Sickness, Disability
and Work

BREAKING THE BARRIERS

(@

OECD







Sickness, Disability
and Work: Breaking
the Barriers

A SYNTHESIS OF FINDINGS ACROSS
OECD COUNTRIES



ORGANISATION FOR ECONOMIC CO-OPERATION
AND DEVELOPMENT

The OECD is a unique forum where governments work together to address the economic, social
and environmental challenges of globalisation. The OECD is also at the forefront of efforts to
understand and to help governments respond to new developments and concerns, such as corporate
governance, the information economy and the challenges of an ageing population. The Organisation
provides a setting where governments can compare policy experiences, seek answers to common
problems, identify good practice and work to co-ordinate domestic and international policies.

The OECD member countries are: Australia, Austria, Belgium, Canada, Chile, the Czech Republic,
Denmark, Finland, France, Germany, Greece, Hungary, Iceland, Ireland, Israel, Italy, Japan, Korea,
Luxembourg, Mexico, the Netherlands, New Zealand, Norway, Poland, Portugal, the Slovak Republic,
Slovenia, Spain, Sweden, Switzerland, Turkey, the United Kingdom and the United States. The
European Commission takes part in the work of the OECD.

OECD Publishing disseminates widely the results of the Organisation’s statistics gathering and
research on economic, social and environmental issues, as well as the conventions, guidelines and
standards agreed by its members.

This work is published on the responsibility of the Secretary-General of the OECD. The
opinions expressed and arguments employed herein do not necessarily reflect the official
views of the Organisation or of the governments of its member countries.

ISBN 978-92-64-08884-9 (print)
ISBN 978-92-64-08885-6 (PDEF)

Also available in French: Maladie, invalidité et travail : Surmonter les obstacles — Synthése des résultats dans les pays de I'OCDE
Photo credits: Cover © Myriam MICHAU/Personimages.

Corrigenda to OECD publications may be found on line at: www.oecd.org/publishing/corrigenda.
© OECD 2010

You can copy, download or print OECD content for your own use, and you can include excerpts from OECD publications, databases and multimedia
products in your own documents, presentations, blogs, websites and teaching materials, provided that suitable acknowledgment of OECD as source
and copyright owner is given. All requests for public or commercial use and translation rights should be submitted to rights@oecd.org. Requests for
permission to photocopy portions of this material for public or commercial use shall be addressed directly to the Copyright Clearance Center (CCC)
at info@copyright.com or the Centre francais d’exploitation du droit de copie (CFC) at contact@cfcopies.com.




FOREWORD

Foreword

Sickness and disability policies are rapidly moving to centre stage in the economic policy agenda of
many OECD countries. Even before the onset of the recent recession too many people of working age
who were able to work relied on sickness and disability benefits as their main source of income, and
the employment rate of those reporting disabling conditions was low. The economic crisis has added
to this pressure by raising the possibility that many of the long-term unemployed may end up on
sickness and disability benefits, similar to what happened in previous downturns. In this context,
there is an urgent need to address this “medicalisation” of labour market problems by tackling the
widespread use of disability benefits across the OECD and promoting labour market participation of
people with disability. Many people with health problems can work and indeed want to work in ways
compatible with their health condition, so any policy based on the assumption that they cannot work
is fundamentally flawed. Helping people to work is potentially a “win-win” policy: It helps people
avoid exclusion and have higher incomes while raising the prospect of more effective labour supply
and higher economic output in the long term.

This report summarises the thematic review on Sickness, Disability and Work undertaken by
the OECD over the past few years. It analyses key labour market outcomes of people with disability
across the OECD and draws policy lessons from the thirteen reviewed countries (Australia, Canada,
Denmark, Finland, Ireland, Luxembourg, the Netherlands, Norway, Poland, Spain, Sweden,
Switzerland and the United Kingdom) in transforming their sickness and disability schemes to active
support systems that promote work. The report consists of six chapters and an Executive Summary
with the main conclusions and policy recommendations. Chapter 1 reviews the main trends and the
short and long-term economic context in which disability policy operates. Chapter 2 sets the scale of
the problems by laying out the main social and economic outcomes for people with disability and
society at large across the OECD. Chapter 3 looks at the direction and extent of recent sickness and
disability policy reforms, the degree of policy convergence across countries, and the impact of policies
on the disability beneficiary rate. The three subsequent chapters discuss key policy areas in need of
change: The disability benefit system, which is too passive in most cases, and the work incentives it
provides (Chapter 4); the involuement and financial incentives of employers, especially in the critical
sickness absence phase (Chapter 5); and the responsibilities for public authorities and service
providers in helping people access timely employment supports (Chapter 6).

The report also provides an update, further development and deepening of the findings of
the 2003 OECD report on disability policy for the working-age population, Transforming Disability
into Ability, many of whose conclusions are still valid. As this new report shows, in many countries
disability policy has advanced considerably during the past decade. However, changes in outcomes
have not kept pace with changes in policy development. Disability appears to be a moving target for
policy makers, requiring i) more rigorous implementation of rules and recent changes and
ii) additional and more comprehensive reform. Moreover, things have become even more complicated
in recent years because of the growing weight of a wide range of mental health problems in the
inflows to sickness and disability systems. The latter phenomenon is not yet well understood and the
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OECD has just launched a new country review exercise to analyse it and evaluate which policies
might help to counteract it.

Work on the Sickness, Disability and Work review was a collaborative effort, carried out
jointly by the Employment Analysis and Policy Division and the Social Policy Division of the OECD.
The report was prepared by Christopher Prinz (team leader), Shruti Singh, Heonjoo Kim and Ana
Llena-Nozal, with contributions from Allen Gomes and Veerle Slootmaekers. Tax/benefit models
were provided by Dominique Paturot, statistical work by Dana Blumin and Maxime Ladaique, and
administrative support by Sophie O’Gorman. John Martin, Monika Queisser and Stefano Scarpetta
provided valuable comments. The report also includes comments received from the reviewed
countries and is otherwise based on the comparative review reports published during 2006-10 and
additional information provided by member countries.
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Executive Summary and Policy
Conclusions

Too many workers leave the labour market permanently due to health problems or
disability, and too few people with reduced work capacity manage to remain in
employment. This is a social and economic tragedy that is common to virtually all
OECD countries. Economic and labour market changes are increasingly proving an obstacle
for people with health problems to return to work or stay in their job. In fact, until the
recent recession struck the labour market in 2008, disability was much more prevalent
than unemployment across the OECD countries, and spending on disability benefits was
typically twice as high as spending on unemployment benefits, and even 5-10 times higher
in some cases, especially in the Nordic and English-speaking countries. These facts seem
counterintuitive when one considers that the health status of the working-age population
has been improving over time, as shown by several health indicators.

The deep economic downturn and the associated jobs crisis have shifted the policy
focus to tackling rising unemployment. However, past experience suggests that downturns
tend to hit disadvantaged people more than the general population and, with a time lag of
a few months or even years, increase the disability beneficiary caseload, which then
typically stays on a higher structural level in the subsequent recovery. Therefore, the
current jobs crisis should not be an excuse for delaying urgently needed sickness and
disability reforms.

