by people retiring in 2000
were 44 years for men and 32 years for women. From a gender perspective, there is little
difference between men and women participation rates in retirement plans. Moreover, in
2006, 48.9% of men and 49.7% of women employed full-time and year-round, participated
in company-sponsored retirement plans. In 2006, 58.4% of women who worked year-round,
full-time were employed in firms that sponsored a retirement plan.
As regards remuneration and working conditions of nurses, several countries indicated
that relatively low pay, arduous working conditions, limited career promotion opportunities
and family responsibilities that constitute a heavy burden, all make the nursing profession
less attractive to young graduates and discourage nurses from long and full-time careers.

To sum up, while public sector pensions in many countries are more generous than private
sector ones, implicitly recognising that other working conditions (e.g. salary, work schedules)
are less advantageous, nurses do not necessarily benefit from these better pensions, due to their
shorter careers, though they still have to contend with other disadvantageous working conditions.

5. Concluding Remarks
This overview has shown that the current status of the pension coverage and adequacy for
nurses does not always guarantee them a decent living in retirement. Both equity and fairness
would require several changes to improve this situation. Changes are also needed from a
more macro-level policy consideration, first to secure sustainability of pension systems,
threatened by the growing deficits and liabilities of public and private schemes in the wake of
the financial crisis, poor investment strategies and demographic ageing, and second, to stem
and possibly reverse attrition in the nursing profession in ageing societies.

It is noteworthy, that despite awareness of these multiple problems surrounding nurses’
pension entitlements issues, nurses’ associations do not actively participate in the formulation
of pension policies, in negotiating pension conditions and reforms of occupational pensions
with their employers or in administering or managing pension schemes. Where they do, this
takes place via trade unions that represent them. Moreover, despite the obvious complexity
of the issues and the need to improve the financial ‘literacy’ of nurses, only few associations
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undertake such training, notably in Canada and the US. Finally, given the relatively important
part bonuses play in nurses pay (in some countries they vary between 10% and 20% of total
pay), little seems to have been done to address this discrepancy.

Arguably, the highroad for addressing the pension equation is to increase the employment
rates, ‘employability’ and earning capacity of the population — which includes the nurses.
The concerns in this area described in this article call for several improvements in at least the
following eight directions:
First, improve working conditions and human resources policies to allow nurses to work
longer in their profession, including phased-in retirement options — where older nurses can
work shorter hours and also receive part of their pension.

Second, adapt pension schemes to take better account of the employment patterns of nurses
(flexible working, part-time work, career breaks, shorter careers, caring responsibilities) in
a way that enables them to build up adequate pension entitlements. This includes portability
of pension schemes (particularly second pillar schemes where this is a problem) when
changing jobs, employment status (moving from public to private sector, or from dependent
employment to self-employment), moving to other economic sectors or migrating.

Third, address the problem of reduced benefits that stem from the current emphasis on
strengthening the link between pension contributions and benefits by extending the period
over which pensions are calculated (viz. moving from ‘final salary’ to average pay over several
decades or throughout ‘lifetime’ employment). Several European countries have introduced
accrual for non-contributory periods without additional contribution. Such measures should
be generalised to ensure an adequate level of income replacement, besides addressing the
gender imbalances that disadvantage women in earnings-related pension schemes, such as
pay gaps and differences in promotions, differences in statutory retirement age and genderbased life-expectancy projection.
Fourth, ensure that earnings-related public pension schemes (first pillar) as well as flat-rate
schemes provide a decent level of living. At present, such schemes offer a better guarantee of
pension rights - including portability - for persons with career breaks, ‘atypical’ employment
patterns or transferring among sectors, such as nurses.
Fifth, enable nurses to access private pension provision to complement public pensions,
but providing the monitoring and regulatory framework (risk management, transparency,
governance, information) to ensure the security and equity of such schemes.

Sixth, develop modalities to include in the calculation of pension entitlement the various
bonuses in nurses pay. France has gone some way in this direction in its 2003 pension reform
by integrating a special bonus for assistant nurses in the public health sector for the basic
pension entitlement, and by creating a mandatory complementary funded pension, which
takes into account up to 20% of the bonuses. This funded pension has become effective as of
2005 for all nurses as well as across the public service in general.
Seventh, promote better information, education and communication among nurses’ associa
tions and trade unions representing nurses to improve their understanding of the complex
pension issues, the impact of employment status choices and of alternative pension options
available and to build up their capacity to monitor the performance of pension funds and
to suggest necessary changes in pension policies. The Finnish Local Government Pension
Institution (KEVA), which also covers the health sector, has developed a comprehensive
approach to the diverse issues surrounding pensions, including vocational rehabilitation
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to maintain working capacity of incapacitated or older workers, an open communication
and information policy, training opportunities and advisory services, long-term investment
strategy and diversification of investments to reduce risks, and, last but not least, participation
of representatives of the employee trade union federations in the decision-making and
advisory bodies of KEVA (2007). The urgent need for more sustainable investment strategies
and guidance for pension funds in this area has come to the fore with the current financial
market turmoil. The UK National Association of Pension Funds (NAPF) Workplace Pensions
Survey showed a shocking level of unawareness and lack of understanding of the basic rights
and functioning of existing private pensions among the majority of concerned employees.
It believes that simple and regular information on the benefits has the potential to boost
retirement savings amongst the British workforce, especially for those who have not joined
their employer’s occupational pension scheme (NAPF 2008). The international trade union
movement has recently engaged in research, training and dissemination of information on
pension issues to their members, consumer associations and mutual cooperative companies
that is bound to fill an important gap (ETUC 2008). But much remains to be done.
Eighth, provide organizations which represent nurses with appropriate channels for a
“voice” by being represented in bodies that deal with pension reform policy and by developing
social dialogue to build political consensus on pension reform paths. In several countries,
employees nominate trustees on pensions boards, normally through their trade union
representatives, for example in the Nordic countries, the Netherlands and the UK, enabling
them to stave-off changes that may adversely affect employees’ pensions. Some trade unions
have created their own pension funds that have become important players in the financial
markets, notably in Denmark and the US. In the current financial crisis, big pension funds in
the US and in Europe, which are major institutional investors, have taken action to prevent
downward speculation by stopping lending their bank shares to so-called “short-sellers”.

Finally, the current trend towards greater individualization of pension rights and a tighter
link between work, contributions and benefits, has been accompanied by an emphasis on
work at all ages, which is underpinned by a philosophy of choice and responsibility by the
individual for bearing the cost of supporting oneself in old-age for longer periods than in
the past, without imposing an unfair burden on the next generation. This implies that social
protection systems must ensure a fair deal for both men and women in ageing societies
throughout the life cycle, by facilitating equal access to employment and to benefits for
men and women, taking due account of the need to balance work and family responsibilities
during different stages of life. This requires not only preventing poverty among elder women,
children and households but also achieving greater equality throughout the life course.
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The Post-Socialist Transition and Care
for Older People in Slovenia
by Valentina Hlebec*

Abstract

The complex set of social changes in Central and Eastern European countries (CEE)
which include the transformation of political, economic and welfare systems is generally
named “the transition period”. In Slovenia these changes started in 1991 with the country
attaining independence and continued with thorough changes to the welfare system. Together
with the transformation of the welfare system, new forms of care for older people such as
home care services were introduced. In this paper we present the welfare system reforms
relevant to older people and the consequent development of their care in two main areas:
institutional care as well as the development of social services for older people living at
home.