The disability problem

Disability benefit as a benefit of last resort

Working-age disability policy today is one of the biggest social and labour market
challenges for policy makers. In many countries, disability benefits have become the
benefit of last resort for people unable to stay in, or get into, the labour market, for reasons
related to policy development and labour market changes:

e First, comprehensive reform of unemployment and social-assistance benefit schemes,
with a much tighter administration of work-availability and job-search requirements,
have restricted the access to these benefits and generally reduced their maximum
duration. As such, these reforms contributed to the fall in unemployment in many OECD
countries prior to the recent recession and, in particular, a decline in the incidence of
long-term unemployment.

e Secondly, as a consequence of comprehensive pension reform and in particular the
retrenchment and gradual phasing-out of early-retirement schemes or options, as well
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as the elimination of many special unemployment retirement pathways, older workers
- who had long been encouraged to retire several years before the legal retirement age —
can no longer draw on so many options to leave the labour market prematurely.

e Thirdly, skill-biased technological changes combined with globalisation pressures have
had negative effects on the employment opportunities of low-skilled workers, including
many workers with health problems or disability who are far more likely than others to
have not completed upper secondary education, more likely to have dropped out of
school prematurely and less likely to have benefitted from job-related vocational
training.

One result of these changes is that disability benefits in many OECD countries have
increasingly taken on the role of a benefit of last resort for many working-age people facing
labour market disadvantages and having difficulties in performing continuously at the
expected high level of productivity.

Social and economic outcomes of disability
policy

Spending on disability benefits has become a significant burden to public finances in
most OECD countries and hinders economic growth as it reduces effective labour supply.

e Public spending on disability benefits totals 2% of GDP on average across the OECD, rising
to as much as 4-5% in countries such as Norway, the Netherlands and Sweden.

e Around 6% of the working-age population rely on disability benefits, on average, and up
to 10-12% in some countries in the north and east of Europe.

e Employment rates of people with disability are 40% below the overall level on average,
and unemployment rates are typically twice the overall level.

Most importantly, disability benefit take-up is a one-way street. People almost never
leave disability benefits for a job; and if they leave the disability benefit scheme before
retiring, they are far more likely to move onto another benefit.

Moreover, low employment rates of people with disability come with high social costs:
Even though most non-employed people with disability receive some public benefits, they
have much lower incomes and a much higher poverty risk — in some countries, twice that
of the general population.

The recent economic downturn has exacerbated the situation. It is urgent now to
prevent further inflows into disability benefit during the crisis to ease unemployment
pressure - to avoid a structural cost to society and a social cost to those concerned. Every
effort will have to be made to improve labour market opportunities for people with chronic
health problems. This is also important in view of the evidence that long-term
unemployment or inactivity is bad for one’s health, in particular mental health, and that
returning to work is generally associated with an improvement in one’s health.

Mental health problems: an unresolved
challenge

The fast increase in most OECD countries in the number of disability benefit claims
because of mental health problems, often at a relatively young age, is an added challenge

10 SICKNESS, DISABILITY AND WORK: BREAKING THE BARRIERS © OECD 2010
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making disability a moving target for policy makers. Mental health problems are now the
biggest single cause for a disability benefit claim in most countries, in Denmark, the
Netherlands, Sweden and Switzerland accounting for almost half of all new claims; and
employment rates of those suffering from mental ill-health are particularly low. Disability
policies are not well suited to deal with mental health problems, and they do not work well
for people suffering from mental ill-health (e.g. the take-up and effectiveness of
employment services is even lower for this group). There is still substantial uncertainty as
to the key drivers behind this development, but they seem to include changes in the
acceptance of mental health problems in society and the associated changes in attitudes of
doctors and disability systems in addressing problems that have long existed, as well as
improved diagnostic tools.

Breaking labour market barriers

Work: the best way to help people
with health problems or disability

The best way to fight benefit dependence and exclusion among people with disability
is to promote their re-integration into employment if they can and wish to work. Higher
employment promotes social inclusion and reduces poverty risks; it can contribute to
improved mental health or faster recovery; it lowers public spending on disability benefits;
and it helps to secure labour supply and thereby raise the prospect of higher longer-term
economic output. The latter is also important in consideration of rapid population ageing
and the likely stagnation or fall in labour supply in most OECD countries in the coming
decades. People with disability will be among the groups of the population that need to be
mobilised for the workforce, in addition to women and older workers.

This is why policy objectives are shifting in most OECD countries in the search for a
new balance between the two potentially conflicting goals of disability policy: i) to provide
an adequate and secure income for those who cannot work and their families; while
ii) providing good incentives and supports to work for those who can. Until the mid 1990s,
but still in many cases today, policies were biased towards generous and easily accessible
disability benefits with little or no emphasis on the latter goal. This is neither in the
interest of the worker nor of the society at large.

Recent reforms have not gone far enough
in most cases

Rising concerns about the rapidly growing disability rolls have led to changes in policy
settings over the past two decades. For instance, disability policy packages now contain a
broader range of employment and rehabilitation measures in most OECD countries.
Among the most important changes are attempts to improve the quality of supports,
broaden access to available services, link better the provision of services and benefits,
profile the needs of clients earlier, and case-manage clients through the system. At the
same time, a few countries have also tightened up gate-keeping to limit access to long-
term sickness and disability benefits.

Despite such changes, the shift in policy orientation was generally not strong enough
and investment in employment and rehabilitation supports insufficient to increase the

SICKNESS, DISABILITY AND WORK: BREAKING THE BARRIERS © OECD 2010 11
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rate of employment of people with health problems. The composition of disability
spending is still biased towards passive benefits, which make up 95% and more of total
spending in most countries; only a few countries, Germany, Norway, the Netherlands and
Denmark, spend over 10% on active labour market programmes for persons with disability.
The take-up of employment measures continues to be very low and most people entering
disability benefit have never participated in any such measure. In particular, beneficiaries
are in many cases still not identified and supported early enough before their health
problems become chronic.

However, evidence of changing disability outcomes in a few countries that reformed
their systems radically suggests that policy does matter. Reform packages which include
not only improvements in employment supports but also, and perhaps more importantly,
tighter access to disability benefits through stronger work incentives for workers and
financial obligations for employers, seem to have a great potential in changing labour
supply and labour demand. The annual number of disability benefit claims responds
swiftly to comprehensive system change, as seen from reform in countries such as
Hungary, Italy, the Netherlands and Poland. Moreover, it appears that roughly half of those
no longer coming onto the disability benefit rolls stay in work even without, or with only
very limited, employment support. This is encouraging although it will be important to
understand better what is happening to the other half, many of who will probably have
moved onto other inactive benefits.

In conclusion, there was considerable disability reform activity in the past two
decades in a large number of countries. Where reforms have included changes in gate-
keeping, they have generally been quite successful in curbing inflows into the disability
benefit system. However, much remains to be done to help longer-term disability
beneficiaries off benefit into work and more generally to raise employment opportunities
and labour force participation of workers with chronic health problems or disability.

What remains to be done: policy conclusions

The single most important element for a far-reaching change in disability policy and the
key to success is to strengthen the financial incentives of all actors involved to promote the
same objective: increase employment opportunities for individuals with disability.

e For sick workers and disability beneficiaries, it must pay to remain in work, seek work or
increase work effort;

e For employers, it must pay to retain sick workers and help them back quickly into their
job or to find another job, and there may need to be subsidies for hiring workers with
health problems;

e For benefit authorities, it must pay to assess people’s work capacity rigorously and avoid
the granting of a benefit just because this seems easiest;

e For service providers, it must pay to reintegrate their clients into the regular labour
market at a sustainable level.

Better financial incentives for each stakeholder will have to be matched by, first, stronger
employment expectations on the part of both workers with health problems and those
helping them into work; secondly, corresponding mutual responsibilities especially for
workers and employers; and thirdly, better supports so that every stakeholder can fulfil the
strengthened requirements. Stronger employment expectations and corresponding
responsibilities and supports are equally important for two other stakeholders: Doctors,
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who have to make more efforts to keep sickness absence periods as short as possible and
refocus sick workers on re-employment early on, and employment service caseworkers,
who have to profile the client carefully and make every effort to bring the person closer to
the labour market.

The required policy changes will depend on each country’s starting position, the setup of
the system, the weaknesses and missing links, and to some extent the policy priorities.
However, looking across a range of OECD countries, a number of general key policy
challenges emerge.

Transforming disability benefits into an
employment instrument

Disability benefits too often provide cash only although many of the current and
potential beneficiaries have partial work capacity and need support to find work in line
with their abilities. Current systems still predominantly support people in being out of
work with a strong focus on a person’s disability. People claiming a disability benefit have
no participation requirements and limited attention is paid in most systems to the work
incentives/disincentives arising from granting an often generous and in most cases
permanent benefit. Many countries have started to change the approach for those with
partial work capacity. The following are key elements for any such shift in policy.

Assess work capacity, not disability. Traditionally, disability benefit systems were built on
the principle of providing benefits for people who cannot be expected to work. Accordingly,
entitlement was related to the existence of a disability and proving the inability to work.
Conversely, to avoid unnecessary benefit claims and make the best use of people’s
remaining work capacities, disability systems should start with an assessment of the
remaining work capacity of a person applying for a benefit and provide adequate
employment supports to try to maintain the claimant in contact with the labour market.
The assessment and corresponding supports should be done quickly so as to avoid
claimants being inactive for too long and losing contact with the labour market.

Move to an activation stance. Disability benefits like unemployment benefits target
jobless people who are, in many cases, able to work at least partially. However, the
operation of a disability benefit scheme differs drastically from that of an unemployment
benefit scheme, with strict participation requirements in the latter but not in the former.
This difference is justified for people who are unable to work but not for the much larger
number of those who have partial work capacity, in part explaining the low take-up of
potentially effective services. The logic to make every effort to activate an unemployment
benefit recipient should also be applied to the disability benefit system; for instance,
benefit payments should be linked to the willingness of the beneficiary to co-operate with
the responsible authority and engage in employability-enhancing and, where appropriate,
job-search activities. Some countries use a rehabilitation-before-benefit principle and
countries such as Switzerland are recently trying to tighten this by moving towards a
rehabilitation-instead-of-benefits principle.

Make disability benefit a transitory payment. Except for a few people with severe health
problems, disability benefit, like other working-age benefits, should be a temporary
payment with entitlement being reassessed at periodic intervals. Such practice is being
adopted in an increasing number of countries including Austria, Germany and Poland. This

SICKNESS, DISABILITY AND WORK: BREAKING THE BARRIERS © OECD 2010 13
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is of particular importance for younger people who would otherwise stay on disability
benefit for a long time, with little hope for better social and economic integration. Such
change may raise difficult questions with respect to current beneficiaries, whose
entitlements would have to be reassessed on the grounds of new and often tighter eligibility
criteria following comprehensive reform. This is not seen as a problem in some countries,
for example the Netherlands, but it is politically not possible in others.

Make work pay. A big challenge facing governments is how best to reform tax and
benefit systems for persons with disability with a view to providing appropriate financial
incentives to take up jobs, remain in work and increase work effort. This issue has not
received enough attention so far, although some countries have recently started to address
it, e.g. with in-work payments in the United Kingdom and Ireland and a benefit which
depends on the individual’s work effort in the Netherlands. Disability benefit should not be
more attractive than other working-age benefits; payments should be phased out gradually
to make sure that every extra hour worked, pays; and extras or secondary benefits paid to
compensate for additional costs associated with the disability should be paid irrespective
of beneficiary or labour market status. Ways to implement these principles will differ
across countries depending on whether a system provides earnings-related, flat-rate or
means-tested benefits.

Activating employers and medical
professionals

Employers are key players in the disability benefit system, even if they are not always
recognised as such. Too often they are outside the policy process, being viewed as part of
the problem, not part of the solution. In particular, sickness absence is a period during
which much more could be done in most countries to monitor the health status of workers
and manage their return to work. Today, too often sickness and disability benefit schemes
are being used as camouflage behind which employers can downsize their workforce. Not
only employers, but also administrations, workers’ representatives and doctors, seem to
lack sufficient knowledge about such workers in order to prevent them from gradually
sliding into sickness and, later, disability benefits. To make employers part of the solution
will require a number of key changes.

Strengthen the role and incentives for employers. First of all, employers need to be given a
much more prominent role in sickness monitoring and sickness management. They are in
a good position to judge what work their employees can still do and what work or
workplace adjustments might be needed to accommodate the health problem that has
arisen. In co-operation with the workers’ representatives, employers are well placed to
prevent chronic problems, ideally with the support of an employment-oriented
occupational health service, which is most developed in Finland, and to intervene early,
where necessary. This advantage and the employers’ knowledge about the worker’s
abilities should be used systematically, as in the Netherlands where employers, together
with their employees, are now obliged to develop, follow and update a reintegration plan,
with a number of markers along the way. Employer responsibility can be strengthened with
corresponding financial incentives in the form of sickness benefit co-payment, as is
common in several OECD countries, or experience-rated premiums to the disability benefit
system as in Finland and the Netherlands - to ensure employers do their utmost to help
the worker return to their job, or adjust the job as quickly as possible.
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Provide better supports for employers. Employers also need better supports to fulfil their
obligations. For instance, advice on appropriate workplace adjustment and corresponding
financial supports should be available easily because employers understandably shy away
from cumbersome administrative procedures and contacts. In Norway, for example, each
employer has a personal contact with specialised knowledge in the nearby public
employment office. In order to stimulate more hiring of people with health problems or
disability, and to avoid that strengthened job-retention obligations and incentives lead to
falling recruitment of people with weaker health, employers need compensation of some
form (including through wage subsidies) for reduced work capacity or productivity of their
workers. These subsidies, common especially in the Nordic countries, should be well
targeted to the capacity of the worker but might be needed for a long period (even a
permanent subsidy might be justified in some cases) and should include ongoing coaching
where needed. Care should be taken to address moral hazard, especially where a system
allows the transformation of an existing into a subsidised job.

Engage different actors in a joint process. Employers will not be able to fulfil their role
without complementary changes for other actors involved early on. In particular, it is
essential to better direct the actions of general practitioners by emphasising the value and
possibility of work at an early stage, and then to keep the sickness absence period as short
as possible. Medical guidelines for doctors on the necessary duration of a sickness absence
for the most frequent illnesses recently developed in Sweden are a promising step in this
direction. More control of sickness certificates, common in countries like Austria, France
and Spain, would also be necessary in many cases. Public authorities also have an
important role in monitoring sickness, as recognised for instance in Denmark. In
particular, they have to take on the sickness-monitoring and sickness-management role
for those people who do not or no longer have an employer and workers’ representative —
unemployed and inactives, a large and in some countries increasing group among
disability benefit claimants.