1. Introduction

The Slovenian welfare system today is the outcome of a series of gradual changes over
the last 20 years. However, its origins can be traced to the 1950s and the development of
the Yugoslav welfare system (see Kolarič, 1990 and 1992; Kolarič et al., 2009). The state
socialist welfare system was based on the compulsory payment of contributions by employees
and enterprises to cover risks of income loss (including old age) and all contributions for
education, childcare, care for older people etc. The system had three components, namely:
the public sector, the informal sector and the “gray” sector. In the public sector, a well
developed and regionally dispersed network of public (state) organisations and institutions
provided formally organised professional services, including numerous institutions for
the care of older people (old people’s homes). The second sector — the informal sector
— provided services that were lacking in the public sector. These were provided by members
of close and extended families, friends and neighbours. This voluntary and unpaid provision
of services, largely based on strong value orientations, normative expectations and emotional
closeness within informal networks (Filipovič Hrast and Hlebec 2008 and 2009; Hlebec and
Filipovič Hrast 2009; Hlebec 2009), was ignored by the state and therefore not supported by
policy measures. The gray sector (Kolarič 1990 and 1992; Kolarič et al., 2009) comprised
employees in public institutions and organisations who were offering services for direct
(illegal) payment. The gray supply of services was tolerated by the state as it compensated
for the lack of services in the public sector. Part of the third sector also comprised voluntary
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organisations and associations which were financially supported by the state. This part of the
system was not well developed before the transition period.

Therefore, care for older people before the transition period was based on the public
provision of institutional care and on informal care provided mostly by family members
(Nagode et al., 2004). That is why it is important to continually observe both: (1) the
development of institutional care; and (2) the development of policy measures and services
for older people living at home and for their carers.

The change of the political system in 1991 was accompanied by changes in the economic
system as well as gradual changes in the welfare system. Among changes to employment
policy, family policy, disability and old age pension policy, health care policy, educational
policy and housing policy (Kolarič et al., 2009), the old age pension reforms and health care
reform had the greatest impact on care for older people. There were also several specific acts
and programmes related to care of older people which we will review later.

Two pension system reforms took place in 1992 and 1999 (Kolarič et al., 2009). Changes
in the pension system, although gradual, increased the retirement age, reduced differences in
requirements for men and women (the full pensionable age for men is 63 and 61 for women)
and emphasised the relationship between benefits and contributions. A three-pillar system
of pension financing was also introduced. A new reform is in the pipeline and the proposed
changes further increase the retirement age and are aimed at the pension system’s long-term
financial sustainability.
The pension system changes have had an effect on the retirement age which is slowly
rising, as shown in Figure 1 below.
Figure 1: Average age of new pension beneficiaries (without survivors and widower’s
pensioners) under general and special regulations, by years, situation in December

Sources: Zavod za pokojninsko in invalidsko zavarovanje Slovenije, 2010; The Pension and Disability Insurance Institute of
Slovenia, 2004.

142

However, other changes relating to the pension system reform have had a negative impact
on the lives of older people, especially those who are the most vulnerable — the very oldest.
The income position of retired people was improving from 1983 to 1993, although the poverty
incidence of people aged 60+ was considerably above the national average (see Stropnik
et al., 2003: 62-64). While the economic situation of older people was improving until
2001, their economic situation has deteriorated since 2001 as shown by Kump and Stropnik
(2009; Stropnik et al., 2010) in their analysis of the economic status of older people after
the pension reforms. The biggest decrease in the economic situation occurred for those aged
75+, who also faced a decrease in their absolute (not only relative) income. As emphasised
by those authors, elderly women, especially women in a single household, and people living
in pensioner households are in a particularly low income position. The authors relate these
changes directly to the impact of the pension reforms.
Changes to the health care system were introduced by the health insurance reform of the
1990s (Kolarič et al., 2009). Basic (compulsory) health insurance (CHI) still covers almost
the entire Slovenian population and therefore the health security system is accessible to
all. However, several services, medicines etc. require additional voluntary health insurance
(Stropnik et al., 2003). Some researchers (e.g., Javornik, 2006) claim that the growing social
and economic inequalities as a result of the transition have had a greater effect on differences
in health and overall wellbeing than the health security system itself. Moreover the health
system and social welfare system are only slowly responding to demographic changes and
the intensive ageing of the population. The long-term care system is still quite fragmented
and systemic, while related policy changes are still a challenge for the near future.

Apart from overall changes to the welfare system after the transition, other policy
measures were developed that relate directly to the care of older people. These measures and
their consequences are presented in the following paragraphs.

The Pension and Disability Insurance Act (PDIA) prescribes means-tested transfers
among the elderly such as a pension income supplement which is available to pensioners
with low incomes and an incomplete contribution period. It is granted to old-age pensioners,
disability pensioners and recipients of a survivor pension. 1999 also saw the introduction of
a national pension granted to people who do not receive any pension and satisfy a number of
conditions. In addition, assistance and attendance allowance beneficiaries are mostly given
to pensioners.
The Health Care and Health Insurance Act (1992) offers an opportunity for family
members to take care of a close family member. They are eligible for wage compensation for
7 days, exceptionally for 14 days, but only for people who are living in the same household.
The National Health Care Programme in the Republic of Slovenia — Health for All by 2004,
emphasised home care services. Although a long-term care insurance act was proposed in
2006, it is still to be passed.

The Social Security Act (MDDSZ, 2006a; Amendment to the Social Security Act, 1992)
defines services for social prevention, and services meant to eliminate social distress and
difficulties (first social aid, personal help, help to the family, institutional care, guidance,
protection and employment under special conditions, help to workers in enterprises, institutions
and other employers). One measure related to care for older people is the possibility for a
family member to become a family attendant with the right to partial payment for lost income
at the minimum wage level or to a proportional part of payment for lost income in the case of
part-time work.
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The programme for the development of care for older people in social protection in
Slovenia (Program razvoja varstva starejših oseb na področju socialnega varstva v Sloveniji
do leta 2005, MDDSZ, 1997) emphasised the development of institutional care and the
development of services in the community.
The strategy of care for the elderly till 2010 (MDDSZ, 2006b) supports: the enlargement
of capacity for care at old people’s homes; the granting of concessions to and encouragement
of public-private partnerships; upgrading of the capacity network for day care; the distribution
of home help services; the distribution of the sheltered housing system; the distribution of
the remote help system provider so that the public access contractor network is ensured
and covers the whole country. Support for family members who take care of elderly family
members was also encouraged.
The National Social Protection Strategy of 2005 and the Resolution on the National Social
Protection Programme 2006-2010 define new forms of mobile assistance, day care centres,
care in a family other than the birth family and care in sheltered housing for the elderly. In
addition, two programmes tackle social exclusion and poverty: the National Programme on
the Fight against Poverty and Social Exclusion (MoLFSA 2000) and the National Action Plan
on Social Inclusion 2004-2006.

As mentioned, care for older people before the transition period was based on the
public provision of institutional care coupled with informal care provided mostly by family
members. Policy measures since 1991 have targeted both the development of institutional
care and support for older people living at home and their carers. Therefore, we focus the
main part of this paper on trends already emerging in the development of: (1) institutional
care; and (2) services for older people living at home.

2. Institutional Care for Older People in the Past 20 Years
The development of institutional care before and after the transition can be divided
into three main periods (Mali 2009), accompanied by a paradigmatic view of institutional
care. The period before the transition, between 1965 and 1990, is described as a sociogerontological period where old people’s homes were designed as geriatric institutions
focused on sick old people. Employees mostly came from medical professions. In 1967 there
were 35 old people’s homes with about 3,100 residents. The period between 1991-2000 is
described by Mali (ibid.) as a hospital model of old people’s homes where, regardless of the
increasing number of social workers among the employees, hospital-like rules of living were
in use. The employment of specialised medical professionals was called for by the growing
complexity of residents’ medical conditions. Employees noticed the increasing formalisation
of communication between employees as well as between employees and residents, together
with ever less solidarity and co-operation. The period since 2000 is described as a social
model of institutional care. Its implementation has been based on a rising number of people
suffering from dementia and the inability of the medical model of care to provide highly
individualised care. Social care workers alone started to implement an individual approach
to residents, along with the intervention and supervision of other professions employed in
old people’s homes. The introduction of teamwork on the part of professionals will provide
better care for residents in the future. We will now review the development of institutional
care since 1990 on the basis of available data.