Getting the right services to the right
people at the right time

More people with disability could work if they were given the right supports at the
right time. Take-up of employment supports is low although there is a great need to
improve the employability of people with disability who often lack the necessary labour
market qualifications and recent work experience. Low take-up of services is partly related
to the way these services are provided. Currently, in many countries too many actors and
agencies are involved in benefit and service provision; they do not co-operate effectively;
they do not have sufficient incentives to promote the new employment focus of policy; and
they lack the tools and resources to provide timely services and in the mix needed by the
client. Countries are investing more into rehabilitation and employment measures than
they used to, but, despite pro-work rhetoric, they are generally not investing enough: Most
countries only spend 0.1-0.2% of their GDP on rehabilitation and employment programmes
for people with disability. Much could be gained from improvements in three areas.

Improve cross-agency co-ordination and co-operation. Much better co-operation is needed
in most countries between the benefit authority and the public employment service, and
between the different agencies involved in providing services. Better co-operation can be
achieved in different ways, ranging from (at one extreme) merging entities as was done in
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the Netherlands, New Zealand, Norway and the United Kingdom, to having various
agencies work together in shared premises, to linking agencies better by systematic
exchange of information and cross-subsidising of services, as in Sweden. The purpose in
all cases is to identify the right role for the right agency and to match resources and
funding responsibilities accordingly. Benefit systems and/or employment support systems
should also be streamlined in some countries; system fragmentation bears the risk that
outcomes depend on the pathway into the system chosen by, or imposed on, the
individual.

Engage with clients systematically and in a tailored way. Ideally, countries would move
their systems towards a one-stop-shop; all people who experience difficulties on the
labour market would then enter the system through the same gate and be led through the
same process. The process should include a systematic profiling of clients, as in Australia
and Norway, a comprehensive assessment of their work capacity and, if needed, a swift referral
to the most appropriate service. The whole process should be driven by the needs of the client,
not the interests of the agencies involved. Access to supports should be broadened so that
those with partial work capacity could also benefit and only depend on need, not on
entitlement to particular benefits, for instance - a principle increasingly common across
the OECD. Services need to be adjusted flexibly to changing needs, and could include work-
first and train-first elements.

Address incentives for authorities and service providers. It is important for public
authorities to have sufficient financial incentives to invest in active labour market
strategies with clients who will often need special support and more time, rather than
doing what seems to be easiest, i.e. to grant them a benefit. This requires good monitoring
of the actions taken at regional and local level in the first place, and sharing of outcomes
across local entities with the objective to stimulate a situation whereby each locality aims
at being a good performer, as recently done in Denmark and Switzerland. The next step
would be direct financial incentives for public entities to raise their accountability, again
most developed in Denmark through much higher reimbursement from national budgets
for municipalities (which run the entire system in this country) for any employment-near
measure provided. Equally important is to improve the quality and effectiveness of
employment services by a change in the funding mechanism, from block or output funding
to funding based on actual employment outcomes, as done in Australia and the United
Kingdom. Such change is presumably easier in connexion with a (partial) privatisation of
services but outcome-based funding approaches can also be introduced for public
employment services.

Conclusion: critical policy choices

Tightening inflows or raising outflows

Shall policy makers focus on reducing new disability benefit claims or raising the
outflow from such benefits into work? For a lasting change in outcomes, more can be
gained from limiting the inflow to what has become a quasi-permanent benefit in most
countries. Many countries have indeed chosen this route and have only changed the
approach for those applying for a disability benefit, while at the same time explicitly
grandfathering those already on benefit at the time of reform. In some countries this policy
choice reflects a strategy to win stakeholders over to support the reform; in others, it is
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legally impossible to expose current recipients to new eligibility criteria. However, changes
in inflows will translate only slowly into changes in the total benefit caseload. There is a
case for introducing change for current beneficiaries also, especially those who are
younger and who can expect to remain on benefits for decades. The choice of policies for
this group will depend on the country context. In countries where retesting beneficiaries
according to new criteria is not possible, even with better supports offered, it might be the
best and only viable political solution to draw a line and treat current beneficiaries
differently altogether, as is done in Sweden: Rather than retesting them, promote their
seeking work by a full right to return to benefit at any time in the future.

Promote job retention or new hiring

Related to the question of focussing on either benefit inflow or outflow is the issue
whether policy should focus on keeping workers in work, building on the existing
employer-employee relationship, or bringing inactives into the labour force. Policy will
have to be very different for the two cases. For better job retention of workers, the main
focus will be on the sickness absence phase, while to promote hiring of new workers,
especially those without work experience, employer subsidies and the like play a crucial
role. There is an inherent dilemma: Strengthened retention requirements and financial
incentives for employers can quickly turn into an obstacle against hiring jobseekers. In
fact, most policies for persons with disability, including mandatory employment quotas
and anti-discrimination legislation, are subject to this dilemma. Evidence from the country
reviews suggests that for all those policies, those in work gain and those without a job find
it even more difficult to access the labour market, with the net employment effect often
being negative. This is the usual insider/outsider problem of labour market policy and
labour market regulation. The Dutch approach of using experience-rating for disability
insurance premiums is a good example: It is an effective tool for lowering sickness absence
and disability benefit entries, but potentially hinders employment of people who are
judged by employers to be susceptible to sickness or disability in the future. This is why the
Netherlands has introduced additional mechanisms to stimulate labour demand.

Moving to a single working-age benefit

Much of the widespread and increased use of disability benefit systems over the past
two decades is related to the large and, in many cases, increasing difference between
disability benefits and other working-age benefits; in particular differences in benefit
generosity, participation and job-search requirements and the way in which beneficiaries
are reactivated and supported into work. In many countries, the end result is that people
are being shifted around between different benefits and agencies and not supported in the
best possible way. Giving all people access to mainstream employment services has been
one response but this does not remove the benefit-related differences nor does it
automatically secure better-targeted supports for people with disability. An alternative
approach is to simplify benefits and systems, with the ultimate objective to abolish the
strict differentiation between different contingencies and to replace the array of available
working-age benefits by just one such payment.
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This radical approach has not yet been tried in any OECD country and is unlikely to be
so in the near future. However, it is a promising concept and several countries have made
steps in this direction. For people with partial work capacity, the new Employment and
Support Allowance in the United Kingdom (which replaces Incapacity Benefit) works in a
similar way to the country’s unemployment benefit. Germany has recently introduced a
single benefit for all employable people of working age, but has chosen to keep disability
benefit separate. The new Work Assessment Allowance in Norway merges together
different types of rehabilitation and time-limited disability benefits. New Zealand was the
first country to consider the introduction of a true single working-age benefit, but the
process was halted for political reasons. The main advantages of a single benefit would be
the possibility to, first, stop the frequent transfers of jobless people across different
income-support schemes and, secondly, apply the very same process to all jobless people
of working age — including early identification, profiling, capacity assessment, assessment
of support needs and, if needed, referral to the most appropriate service. In exceptional
cases, a single working-age benefit could be a permanent payment, but in principle it
would provide temporary income support in a situation of need, together with a strong and
well-targeted activation regime. There may also be a case for certain benefit top-ups to
compensate for extra costs arising for an individual, but these should not be related to the
person’s labour force status.