In the following paragraphs the development of institutional care will be presented in figures
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(number of institutions, number of residents, number of women, ways of payment, number of
privately-owned institutions vs. public institutions, number of applicants). Data for the tables
and figures were collated from various sources, mostly from the Statistical Office of the
Republic of Slovenia but also from other institutions such as the Ministry of Labour, Family
and Social Affairs. A detailed list of sources is given below each table.
Table 1: Old people’s homes and people in care

1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009

Old people’s homes
53
NA
53
NA
50
47
48
47
48
50
49
55
58
61
63
68
69
69
84
83

Number of residents
11,260
NA
11,178
NA
10,664
10,757
11,057
11,500
11,645
11,951
11,905
12,346
13,051
13,498
13,098
13,641
13,699
13,856
15,235
15,994

% of Women
67.6
NA
68.5
NA
70.6
71.5
72.5
71.8
72.0
72.2
72.3
72.6
72.9
73.0
74.1
74.1
74.6
74.8
74.7
NA

Sources: SURS, 2004, 2007: 2 and 2009; Jacović, 2009; Dremelj et al., 2009: 98.

As Table 1 shows, the number of institutions has been increasing along with the number
of residents. However, the desired goal, the inclusion of 5% of the population over 65, has
not yet been achieved (in 2009 the figure was 4.7%, Dremelj, et al., 2009: 98).
In the following table, the shares of public and private institutions are presented.
Table 2: Public/private institutions
Private (licensed)
Public

2001
5
58

2002
5
58

2003
11
58

2004
11
59

2005
14
60

2006
18
60

2007
18
60

Sources: Dremelj et al., 2009: 98; Skupnost socialnih zavodov Slovenije, 2007: 16 and 2007: 24-31
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2008
28
56

2009
28
55

In 2009 there were 3,235 residents in private institutions and 12,759 in public institutions
(Skupnost socialnih zavodov Slovenije). We have seen a rising number of privately owned old
people’s homes with a licensed care programme during the last nine years and a smaller number
of public institutions. A clear advantage of private institutions is their size as their lower average
number of residents may allow more personal and individualised treatment. The average number
of residents in privately owned old people’s homes is 115, whereas the public institutions have
many more (the average number of residents is 232). However, the private institutions are less
appealing due to the price of the care they offer, which is higher than the price of care in public
institutions (Dovšak 2010) and the services provided are not upgraded in comparison to public
institutions. The price of services in private old people’s homes is also determined by the state.
Generally, people’s preferences for public institutions are reflected in the waiting lists
(generated 8.4. 2010), where the number of applicants for public old people’s homes is higher
than the number of actual residents, whereas the number of applicants for private old people’s
homes is less than half the number of residents in such homes. The waiting list is not uniquely
arranged as an individual applicant may apply for placement in several different institutions;
nevertheless, the number of applicants in regions surrounding the country’s bigger towns
clearly suggests that the longest waiting period is in the central region surrounding the capital
city of Ljubljana.
Table 3: Number of applications by type of institution

Celje

Koper
Kranj

Krško

Ljubljana
Maribor

Murska Sobota
Nova Gorica
Novo mesto

Ravne na Koroškem
Total

Public old people’s homes

Private old people’s homes

969

171

1,105
1,852
540

Total

557

1,662

0

1,852

0

1,140
540

7,369

463

7,832

299

8

307

1,184

196

789

0

722

0

420

81

15,249

1,476

1,380
789
722
501

16,725

Source: Skupnost socialnih zavodov Slovenije, 2010

Finally, we present data on the ways of paying for old people’s homes. Slovenian legislation
places responsibility for care firstly on family members and then on the municipality (when
family members, together with the old person are unable to provide payment).
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Table 4: People in care by mode of payment for care
Total

1998

11,584

2003
2005

1999-2002
2004
2006
2007
2008

People
in care

themselves

Relatives

People

People

in care,

municipality

2,631

2,678
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relatives municipality

3,961

831

13,498

4,867

957

3,986

2,903

13,641

4,673

1,485

4,320

NA

13,098
13,699
13,856
15,235

NA

NA

4,835

1,298

4,884

1,555

4,926
5,329

1,501
1,579

Relatives,

in care,

NA

3,905
4,252
4,525
5,127

People in care, Municipality
relatives,

municipality
369

966

60

285

440

2,334

102

326

401

2,201

71

NA

2,394
2,296
2,361

NA
51
75

109

NA

308
292
326
411

NA

307
345
306
319

Sources: Skupnost socialnih zavodov Slovenije, 1998: 31; SURS, 2004, 2005, 2006 and 2006-2008; Dremelj et al., 2009: 98

Figure 2: People in care by mode of payment for care in %

The most prevalent ways of payment are the following: people in care themselves, people
in care together with their relatives, people in care and the municipality, as well as payment
solely by relatives. The percentage of people paying for themselves has been stable in recent
years — about 35% — whereas the percentage of combined forms of payment has changed
radically. The percentage of a combined payment by people in care and their relatives has
risen by more than 10%. The percentage of a combined payment by people in care and
the municipality has dropped by almost 10%. While combined payments by old people
and their relatives and by old people and the municipality were about equal (23%) in 1998,
municipalities have clearly reduced their involvement in payment for institutional care. The
difference between combined payments was about 20% in 2008. A slow increase is observed
in payment exclusively by relatives. It is difficult to interpret these patterns, apart from the
fact that family members have a stronger involvement in paying for institutional care and
municipalities have a smaller one, and the recent economic crisis will probably be reflected
in reduced payments by relatives.
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3. Help at Home
Help at home is a social assistance service which was developed in the first half of the
1990s. It is a social assistance service intended to improve the quality of life of older people
living at home and who are unable to care for themselves due to old age or illness and
whose family cannot provide them with sufficient care. It was developed to cut the number
of waiting applicants for old people’s homes and to improve the quality of life of those living
at home. An individual is eligible for up to 4 hours of care per day or a maximum of 20 hours
per week. The financial burden of the service is carried by the municipality which by law
is obliged to cover at least 50% of the cost of the service. The state reduces the price of the
service by contributing to the labour costs of the service provider.
An evaluation of how the service was being implemented was first carried out by the
Ministry of Labour, Family and Social Affairs (Nagode 2009) in 2003. The number of users
was 2,875 in March of that year, the average cost of the service for users per hour was EUR
5.42; however, there was a wide price range of EUR 1.90 to EUR 10.94. The second evaluation
by the Ministry was undertaken in 2005 and the number of users had nearly doubled in two
years (4,732). About 86% of users were over 65 years of age. This evaluation confirmed
that the price of the service varied unreasonably across municipalities and that not every
municipality provided at least 50% of the cost of the service. The Social Protection Institute
of the Republic of Slovenia has started to systematically evaluate the service, although its
third report is not yet available. We therefore present the findings from their first and second
reports (Smolej et al., 2008a, 2008b). In the first half of 2007 there were 74 institutions
providing help at home for 4,880 users. Among these, there were 85% of public institutions
that offered the service, most often old people’s homes and centres for social work. Among all
Slovenian municipalities, only 13 municipalities did not provide help at home. The average
price had dropped to EUR 4.3, however there was still a wide price range (EUR 0.4 to EUR
11.2). On average one employee provided services for seven users (the regulations prescribe
a maximum of five users). Therefore, it was not only the price that varied considerably and
one can speculate that the quality of services also varied widely between municipalities. Less
than half of all municipalities offered help at home during afternoons, weekends and holidays
and nine municipalities covered less than 50% of the cost.

In the first half of 2008 (Smolej et al., 2008b), the number of providers had risen to 78,
however nine municipalities still did not provide help at home. Some municipalities provided
help for other municipalities, for example the centre for social work at Ptuj provided services
for 16 other municipalities. Public institutions continued to be the main providers. The two
biggest towns, Ljubljana and Maribor, established special public institutions to provide help
at home. The number of users rose to 5,780; half of them were over 80 years old. There were
still variations in the provision of services, for example 52% of municipalities offered help
at home only on week day mornings, whereas only 35% of municipalities also provided help
at home in the afternoon and on weekends and in holidays (own1 calculations). The average
price of the service per hour for the user was EUR 4.2, three municipalities provided services
free of charge, while the maximum price per hour paid by users was EUR 12.1. The total
cost of the maximum number of hours per month (the maximum number of hours is 20 hours
per week), namely for about 80 hours of services, would cost between EUR 0 — EUR 968
which is obviously an enormous variation. Just as an illustration, the average old age monthly
pension was EUR 559 in 2007 (MDDSZ, 2008: 57).
Raw data on some indicators were published as part of the report (Smolej et al., 2008b) and we provide our own calculations for
relevant indicators.
16
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In Table 6 data about home care services are provided across regions (own calculations),
using raw data. For the price paid per user we provide the mean, minimum and maximum to
show the variations across regions and municipalities. The majority of users were aged 65+
(88%). While the variability in the mean price for users is not so large across regions, it is
quite large across municipalities. For example, the lowest average price paid by users was in
the Koroška region and the Podravska region (EUR 2.6 and EUR 2.9, respectively), while the
highest average price was paid by users in the Gorenjska and Obalno-Kraška regions (EUR 5.4),
plus the Spodnje posavska region (EUR 5.0). The widest range (max-min) was in the Savinjska
region where the minimum price was EUR 1.9 and the highest price was EUR 12.1. Not
surprisingly, the municipality with the highest price of EUR 12.1 had no users in the last 3 years.
If we consider the total cost of care per hour, the variability in price is much smaller. Given
that the municipalities provide differing contribution shares and that not every municipality
is eligible for a contribution from the national Active Employment Policy programme, the
variability in the price paid by users is not so surprising. As suggested by Smolej et al.
(2008: 20-21), users paid about 1/3 of the actual price of the service. Three municipalities
(Brezovica, Ig, Škofljica) paid the total cost of the service, whereas seven municipalities
(including the one with a price of EUR 12.1 per hour for the user) did not provide half of the
total cost of the service as defined by law.
Table 5: Home care services
Average number

Number of

of users/monthly users aged 65+

Price paid by

% of contribution

Total costs of

user/EUR

by municipality

care per

(mean/min/max)

Average number Number of visits

Effective time

Number

of carers

per carer/monthly

of one visit

of applicants

hour/EUR

Gorenjska

460.9

404.9

5.4/ 2.8/ 9.2

65.8

15.4

73.0

19.7

46.8

25.0

Goriška

624.8

573.2

4.1/ 1.9/ 5.4

60.0

16.8

66.0

17.0

56.9

55.0

Jugovzhodna Slovenija

516.6

451.5

4.8/ 1.4/ 8.0

60.2

17.6

46.0

17.0

43.0

39.0

Koroška

109.8

95.3

2.6/ 1.1/ 4.1

54.5

12.0

26.5

19.5

103.8

118.0

Notranjsko - Kraška

201.0

175.0

4.3/ 3.8/ 4.7

63.9

14.3

18.5

17.0

42.2

0.0

Obalno - Kraška

326.7

292.6

5.4/ 4.6/ 7.3

60.3

18.7

39.5

16.9

51.3

35.0

1,283.1

1,143.9

4.2/ 0.0/ 9.8

72.3

15.2

184.3

17.2

53.5

296.0

Podravska

695.5

595.0

2.9/ 0.4/ 4.4

49.5

14.9

127.4

16.6

86.6

268.0

Pomurska

257.0

216.0

4.7/ 3.8/ 6.0

53.6

14.4

46.0

17.1

65.4

126.0

Savinjska

899.8

792.4

4.8/ 1.9/ 12.1

54.7

13.6

113.4

17.3

62.6

98.0

Spodnjeposavska

279.7

244.0

5.0/ 4.4/5.6

56.1

16.4

24.0

17.9

41.3

2.0

Zasavska

126.0

113.0

3.9/ 3.0/ 5.2

61.5

14.0

15.5

12.2

72.3

8.0

5,780.8

5,096.7

4.2/ 0/ 12.1

57.9

15.0

780.1

17.3

64.5

1070.0

Osrednjeslovenska

Total

Sources: Skupnost socialnih zavodov Slovenije, 1998: 31; SURS, 2004, 2005, 2006 and 2006-2008; Dremelj et al., 2009: 98

In total, 780 carers provided home care services and the number of carers per region
matches the number of people using home care services (the correlation between the number
of carers and the number of users is nearly 1 across the municipalities). About 60% of the carers
had full-time employment (Smolej et al., 2008b: 22-23), with the rest having employment
provided by the state via its Active Employment Policy (mostly public works). The number
of users per carer is greater than that prescribed in the regulation (7.4  users instead of 5)
although 73% of municipalities do not report a need for additional carers. However, large
cities such as Ljubljana and Maribor do report a lack of carers.
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On average, one user received 17 visits by a carer which lasted, effectively, 66 minutes on
average. Care comprised household help (46%), personal care (45%) and maintaining social
contacts (9%) (ibid). 40 municipalities had rejected new users (at least one user) based on a
lack of carers, or a lack of carers for a specific period of the day (mostly in the morning).

4. Conclusion
Like other CEE countries, Slovenia has faced many changes in the past 20 years. Some
of those changes are global, such as ageing of the population, but others are specific, such
as independence from Yugoslavia, the transition from a socialist to a capitalist political and
economic system, accession to the EU, and changes in the welfare system. It is very hard, if
not impossible, to separate these changes and assess their individual impacts on changes in
Slovenian society, and more specifically on care for older people.
As shown in the paper, two areas of care for older people are especially important in
Slovenia and require constant evaluation, namely, institutional care provided in old people’s
homes and care provided for people living at home. If there has been a lack of support for
people living at home and their carers, who were mostly close family members, we observe
that there has been a rapid development of services for people living at home in the last 20
years. Home care services are probably the most important development in care for older
people living at home. Even though there is a rapidly rising number of users and a moderate
decrease in the price of services per hour paid by the user, some issues must still be considered.
For example, there is still a large variation in the price paid by users across municipalities,
home service is not offered in every municipality and services are not always provided in
afternoons, during weekends and holidays. Further, evaluations of home care services have
so far been carried out from the organisational point of view, meaning the voices of carers
and users have yet to be heard. There is a need to evaluate the service from multiple points of
view, focusing on the quality of services for users and working conditions for carers.