Policy success requires a better evidence base

Rigorous evaluation of particular programmes, especially employment and
rehabilitation measures, and policy components is scarce all over the OECD. This lack of
evidence is a major bottleneck for identifying what works, and for whom, for people with
health problems or disability. In a first step, it will be important for all countries to invest
more in collecting data and evaluating outcomes to understand which programmes are
effective. For instance, better data are needed to understand pathways into and through
the system and conditions for and factors behind off-flow from benefits; differences in
inflow and outflow dynamics depending on a number of determinants such as the
disabling health condition; long-term employment and earnings patterns of both those
coming into the benefit system and those moving out of it; the impact on off-benefit
transitions and employment uptake of particular employment and vocational
rehabilitation programmes, and how this impact varies for different risk or target groups;
and the impact of particular policy components such as temporary benefit payment or
entitlement reassessment. In a second step, it will be important to share evidence across
countries and identify good practices. As all OECD countries face much of the same
problems, despite using different schemes and approaches, there is much to learn from
what is done elsewhere.

The political economy of disability reform
is key

The discrepancy in many countries between the big change in policy rhetoric and
objectives on the one hand and the slow pace of actual change and poor employment
opportunities for people with health problems on the other, suggests that partly the
problem is one of political constraints. This is largely explained by the fact that disability
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systems have to support people who cannot be expected to work as well as others with
considerable work capacity. As a result, cutting benefit entitlements for people who are
already suffering from ill-health and forcing them to undergo training or even seek work is
both highly unpopular and not fair for some groups. However, the observed very slow-
moving reform approach is not good enough for those people who can and want to work
and who are too often excluded and living in poverty. This approach is also very expensive
for the public purse and, thus, not only inequitable but also highly inefficient for the
society at large. Taking also into account the rapidly ageing population in many OECD
countries and the associated need to promote an effective labour supply to sustain
economic growth and the wellbeing of society, it becomes unavoidable to address some of
the more complex and more controversial disability policy challenges. Succeeding in
implementing what are often perceived as unpopular reforms will require a strong political
will and close collaboration of government, social partners and civil society.

SICKNESS, DISABILITY AND WORK: BREAKING THE BARRIERS © OECD 2010 19






Sickness, Disability and Work: Breaking the Barriers
A Synthesis of Findings across OECD Countries
© OECD 2010

Chapter 1

The Economic Context
for Disability Policy

Despite the recent economic downturn, globalization, together with demographic
and technology transitions, remain powerful forces of change in the labour markets
of OECD countries. This chapter argues that integrating more fully into the labour
market people with disability is essential in meeting economic and social challenges
arising from these broad drivers of change. The recent economic downturn is further
reinforcing this urgent need, as people with disability have been hard hit by job
losses and the reduction in job vacancies. This may push them to the margin of the
labour market, raising the risk of further structural increases in the disability
beneficiary caseload.
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Disability policy is an important factor in responding to the short and long-term
economic challenges facing many OECD countries. In the long run, the participation of
individuals with chronic health problems or disability is essential to address the decline in
the effective labour supply associated with population ageing and thus help secure the
economic wellbeing of many OECD countries. Disability is not a marginal phenomenon:
Across the OECD, one in seven people of working age regard themselves as having a chronic
health problem or disability which hampers their daily life, rising to more than one in five
in some countries (Figure 1.1).

Figure 1.1. Disability prevalence at working age is high in most OECD countries
Self-assessed disability prevalence, as a percentage of the population aged 20-64, late 2000s
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a) OECD27 is an unweighted average for 27 countries. Estonia and Slovenia are not included in the OECD average. See
Annex 1.A1 on definitions and measurement of disability.
Definitions and sources: Chronic health problem for at least six months limiting daily activities from EU-SILC (Income,
Social Inclusion and Living Conditions) 2007 (wave 4), except: Australia: profound/severe or moderate/mild core
activity restriction, from SDAC (Survey of Disability and Carers) 2003; Canada: persons with health and activity
limitation (from mild to very severe), from PALS (Participation and Activity Limitation Survey) 2006; Denmark,
Norway: persons with a long-standing health problem or disability, from LFS (Labour Force Survey) 2005; Korea:
persons registered to the local government with their type of disability and level of severity as assessed by a medical
doctor, from National Survey on Persons with Disabilities 2005; Mexico: permanent or temporary disability, from
ENESS (National Survey of Employment) 2004; Netherlands: suffering from a long-lasting complaint, illness or
disability which impedes carrying out or obtaining a paid job (work disabled), from LFS 2006; Poland: persons
declaring they are legally disabled, from LFS 2004; Switzerland: persons with reduced capacity due to a long-lasting
health problem of more than a year, from LFS 2008; United Kingdom: persons with reduced capacity due to a long-
lasting health problem of more than a year, from LFS 2006; United States: work-limiting physical or mental condition
from SIPP (Survey of Income and Program Participation) 2008.

This chapter begins by providing the rationale for disability policy as an essential
economic objective. It then reviews how developments in the socio-economic context over
the past decade have led to deteriorating employment prospects of workers with disability.
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In particular, in light of the changing labour market conditions, the chapter investigates
the impact of the economic downturn on workers with disability. The final section looks at
the impact of other factors, in particular ongoing ageing of the working-age population.

1.1. The importance of workers with disability to the economy and society
Social and economic inclusion of people with disability

The integration of individuals with disability! in the OECD labour markets was difficult
even before the onset of the global economic crisis, when for about a decade economic
growth was rather strong in many OECD countries and employment rose quite
significantly.

Low levels of employment and high rates of unemployment and inactivity reflect the
huge labour market disadvantage of people with disability (Figure 1.2). In the late 2000s,
just before the onset of the recent economic downturn, their employment rate was only
slightly over half and their unemployment rate nearly twice the OECD average for people
without disability. Closely related to these poor labour market outcomes, people with
disability also experienced poverty more intensely than their peers without disability
(see Chapter 2 for more details on outcomes).

Figure 1.2. Social and economic integration of persons with disability
is lagging behind

Key labour market indicators,? by disability status, OECD average,? late 2000s and mid-1990s, percentages
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a) Employment rate: employment as a percentage of working-age population; Inactivity rate: inactive population as
a percentage of working-age population; Unemployment rate: unemployed as a percentage of the labour force;
working-age population; Poverty rate: percentage of people with disability in households with less than 60% of the
median adjusted disposable income.

b) The OECD average is an unweighted average across 27 OECD countries (excluding Japan, New Zealand and
Turkey).

Source: See Figure 2.1 except for poverty rate, see Figure 2.6.

Coping with demographic challenges and future labour supply shortages

The difficult labour market integration of people with disability will create bigger
problems in the future for many OECD countries given their rapidly changing
demographics. Over the next 50 years, all countries will experience a steep increase in the
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share of retirees and a large decline in the share of the population of prime-age workers.
For example, by 2050, more than one-third of the population is projected to be over age
65 in Italy, Japan, Korea and Spain (OECD, 2006). These developments are likely to lead to a
sharp drop in the labour force and consequently could result in slower economic growth.