Apart from the home care services evaluated in this paper, other services have also been
developed recently. For example, day care centres have been established (there were 30 day
centres at the end of 2007), and sheltered housing was provided at 11 locations (MDDSZ,
2008: 72). Tele-care has been available since 1992 (Hojnik-Zupanc et al., 1996) and evolved
from a single local provider in the capital town Ljubljana to six regional centres (Nagode et
al., 2004; MDDSZ, 2008: 72). The range of services offered to people living at home has
been growing in the last 10 years.
Institutional care for older people provided by old people’s homes has seen an increase
in the number of residents. Although the public institutions are very big, the privately owned
old people’s homes do not always provide additional or better services than the public ones.
The third sector, previously the grey sector, is being filled by privately owned old people’s
homes, home care services and voluntary organisations. A network of 6 of 15 intergenerational
centres and 1,029 self-help groups was co-financed in 2008 by the Ministry of Labour, Family
and Social Affairs (MLFSA; Dremelj et al., 2009: 103). Similarly, in 2007 voluntary work
carried out by members of the Slovenian Federation of Pensioners’ Organisations was cofunded by the MLFSA (MDDSZ, 2008: 46-47). Altogether, 1,384 of them made 39,681 home
visits to 50,982 pensioners aged 69 and above.

As shown in this paper, changes in the welfare system have been extensive in the last 20
years as regards care for older people. Policy measures have generally expanded the number
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of choices for older people living at home, and their close family members. Future challenges
include long-term care, palliative care and policy measures enabling and supporting family
care of older people carried out by close family members.
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document
Strengthening Older People’s Rights:
Towards a United Nations Convention

*

1. Introduction

Older men and women have the same rights as everyone else: we are all born equal and
this does not change as we grow older. Even so, older people’s rights are mostly invisible
under international law.

Despite the existence of the Universal Declaration of Human Rights,1 older people
are not recognised explicitly under the international human rights laws that legally oblige
governments to realise the rights of all people. Only one international human rights
convention (The International Convention on the Protection of the Rights of All Migrant
Workers and Members of their Families) mandates against age discrimination. Commitments
to the rights of older people exist, such as with the Madrid International Plan of Action on
Ageing (MIPAA). However, they are not legally binding and therefore only impose a moral
obligation on governments to implement them.
A UN Convention on the Rights of Older Persons is necessary to ensure that older women
and men can realise their rights. With a new UN convention, and the assistance of a Special
Rapporteur, governments can have an explicit legal framework, guidance and support that
would enable them to ensure that older people’s rights are realised in our increasingly ageing
societies.
	Demographic change is resulting in unprecedented numbers of older people worldwide.
Greater numbers of people will be affected directly by age discrimination and ageism, thereby
increasing pressures on governments and society as a whole to respond. Strengthening older
people’s human rights is the best single response.
While UN conventions are agreed by governments, support cannot be built without the
backing and advocacy of older people. Civil society organisations play a key role in making
this happen and in holding governments to account for the decisions they make. This is why
we need you to be involved.

This document on the “Rights of Older People” as been provided to us by Susan Paul, President, Global Action on Aging, 777 Un
Plaza, Suite 6J, New York, NY 10017 US, E-mail: list.serv@globalaging.org - www.globalaging.org. This publication was produced
collaboratively by nine organisations (their names and sites are provided at the end of the document).
1 The Universal Declaration of Human Rights, established in 1948, is now recognised as customary law that is binding on every
country in the world. The UN has compiled translations of the Universal Declaration on Human Rights in over 300 languages and
dialects: www.ohchr.org/EN/UDHR/Pages/SearchByLang.aspx.
*
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This publication was produced to strengthen understanding and awareness of the need
for a Convention on the Rights of Older Persons. It aims to provide the arguments and tools
for engaging stakeholders across the globe in debate about older people’s rights and the
role of a convention. We actively encourage others to translate this publication into as many
languages as possible. A design template is available to help facilitate this.
Please contact any of the participating organisations that have made this publication
possible for further information.

2. Why is Demographic Ageing Important?
Population ageing is one of humanity’s greatest triumphs. It is also one of our greatest
challenges and places increasing economic and social demands on all countries.
Worldwide, the proportion of people aged 60 years and over is growing and will continue
to grow faster than any other age group due to declining fertility and rising longevity.
The number of older people over 60 years is expected to increase from about 600 million in
2000 to over 2 billion in 2050. This increase will be greatest and the most rapid in developing
countries, where the number of older people is expected to triple during the next 40 years.

By 2050, over 80 per cent of older people worldwide will be living in developing
countries.
At the same time, the number of ‘older old’ persons (here defined as 80 years and over) in
the developed world will reach unprecedented levels.2

Older people need adequate income support as they age, opportunities to engage in decent
employment should they wish to remain active, and access to appropriate health and social
services, including long-term care. The higher number of women living into very old age also
presents a major challenge for policy-makers.

The lack of policies to address these issues is condemning millions of older people to a
life of poverty instead of recognising the active economic and social contributions they can
make to their families, communities and society as a whole.

3. Putting older People’s rights into Context
What Are Human Rights?

Human rights are the rights people are entitled to simply because they are human beings,
irrespective of age, citizenship, nationality, race, ethnicity, language, gender, sexuality or abilities.
When these inherent rights are respected, people are able to live with dignity and equality,
free from discrimination. Human rights are universal, widely accepted and central to our
understanding of humanity. The concept of human rights has developed over time and has
its origins in a wide range of philosophical, moral, religious and political traditions. There is
no single historical narrative charting the evolution of rights to the understanding we have of
them today. This is what gives them their universal relevance.
Source: Population Division of the Department of Economic and Social Affairs of the United Nations Secretariat, World Population
Prospects: the 2008 Revision: http://esa.un.org/unpp.
2
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What Are older People’s Rights?

The Universal Declaration on Human Rights states in Article 1 that ‘all human beings are
born free and equal in dignity and rights’. This equality does not change with age: older men
and women have the same rights as people younger than themselves.

The rights of older people are embedded yet not specific in international human rights
conventions on economic, social, civil, cultural and political rights. Examples include the
right to equal protection before the law, the right to own property, the right to education, the
right to work and the right to participate in government.

Some rights may have more relevance in older age than at other times in life, e.g. the right
to social security in the form of a pension.
Sometimes a right that may have been respected when someone is young may not be well
protected in older age, e.g. the right to access appropriate health and social care services.
Why is it Important to Promote and Protect the Rights of older People?

Human rights change people’s lives. Protecting older people’s rights will help to enable
them to lead dignified, secure lives, as equal members of society.
	Discrimination against any group in society is unacceptable. With rapid population
ageing, the prevalence of age discrimination escalates and so does the imperative to address
the fundamental causes of discrimination. Treating older people with respect and on an equal
basis with younger people creates the conditions that enable all people in society to participate
in and contribute to their own development. It is important to remember that today’s younger
adults are tomorrow’s older people.
What Is the Connection between Ageism, Age Discrimination and older People’s
Rights?

Ageism is the stereotyping of, prejudice against, or discrimination against a person
because of their age. Age discrimination is when someone is treated differently because of
their age.

Ageism and age discrimination can result in violations of older men’s and women’s rights.
They continue to be tolerated at all levels of society: by individuals and institutions; through
local, provincial and national policies; as well as in the business sector.
It is important to remember that older people are not a homogenous group. Older men and
women age differently and the discrimination that they experience is often multi-dimensional,
based not only on age but on other factors, such as gender, ethnic origin, where they live,
disability, poverty, sexuality or literacy levels.
How Are older People’s rights Violated?