Population ageing provides a solid argument for enhancing the efforts to mobilise the
under-utilised labour potential among workers with disability. This can contribute to
raising the productive capacity of the economy and reduce the costs associated with
disability benefit programmes. The potential contribution of higher participation rates
among workers with disability to offset the negative impact of ageing on the future size of
the labour force can be illustrated by comparing a scenario where participation rates by age
and gender remain unchanged at their current levels (the “benchmark” scenario) with an
another scenario where participation rates for workers with disability gradually increase.
The results are compared with alternative scenarios that assume participation rates to
increase further among older workers and women, respectively.? The following
assumptions are used in constructing the scenarios:

e In the “benchmark” scenario, labour force participation rates by age and gender in each
disability group are assumed to remain constant at their 2007 levels.

e In the “disability equality” scenario, labour force participation rates for people with
disability are gradually raised to the level of those without disability, assuming that the
disability gap in participation rates is closed by 2050.

e In the “later retirement” scenario, labour force participation rates of older workers are
assumed to gradually increase to those of workers five years younger; i.e. rates of the age
group 60-64 increase to those of the 55-59 group, rates at age 55-59 reach those of the
50-54 group, and rates at age 50-54 reach those of the 45-49 group by 2050.

e The “gender equality” scenario assumes that labour force participation rates of women
in each age group gradually converge to those of men by 2050.

Under the benchmark scenario, almost two-thirds of the OECD countries will experience
a contraction in the labour force over the next 40 years (Figure 1.3). The disability equality
scenario shows that higher participation rates of workers with disability could play a very
significant role in increasing the future labour supply in some countries, including
Denmark, Finland, Hungary, Norway and Sweden, but also Poland and the Czech Republic.
For example, in Hungary, if the participation rate among people with disability could be
raised to that of people without disability, the labour force in 2050 would be greater by
350 000 individuals, or 11%, compared with the benchmark scenario.

In other countries, including Australia, Iceland, Ireland, Netherlands, Portugal, Spain
and the United Kingdom, raising participation rates for workers with disability has just as
much impact on future labour supply as changing rates for other underrepresented groups.
For instance, in the Netherlands, the impact of raising participation rates for either people
with disability or women (gender equality scenarios) could increase the labour force in 2050
by around 7% compared with the benchmark scenario. The later retirement scenario leads to
labour force growth similar to the disability equality scenario in most countries, with the
exception of those countries in which early retirement is still especially widespread, e.g.
Austria, France and Italy.
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Figure 1.3. Higher participation rates for people with disability can help prevent future
labour force declines
Projected labour force according to four different scenarios on age, gender and disability-specific participation rates,
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Figure 1.3. Higher participation rates for people with disability can help prevent future
labour force declines (cont.)

Projected labour force according to four different scenarios on age, gender and disability-specific participation rates,
23 OECD countries, 1980-2050 (in thousands)
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Note: Labour force estimates are obtained by multiplying, for each age and gender group separately, population estimates with disability
prevalence rates and disability status-specific labour force participation rates.

Source: OECD Population Projections Database for population figures; Figure 1.1 for disability prevalence rates and Figure 1.2 for labour force
participation rates.
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1.2. Workers with disability face greater barriers in the labour market

The changing labour market context

The large systemic changes that have affected the OECD labour markets over the past
decades have often created new challenges for workers with disability. In particular, skill-
biased technological changes, together with the emergence of new major trade partners in
the global economy and the associated shifts in low-skilled activities away from the OECD
countries, have had a negative effect on the employment opportunities of low-skilled
workers (OECD, 2007). These developments have disadvantaged people with disability
more since they have lower average levels of education compared with the rest of the
population. On average, in 2007, the share of persons with disability with less than upper
secondary education was almost twice the share of those without disability (Figure 1.4).

Figure 1.4. People with disability have significantly lower levels of education
Share of the working-age population with low education level,® by disability status,? late 2000s
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a) Alow education level corresponds to an educational attainment of less than upper secondary (ISCED 0-2).

b) See definitions of self-assessed disability in Figure 1.1.

c) OECD25 refers to an unweighted average for 25 countries. Estonia and Slovenia are not included in the OECD
average.

Source: See Figure 1.1.

Most worryingly, the education gap between people with and without disability has
worsened for younger age groups. Figure 1.5 shows that the share of people with disability
in their 20s and 30s with a low level of education is twice that for people without disability
while the gap is smaller between the 50-59 and 60-64 year-olds, relative to the same age
groups for people without disability. Only in a few countries, including in particular the
United States, has the trend been in the opposite direction and in several countries, e.g.
Ireland, Poland and the Slovak Republic, the education gap grew much faster.

As a response to greater competition and more rapid technological changes, working
conditions have been changing in OECD countries, with less job security for the growing
number of workers on temporary or atypical contracts, heavier workloads and increased
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Figure 1.5. The education gap between people with and without disability
has increased over cohorts

People with disability® with low education level,? relative to their peers without disability, by age cohort,
late 2000s

Bl 20-29 [ 30-39 [ 40-49 [ 50-59 [ 60-64

a) See definitions of self-assessed disability in Figure 1.1.
b) Alow education level corresponds to an educational attainment of less than upper secondary (ISCED 0-2).
c) OECD24 refers to an unweighted average for 24 countries. Estonia and Slovenia are not included in the OECD average.

Source: See Figure 1.1.

work pressure. These patterns have made access to jobs by individuals with disability more
difficult. Figure 1.6 summarises some of these indicators of labour market conditions in
the OECD countries. There has been an increase in the share of temporary jobs and more
workers have job tenure of less than one year, while average job tenure (now around
ten years) has also increased. These indicators suggest a further dichotomisation of labour
markets in many OECD countries, with declining job security, more frequent job changes
and reduced attachment to a specific employer and the labour market for some groups. At
the same time, however, the increase in so-called “non-standard” forms of employment
including part-time work may provide more work opportunities for workers with disability.
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Figure 1.6. Trends in labour market and working condition indicators
are inconclusive
Percentage-point change in a range of labour market and working condition indicators, 1995-2008
Unweighted average of a selected set of OECD countries

Panel A. Change in employment by occupation in Europe?®

[7.2)

(13.4)

Panel B. Change in type of contract, working hourscand job tenure

35 (15.5)

5L (12.3)

(16.6) (9.9) (17.1)

S5 (1766)

Temporary Involuntary Part-time Annual hours Job tenure Job tenure
job part-time work worked (years) less than
one year

Panel C. Change in unsocial working hour arrangements in Europe

Shift work Saturday work Sunday work Night work Evening work

Note: Values within parenthesis are the OECD average in the last year.

a) Occupation based on ISCO-88, one-digit occupations: 1: Legislators, Senior Officials and Managers;
2: Professionals; 3: Technicians and Associate Professionals; 4: Clerks; 5: Service Workers and Shop and Market
Sales Workers; 6: Skilled Agricultural and Fishery Workers; 7: Craft and Related Trades Workers; 8: Plant and
Machine Operators and Assemblers; 9: Elementary Occupations.

b) Data refer to EU15 excluding Finland and Sweden.