The rights of older people are violated in a number of different ways, including: Older
people’s right to freedom from discrimination, older men and women are often denied access
to services, jobs or treated without respect because of their age and other factors such as
gender or disability.
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Older people’s right to freedom from violence

Older men and women are often subjected to abuse including verbal, sexual, psychological
and financial abuse.
Older people’s right to social security

Many older people do not have financial protection such as pensions and other forms of
social security. Lack of a secure minimum income can make older people and their families
fall into poverty.
Older people’s right to health

Older people may not receive appropriate health and social care because of their age.
Treatment can be denied and older people can receive poor or insufficient service.
Older people’s right to work

Sometimes older people are deemed ‘unemployable’ because of their age — this is
a violation of a person’s rights in the workplace, everyone has the right to free choice of
employment. Furthermore, older people may also be forced to stop working because of
mandatory retirement ages.
Older people’s right to property and inheritance rights

In many parts of the world, inheritance laws, both statutory and customary, deny women of
all ages the right to own or inherit property when their husband is deceased. Family members
often force widows off their land or seize their property which is a violation of their right to
equality of ownership, management and the disposition of property.

4. International Human Rights Law
4.1 What Is International Human Rights Law?
International human rights law provides a system that codifies human rights and makes
them enforceable. It is primarily concerned with the relationship between the state and the
individual. International human rights law is made up of a number of treaties, usually called
conventions or covenants. These are known as ‘hard’ laws because when a UN Member State
ratifies a treaty, the treaty becomes legally binding on that member state. This means that
the member state has to revise its own laws in line with the treaty and introduce policies and
programmes to implement the different parts of the treaty. A member state is in violation of
the treaty if it fails to bring its laws in line with the treaty, or if the articles in the treaty are
contravened in anyway.
Each treaty has a monitoring system, usually in the form of a committee of independent
experts called a ‘treaty body’. States that have ratified a treaty report regularly to this
committee on its progress in implementing the said provisions.
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The committee examines these reports and makes recommendations on how the member
state can better implement the treaty. Most of the committees can also examine and investigate
individual complaints of rights violations.
There is also a body of ‘soft’ law guiding the treatment of older women and men, including
the UN Principles for Older Persons (1991) and the Madrid International Plan of Action on
Ageing (MIPAA 2002). Although human rights underpin the recommendations in these soft
laws, they are not legally binding. States are under a moral rather than a legal obligation to
follow their recommendations.

UN  Member States reporting on MIPAA in 2007 showed inconsistent government
commitment to the implementation and review, and inconsistent inclusion of older women
and men in this process.3
4.2 Is protection under Existing International and Regional Law enough?
Older people’s rights are protected in a general sense under existing international human
rights law. The Universal Declaration of Human Rights applies to people of all ages. Both
the International Covenant on Civil and Political Rights (ICCPR 1966) and the International
Covenant on Economic, Social and Cultural Rights (ICESCR 1966) apply to every person
regardless of their age.
However, this general protection is not enough. Apart from one exception (on migrant
workers and their families), international human rights conventions do not recognise
specifically that age discrimination should not be allowed.

Regional human rights laws also do not protect older people’s rights systematically or
comprehensively. This lack of provision in human rights law is known as a ‘normative gap’.
There are a number of normative gaps where aspects of the lives of older people are not
addressed adequately by existing human rights law, for example: international standards on
rights within community-based and long-term care settings for both the caregiver and the
person receiving care; legal planning for older age; and the abolition of mandatory retirement
ages. Legal capacity and equality before the law for older women and men under guardianship
also require urgent attention.

In addition, standards that protect older people’s rights are scattered throughout various
international and regional conventions. Bringing the relevant provisions together in one text,
as was successfully done for the rights of women, children and disabled people, would bring
clarity to both the nature of older people’s rights and the responsibilities necessary to protect
them.
4.3 Is Existing International law being used to Protect older People’s Rights?
In practice, the rights of older men and women are not being adequately addressed or
protected through the existing human rights system. This is known as an ‘implementation
gap’. Treaty bodies monitoring human rights commitments rarely ask questions about the
3

HelpAge International, Out of the Shadows, HelpAge International, February 2008.
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rights of older people and UN Member States rarely include older people in their reports to
the treaty bodies. Older people also remain invisible in the new Universal Periodic Review
system, where every UN Member State reports to the Human Rights Council on its human
rights record.

The continued existence of age discrimination and ageism in national laws, policies and
practice is a sign that governments have failed to adequately incorporate older people’s rights
into their laws, budgets, programmes and training for service delivery staff.
4.4 What political support is there for older people’s rights?
Political support is growing for new human rights mechanisms at the regional level. Latin
American States are actively working towards developing a regional convention on the rights
of older people. The African Commission is drafting a new protocol on the rights of older
people to the African Charter on Human and Peoples’ Rights. The creation of a new human
rights body under the 2008 Association of South East Asian Nations (ASEAN) Charter may
provide an opportunity for considering older people’s rights in South East Asia. There is
growing debate about older women’s and men’s rights within the UN system. The Committee
that monitors the implementation of CEDAW  (the Convention on the Elimination of all
forms of Discrimination Against Women) has established a working group to draft a new
general recommendation on older women’s rights. This will provide guidance to member
states on how they can better protect older women’s rights and encourage more systematic
reporting. The Advisory Committee to the Human Rights Council has taken up the rights of
older people as a priority issue and in 2010 will present practical recommendations on how to
better protect them. The Secretary General is preparing a report on the rights of older people
for the 65th UN General Assembly in 2010.

5. Why a Convention — What Would It Do?
5.1 Why do we need a Convention on the Rights of Older Persons?

We need a UN Convention on the Rights of Older Persons because:

Ageism and age discrimination are unacceptable. As the world experiences rapid
population ageing, the pressures that result in age discrimination are likely to intensify; so
does the imperative to address such discrimination.
Human rights change people’s lives. Protecting older people’s rights will help older
people to lead dignified, secure lives, as equal members of society. Exercising these rights
enables older people to be treated with respect on an equal basis with younger people.

Existing international and regional human rights laws do not sufficiently protect
older people’s rights. The Universal Declaration of Human Rights and the international
rights conventions apply to all persons regardless of age. However, age is not listed
explicitly as a reason why someone should not be discriminated against. There are a number
of regional conventions that protect the rights of older people, but not systematically or
comprehensively.

Human rights and development go hand in hand. Respecting people’s rights results in
better development where respect, dignity and having a say are recognised alongside material
security as important to people’s well-being. Increased protection of the rights of older men
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and women creates the conditions which enable them to participate in and contribute to
their own development, as well as that of those around them. In so doing, respecting and
protecting all people’s rights results in more inclusive, equitable and sustainable societies.
Human rights provide standards for service delivery. The private and voluntary
sectors are increasingly recognising the impact they have on the ability of people to realise
their human rights. Many health and financial services are provided by businesses and NGOs.
Although a convention would only be legally binding on ratifying States, the private and
voluntary sectors also need standards for the provision of services that respect older people’s
rights.
5.2 What would a convention do?
Combat ageism and age discrimination
•
•
•
•
•

A convention would:
help to reduce age discrimination and ageism;
oblige ratifying states to adopt nondiscriminatory laws;
draw attention to the multiple discriminations that older people experience;
provide the basis for advocacy, public awareness and education on the rights of older people;
strengthen societies’ responses to the challenges of demographic change and improve
intergenerational solidarity.
Change people’s lives

•
•

A convention would:
help older people live lives of dignity;
change the view of older people from recipients of charity to individuals with knowledge,
power and experience. Increased respect for older people will improve relationships
between different generations and make societies more cohesive.
Clarify responsibilities

•
•
•
•

A convention would:
provide the necessary, legally binding protection of older people’s rights under international law;
provide clarity on what older people’s rights are and the minimum standards and actions
necessary to protect them; make visible the responsibilities of States and other actors
towards older people;
complement and raise the profile of MIPAA and the UN Principles for Older Persons;
strengthen the implementation of existing international law by making the rights of older
people more explicit.
Improve accountability

•

A convention would:
provide a reporting and accountability mechanism for States’ actions towards older people;
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•
•

provide a system of redress for the violation of the rights of older people;
encourage ongoing dialogue among UN  Member States, civil society organisations,
NGOs, the private sector and older people themselves, through the monitoring of its
implementation.
Guide policy-making

•
•
•
•
•
•
•

A convention would:

provide a framework to guide policy decision making;
encourage the collection of age-disaggregated data to inform policy decisions;
promote age-sensitive programmes;
help governments allocate resources more fairly;
encourage greater development aid for programmes benefiting older people ;
lead to the training of healthcare personnel, employees, the judiciary and others involved
in older people’s issues;
guide the private sector in how it can protect older people’s rights.

6. Why a Special Rapporteur — What Would he or she Do?
A Special Rapporteur is an expert designated by the UN who examines and reports on either
thematic or geographical human rights issues to the Human Rights Council. Existing Special
Rapporteurs rarely address the rights of older people in their work. A Special Rapporteur
on the rights of older people could advise and support UN  Member States on the better
implementation of MIPAA and eventually a new convention. He or she could give visibility
to the rights of older people by examining and reporting on the nature and extent of violations
of older people’s rights and making recommendations on how to better protect them. He or
she would also be able to encourage existing rapporteurs to address older people’s rights
within their own specific areas of concern.

7. What can you Do?
A UN  Convention on the Rights of Older Persons cannot be achieved without broad
public support in many countries. Nongovernmental organisations in every country have an
essential role in this process. Here are some general suggestions of what NGOs can do to
promote a convention in their own countries.
Begin by obtaining the commitment of your organisation’s leadership to work towards
the realisation of a convention.
Translate key United Nations and other documents, including this publication, into local
languages.

Gather evidence of discrimination, abuse, neglect, or violence against older people to
support the need for a Convention in your country.

Identify and utilise national and local academic and civic resources, particularly for
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population and socio-economic data regarding the country’s older population. The UN
Population Division provides country and regional demographic profiles at: http://esa.un.org/
unpp/index.asp. Other socio-economic data can be accessed from the Population Division’s
homepage at: www.un.org/esa/population/ unpop.htm
•
•
•
•
•
•

Develop and implement a strategy to build public support for a convention:

Reach out to other social groups (youth, religious, unions, women, people with a disability,
etc.) to recognise social interdependence and foster social solidarity.
Educate your membership, other NGOs, media, and all levels of government on the need
for a convention.
Find and use a simple slogan or tag that encourages the public to support your campaign
for a convention.
Form coalitions with other supporting groups.
Create a network for information sharing among organisations and with the public.

Publicise a convention via the internet, YouTube, blogs, interviews, letters to newspaper
editors and other media. Identify opponents’ reasons for opposing a convention and
develop rebuttals.

Identify key focal points in government for older people and other policy-making allies
for older people’s rights.

Call, write and meet with legislators and administrative officials to advocate for a
convention.
Share developments in your country with other organisations both within and outside
your country.

8. UN Convention Bibliography
The following documents are an essential reading list for anyone interested in the
development of a new UN Convention on the Rights of Older People.
Where possible, individual website addresses have been given for the resources listed
below. All documents listed here can be accessed at: www. ageconcern.org.uk/ageconcern/
unconvention- older-rights-july09.asp
All international human rights instruments can be found on the website of the Office
of the High Commissioner for Human Rights at: www.ohchr.org/EN/ ProfessionalInterest/
Pages/InternationalLaw.aspx
8.1 Official Documents and UN Processes
The Universal Declaration of Human Rights is available in more than 300 languages
and dialects at: www.ohchr.org/EN/UDHR/ Pages/Introduction.aspx Brasilia Declaration,
‘Second Regional Intergovernmental Conference on Ageing in Latin America and the
Caribbean: towards a society for all ages and rights-based social protection’, ECLAC UN,
Brasilia, Brazil, 4-6 December 2007: www.eclac.org/celade/ brasilia2007  (English
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version available on website). Regional conference that included a commitment to promoting
the drafting of a convention on the rights of older people within the framework of the UN.
Brasilia Declaration ECLAC Followup Meeting, Rio de Janeiro, Brazil, 16-17
September 2008. Summary report by Global Action on Ageing of meeting to follow up on
commitments made in Brasilia in December 2007.

Brasilia Declaration ECLAC Second Follow-up Meeting, Buenos Aires, Argentina,
21-22 May 2009: www.globalaging. org/agingwatch/events/regionals/eclac/ rioreport2008.
htm Summary report by ECLAC of second meeting to follow up on Brasilia Declaration
commitments. Report of the Expert Group Meeting: ‘Rights of Older Persons’, UN 
Department of Economic and Social Affairs, Division for Social Policy and Development,
Programme on Ageing, Bonn, Germany, 5-7 May 2009: www. un.org/esa/socdev/ageing/
documents/egm/ bonn09/report.pdf Meeting convened in preparation for the report of the
UN Secretary-General to the 64th session of the General Assembly.
Follow-up to the Second World Assembly on Ageing: Report of the Secretary General,
UN  General Assembly, 64th Session, A/64/127, 6 July 2009: www. globalaging.org/
agingwatch/GA/SGreport64.pdf Main focus of the report is the promotion and protection
of human rights as they pertain to older people in the context of the implementation of
international legal and policy instruments, as well as national action. Includes recommendation
for a new UN Convention on the Rights of Older Persons.
The Toronto Declaration on the Global Prevention of Elder Abuse, WHO/INPEA,
2002: www.who.int/ageing/projects/elder_ abuse/alc_toronto_declaration_en.pdf
This declaration is a call for action aimed at the prevention of elder abuse.

8.2 Analysis of Current International Law
The Rights of Older People: International Law, Human Rights Mechanisms and the
Case for New Normative Standards, Lindsay Judge, International Symposium on the Rights
of Older People, London, January 2009.

International Longevity Center Advocacy Paper for a Convention on the Rights of
Older Persons, prepared by the law firm Schulte Roth & Zabel LLP for the International
Longevity Center, New York, June 2009.
‘What difference would a new convention make to the lives of older people?’ Dr
Israel Doron, PhD and Mr Itai Apter, LLM, International Symposium on the Rights of Older
People, London, January 2009.

Draft UN Declaration on the Rights of Older Persons, prepared by the Allard K.
Lowenstein International Human Rights Clinic, Yale Law School, with the International
Longevity Center, 3 June 2008.
8.3 Summary of Laws and rights in Different Countries
Summary of International Laws: Vietnam, Brazil, United States, prepared by the law
firm Schulte Roth & Zabel LLP for the International Longevity Center, June 2009.
Summary of International Laws: China, India, European Union, Spain, Portugal,
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South Africa, prepared by the law firm Schulte Roth & Zabel LLP for the International
Longevity Center, June 2009.
A Report on the Rights of Older People in Latin America, Luz Barreto, International
Symposium on the Rights of Older People, London, January 2009.
The Rights of Older People — African perspectives, Jody Kollapan, International
Symposium on the Rights of Older People, London, January 2009.

The Human Rights of Older People in the United States and Canada, Tom Osborne and
Dan Furlong, International Symposium on the Rights of Older People, London, January 2009.

The Rights of Older People in Asia, Niti Saxena, International Symposium on the Rights
of Older People, London, January 2009.
The Protection of the Human Rights of Older Persons in Europe: a legal perspective,
Geraldine Van Bueren, International Symposium on the Rights of Older People, London,
January 2009.