¢) Percentage change for average annual hours worked.

Source: Panels A and C, European Labour Force Survey (EULFS); Panel B, OECD Database on Labour Force Statistics.
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Workplace changes and mental health

The self-reported exposure of European workers to a number of working conditions
suggests a trend increase in work intensity in the majority of countries (Table 1.1,
columns 1-4). This finding is important insofar as work intensity appears to be one of the
key factors for perceived stress at work (Table 1.1, columns 8-11). Such, demanding work
requirements may be leading to more stress-related working conditions and thus having
more individuals seeking disability benefits as a way of escaping rising demands at work.>
Evidence from theoretical and empirical work on occupational health indicates that
attention should be paid to the effect of psychosocial factors at work. Psychological
demands may include features such as overwork or unrealistic deadlines and might be

Table 1.1. Work-related stress increases with higher work intensity and lower work
satisfaction

Percentage of workers reporting specific working conditions and work-related stress, selected European countries,
levels in 2005 and trends (percentage changes) 1995-2005

Panel A. Percentage of employed persons reporting specific Panel B. Share of respondents reporting stress at work,
working conditions, 2005 and changes since 19952 according to various working conditions, 2005°
3. whether
1. Job involves 2. Job involves 3. Satisfied with 1. whether the job | 2. whether the job respondent is
working at very high| working to tight | working conditions Overall involves working | involves working satisfied with
speed deadlines in the job at very high speed | to tight deadlines | working conditions
in main paid job

Level Trend Level Trend Level Trend Yes No Yes No Yes No

Austria 36 +++ 32 89 = 21 31 14 36 14 16 49

Belgium 22 + 25 +Ht 88 = 22 34 18 37 16 16 59

Czech Rep. 21 +++ 43 +++ 79 = 16 27 12 20 8 12 23

Denmark 34 +H+ 35 ++ 93 = 29 39 23 34 25 25 68

Finland 36 + 36 = 85 = 25 32 20 34 18 20 48

France 23 = 28 + 81 = 20 33 16 28 15 14 45

Germany 32 +++ 27 = 88 = 16 28 10 29 11 12 40

Greece 37 +++ 34 +++ 57 - 58 67 52 68 54 46 73

Hungary 33 + 35 +++ 74 = 26 44 16 36 19 21 40

Ireland 15 - 28 = 87 - 18 27 16 29 1 14 40

Italy 24 + 19 + 76 = 26 42 20 39 23 20 43

Luxembourg 23 +H+ 25 +H 86 - 30 44 25 42 25 25 60

Netherlands 19 25 - 88 = 18 29 15 27 14 12 56

Norway 36 30 93 28 39 21 41 24 26 49

Poland 19 24 +++ 79 + 36 47 32 48 29 33 45

Portugal 15 19 + 85 = 26 31 24 36 22 23 41

Slovakia 21 22 +H+ 79 + 19 33 15 31 15 16 31

Spain 23 + 23 +++ 81 = 39 56 31 60 32 34 68

Sweden 34 +++ 30 + 85 - 32 49 26 48 26 26 51

Switzerland 25 25 92 18 27 15 31 14 15 52

Turkey 39 41 56 35 41 30 40 29 22 49

United Kingdom 19 - 36 - 92 + 12 18 10 20 6 9 44

OECD22 27 29 82 26 37 21 37 20 21 49
OECD19 26 + 29 + 83 =

“_n “« »

a) “+++” denotes an increase of more than 20%; “+” 5-20% increase; changes between -5% and +5%; more than 5%
decrease; “---” more than 20% decrease. For Czech Republic, Hungary, Poland and Slovak Republic trends refer to the
period 2000-05; the interpretation of +/- signs is adjusted accordingly (“+++” denotes an increase of more than 10%).

b) Don’t knows/refusal are omitted from calculations. Figures shown are the percentage reporting stress at work of those with
(yes) or without (no) demanding or satisfying working conditions.

Source: OECD calculations based on various waves of the European Working Conditions Survey from the European Foundation
for the Improvement of Living and Working Conditions.
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aggravated by job insecurity because uncertainty about the stability of one’s job is also
associated with stress (Ferrie et al., 2002, 2005; Siegrist, 1996).

Indeed, one major explanation for the increasing number of inflows into disability
benefits on grounds of mental health conditions can be attributed to changes in the
workplace that have increased the prevalence of work-related stress. For example, recent
longitudinal evidence for selected countries presented in OECD (2008) shows that
employees, who change from standard to “non-standard” employment — measured by the
type of contract or working hours - generally experience a decline in their mental well-
being. However, the same study also shows that employees are better off in terms of
mental health than inactives and unemployed: Mental health tends to deteriorate
significantly when people leave employment and improve again when people move back
into employment (see Annex Figures 1.A2.1 and 1.A2.2).*

The impact of the economy on labour market outcomes for people with disability
The role of the business cycle

The recent deep recession and its associated and still ongoing jobs crisis are likely to
worsen labour market opportunities for people with disability. Evidence suggests that their
employment rates are more adversely affected during economic downturns. Results from
country-specific analysis show that a recession hits people with disability harder than
people without disability. Burkhauser et al. (2001), for example, examined the relative
outcomes of workers with disability over the business cycles of the 1980s and the 1990s in
the United States and concluded that employment fell more for people with disability than
for those without disability. Similarly, for the United Kingdom, Balloch et al. (1985) showed
that employment opportunities for people with disability decreased during the recession
of the 1980s.

Calculations by the OECD Secretariat, based on data for Europe for the period 1994-2001,
suggest that, while having a disability reduces the employment chances significantly at
any phase of the business cycle (by 19% for men and by 12% for women, Table 1.2, first row),
a larger output gap further contributes to lower employment opportunities for individuals
with disability than for those without (see Box 1.1 for technical details, including on the
definition of the output gap). Indeed, when economic output falls, for men in general the

Table 1.2. The impact of the business cycle on employment of people with
disability is small compared with the effect of disability itself

Regression results: impact of a 1 percentage-point increase in the output gap on employment levels in
general and the additional disadvantage for people with disability, percentages

Employment effect

Men Women
Effect of having a disability -19.03 -11.94
(0.000)*** (0.000)***
Overall impact of the output gap change on people with disability -1.12 —2.01
Of which:
Impact of output gap change on all individuals -0.72 -1.15
(0.000)*** (0.000)***
Additional impact of the output gap change on those with disability -0.39 -0.86
(0.001)*** (0.000)***

*** Significant at 1% level. The output gap is the percentage difference between potential and actual output.
Source: OECD calculations based on ECHP 1994-2001.
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probability of being employed decreases by 0.7% for each percentage-point increase in the
output gap, plus another 0.4% if it is a worker with a disability. The overall impact of the
economic cycle on the employment rate of men with disability would, therefore, be 1.1%
(Table 1.2, second row). This is a relatively small effect compared with the 19% impact on
the employment rate stemming from having a disability. The impact of the economic cycle
on women with disability is roughly twice as much as for their male counterparts.