This publication was produced collaboratively by the following organisations
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editor
THE RISK INSTITUTE — ISTITUTO DEL RISCHIO
L’INSTITUT DU RISQUE
On the basis of a voluntary network, partly supported by The Geneva Association,
The Risk Institute was established in order to extend the studies on the issues of risk, vulnerability and uncertainties to the broader cultural, economic, social and political levels of
modern society. It is now in the process of becoming established as a Foundation.
The starting point defining the programme of action was an informal meeting held in
Paris in 1986. Among the participants were Raymond Barre, Fabio Padoa, Richard Piani,
Edward Ploman, Alvin and Heidi Toffler and Orio Giarini.

A first report, by Orio Giarini and Walter Stahel, was published in 1989, reprinted in
1991 and revised in 1993, with the title The limits to Certainty — managing risks in the
modern Service Economy (Kluwer Academic Publishers, Dordrecht, the Netherlands), with
an introduction by Nobel Laureate Ilya Prigogine. It was also published in French, Italian,
Romanian and Japanese. A completely new German version was published in 2000 with the
title Die Performance Gesellschaft (Metropolis-Verlag, Marburg). Partly available on www.
newwelfare.org

The book stresses the point that uncertainty is not just simply the result of inadequate
or insufficient information. Every action extending into the future is by definition uncertain
to varying degrees. Every ‘perfect system’ (or ideology) is a utopia, often a dangerous one:
the total elimination of uncertainty in human societies implies the elimination of freedom.
Learning and life are about the ability and capacity to cope, manage, face, contain and take
advantage of risk and uncertainty.
In 2002, The Risk Institute published with Economica (Paris) the book Itinéraire vers
la retraite à 80 ans. Ever since the The Risk Institute has been mainly concerned with a
research programme on social and economic issues deriving from extending human life
expectancy (usually and wrongly defined as the ‘ageing’ society), which is considered the
most relevant social phenomenon of our times. This is particularly relevant in the context
of the new service economy. The Risk Institute has contributed to the organisation of the
conference on “Health, Ageing and Work” held in Trieste and Duino on 21-23 October 2004.
Followed by a second conference on similar issues, in Turin, October 2007. on this basis,
it has taken the initiative to publish from 2005 the EUROPEAN PAPERS ON THE THE
NEW WELFARE — the Counter-ageing Society, in two versions (one in English and one
in Italian), both freely available on www.newwelfare.org.

In 2010 the Institute published in Italian “Itinerario senza frontiere: dal Texas alla terza
età”. Further more it is now editing the CADMUS Papers, with the South-East European
Division of the World Academy of Art and Science (SEED-WAAS) on issues related to “The
Wealth of Nations Revisited”.

Finally we would like to stress again the idea that the pricing system of insurance is NOT
just an odd case with reference to the rest of the economy (the famous question of the reversal of the costs and prices cycle): in the service economy, the pricing system of insurance
based on uncertainty is now at the core of the whole economy. Whenever a ‘product’ is sold
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today, its future performance will add future foreseen and unforeseeable costs to the present
price paid. In most cases, higher than the cost of the initial ‘product’. Some ‘products’ then,
as in the case of waste management and environmental costs, become a sort of negative
public goods often paid for by taxes (determined ex post). The liability explosion is strictly
interconnected with this issue.

It seems a paradox, but insurance (and risk management) is simply at the core of the
modern, service-based economy. Just the opposite of the normal, current perception and understanding. For the moment, insurance will not make considerable progress as long as the
basics of economics are still those deriving from the traditional (no longer existing in fact)
industrial-manufacturing era. Obviously there is no question of services totally replacing
manufacturing. They are both needed: there is no service without a tool and vice-versa. The
question is just a reversal in the priorities (from hard products to services). And this alters the
notion of value, from the one fixed in an equilibrium system between supply and demand at
a given moment in time, to the one in which any price given at any moment in time is just
a contract or commitment such as an insurance policy: most of the costs in the ‘utilisation’
process — or performance — (determining the real value of any economic system) intervene
‘later’ in time, and are inevitably just ‘probable’.
Director: Orio Giarini
orio.giarini@alice.it
giarini.orio@gmail.com
via della Torretta, 10
34121 Trieste - Italy
www.newwelfare.org

risk_institute@genevaassociation.org
route de Malagnou, 53
1208 Geneva - Switzerland
Tel. +41 (0) 22 7076600
Fax +41(0) 22 7367536
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sponsor
International Association for the study of insurance
economics
“The Geneva Association”

The Geneva Association is a unique non-profit worldwide organisation formed by some
80 Chief Executive Officers of the most important insurance companies in Europe, North
America, South America, Asia, Africa and Australia. Its main goal is to research the growing
economic importance of insurance activities in the major sectors of the economy.
The Geneva Association acts as a forum for its members, providing a unique worldwide
platform for the top insurance CEOs. It organises the framework for its members and their
companies to exchange ideas and discuss key strategic issues. To this end, it has established
large international networks of experts and high-level industry platforms. The Geneva Association serves as a catalyst for progress in this unprecedented period of fundamental change
in the insurance industry. It seeks to clarify the key role that insurance plays in the further
development of the modern economy.
Its activities are focused around 6 research programmes which constitute the core of its
research activities:
1) Risk Management: The aim of this programme is to research and illustrate the new risks
in the emerging service economy.
2) Insurance and Finance: This research programme comprises academic and professional
research activities in the fields of finance where they are relevant to the insurance and
risk management sector.
3) The Four Pillars — Research Programme on Social Security, Insurance, Savings
and Employment: To identify possible solutions to the problem of the future financing
of pensions and, more generally, of social security in our post-industrial societies.
4) Health and Ageing: This programme seeks to bring together facts, figures and analyses
linked to issues in health. The key is to test new and promising ideas, linking them to related studies and initiatives in the health sector and trying to find solutions for the future
financing of healthcare.
5) Insurance Economics: It is dedicated to making an original contribution to the progress
of insurance through promoting studies of the interdependence between economics and
insurance, to highlighting the importance of risk and insurance economics as part of the
modern general economic theory.
6) PROGRESS (regulation and legal issues): This research programme focuses on questions related to regulation, supervision and international co-operation of insurance and
financial services as well as other legal issues of importance.
Today, after more than 30 years of existence, The Geneva Association has become a fixture
for the insurance world through the quality of its research and the expertise of its global networks.
President: Dr. Nikolaus Von Bomhard, Chairman of the Management Board, Munich Re
Group, Munich.
Secretary General and Managing Director: Patrick Liedtke (Geneva)
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The Employment Dilemma and the Future of Work
Report to the Club of Rome
By Orio Giarini & Patrick M. Liedtke
Second edition • 151 pages • CHF 60

Modern societies are trying to develop concepts that allow them to protect their citizens
and at the same time stay competitive in the globalised markets. The approach of the new
welfare state is no longer to arrange for full coverage of (ideally) all risks but to replace the
existing extraordinarily expensive systems with more targeted and efficient approaches. This
is achieved through requiring people to assume more risks individually and to organise their
adequate protection themselves. This so-called “risk shift from public to private”, unfortunately,
has had as a consequence many half-hearted or partial reforms leading to ineffective working
structures, inadequate employment arrangements, and ultimately an erosion of the protective
systems rather than their real modernization.
	In this report, the authors analyse work in all its forms in the modern service economy
and propose several innovative solutions. Two of the most ambitious are: (1) Organising a
basic layer of remunerated work for those who otherwise cannot find employment, keeping
them active and engaged; and (2) the encouragement and empowerment of the elderly to
stay in employment for many years beyond age 60 or 65 — not just as a simple prolongation
of existing careers but at flexible terms (part-time work is the key component) that are more
suitable to them.
About the Authors
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