Box 1.1. How labour market outcomes of workers with disability are affected
by the economic cycle

The following model has been estimated pooling all the countries’ observations together
to assess the potential impact of economic conditions on labour market outcomes of
people with disability;

Pr(eji; = 1| Xyjp) = @ (Xjjpx + gapjef3 + disabyjd + gapji“disabyjid + country); + &t
where i, j, and t are the respective individual’s, time and country’s notations; e is a dummy
variable coded as one if the person is employed (the same equation is used if the individual
is unemployed). This implies that the probability of being employed or unemployed is a
function of a set of controls X (including demographic variables and educational
attainment) and of the output gap of the country interacted with a disability variable. The
latter is set at 1if the person reports having any chronic physical or mental health
problem, illness or disability, and 0 otherwise. The output gap, or GDP gap, is defined as the
percentage difference between potential output or GDP and actual output or GDP (a
positive output gap indicates a situation where the growth of aggregate demand is outpacing
the growth of aggregated supply).

The parameter § captures the additional effect of the economic cycle on the employment
(unemployment) probability of persons with disability as compared with those without
disability. Countries fixed effects have been included in order to exclude country-specific
effects (e.g. institutional factors and other unobservable variables). The parameters have
been estimated using the full ECHP sample for the 1994-2001 period.

Policy lessons from past crises

The pressures to mitigate the short-run labour market effects of the crisis increase the
risk that governments might repeat the policy mistakes of the past. Indeed, past episodes
of recessions point to several useful insights. Figure 1.7 shows the trends in disability
benefit and unemployment rates and the peak recession years in selected OECD countries.
Three main conclusions can be drawn from these charts.

At the onset of a recession, disability beneficiary rates tend to increase.... Virtually all
recessions were initially associated with increases in both unemployment and - typically
with some time lag - disability beneficiary rates. Compared to the cyclical fluctuations of
the unemployment rate, there is very little cyclical movement in disability beneficiary rates
in all countries. In some countries, including Australia and the United Kingdom, the
recession of the 1980s had a very significant impact on the disability beneficiary rate.®

... but even when economic growth resumes, many people do not move off disability
benefit rolls. Disability beneficiary rates did not drop again during the subsequent
economic expansion, when job growth was substantial and unemployment was falling
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Unemployment rate

Denmark

12

Disability recipiency rate

Australia

in economic downturns, while the low exit rates from those benefits induce “ratchet”
effects by which benefit rolls remain at a higher structural level after each period of high

rapidly. With fewer job opportunities, more people are likely to resort to disability benefits
inflows resulting from an economic downturn.

Figure 1.7. Following the peak of a recession, disability benefit rec
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Source: OECD calculations based on data provided by national authorities and OECD Economic Outlook 2009.
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Disability can become a substitute to persistent long-term unemployment. When the
economy picked up again and unemployment fell, many countries have seen a
simultaneous rise in disability recipiency rates. It appears that in the past decades in many
OECD countries labour market problems have gradually been shifted from unemployment
to sickness and disability.” This can be explained to a certain extent by the inability of some
of the long-term unemployed and discouraged inactives to find employment when the
economy is in boom, thus, to some extent reflecting “substitution” between benefit
schemes. The relative generosity of disability programmes, as well as increasingly stricter
work requirements in unemployment and social assistance programmes, and gradual
retrenchment of early retirement systems, has contributed to rising numbers of people
drawing disability benefits as a benefit of last resort.®

1.3. Trends in disability benefit rates, the business cycle and population ageing

34

How strongly are trends in disability beneficiary rates driven by the economic cycle?

Figure 1.8 shows the long-term structural trend of the disability beneficiary rate in
ten OECD countries (dotted line) and the cyclical deviation from the structural trend (black
line) resulting from changes in the output gap (grey line). The shaded (blue) area highlights
the duration of a recession (peak-to-trough). The following findings emerge.

First, the responsiveness of the disability rate with respect to changes in the output
gap varies across countries. In some countries, including for example Norway, Sweden,
Switzerland and the United Kingdom, falls (rises) in the output gap translate almost
instantly into corresponding cyclical increases (decreases) from the structural trend in the
disability benefit recipiency rate. In other countries, this reaction is less pronounced and
sometimes absent altogether - like in the recession in Finland in the early 1990s which was
apparently absorbed by trends in unemployment.

Secondly, the impact of the economic cycle in most episodes and countries is very
small, typically in the range of plus or minus 2-5%. Only the recessions in Ireland in 1979/
1980, in the Netherlands in the early 1970s and in Sweden in the late 1970s witnessed a
cyclical reaction in the order of close to 10%; even this increase, however, only implies a
change in the recipiency rate of around 0.2-0.3 percentage points.

Thirdly and most importantly, in several cases recessions have contributed to
structural increases in the level of disability benefit recipiency. This was most pronounced
in both the United Kingdom and the United States in the aftermath of the deep recession
around 1990, but it is also apparent in several other countries and episodes, e.g. Sweden
around 2001, Switzerland around 2002 and New Zealand around 1998. Hence, recessions
often translated into a structural problem for the disability benefits system, with the
beneficiary rate remaining high after economic recovery.

Finally, there is little indication that the very recent turnaround in the long-term trend
increase in disability benefit recipiency rates in some countries, like the Netherlands,
Sweden, Switzerland and the United Kingdom, has any association with the variations in
the output gap.

Effects of population ageing on trends in disability beneficiary numbers

Given that the business cycle explains so little of the overall trend, what else drives the
trends in disability beneficiary rates? One other argument sometimes brought forward to
explain the increasing number of people on disability benefits is population ageing. As
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Figure 1.8. The economic cycle is only one and often not the main factor explaining fluctuations
in the disability beneficiary rate

Structural trend increase in disability recipiency rates and cyclical deviations from the trend caused by output gap changes,
1970-2008
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shown below, in all OECD countries disability prevalence increases strongly with age:
People aged 50-64 years have more than twice the probability of reporting a chronic health
problem or disability than the total working-age population (Figure 1.9). Other things being
equal, a higher share of people over age 50 among the working-age population should
therefore translate into higher disability beneficiary rates.

The “pure” effect of ageing is explored by comparing actual beneficiary trends with an
estimated historical beneficiary series for each country, which is obtained by multiplying
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Figure 1.8. The economic cycle is only one and often not the main factor explaining fluctuations
in the disability beneficiary rate (cont.)
Structural trend increase in disability recipiency rates and cyclical deviations from the trend caused by output gap changes,

1970-2008
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a) The gap is expressed as a percentage of potential output. This latter is calculated by means of a Cobb-Douglas production function,
with labour, capital, their respective productivity and total factor productivity as function’s inputs.
b) The trend and the cyclical fluctuations of disability rate have been established by the Hodrick-Prescott filter.

Source: OECD calculations based on data provided by national authorities and OECD Economic Outlook 2009.

constant age and gender-specific beneficiary rates for 1990 (or the earliest available year)
by population numbers for subsequent years in each age and gender group. The difference
between the estimated and the actual beneficiary numbers is the part of the trend
resulting from changes in recipiency rates and therefore not explained by changes in the
size of the population “at risk” but by behavioural change, effects of policies, or both.

In half of the OECD countries, only a small part of the strong increase in disability
beneficiaries in the past decades can be explained by changes in the population age
structure (Figure 1.10, Panel A). The annual average growth rate of disability beneficiaries
was typically three times higher than the growth in the size of the population at risk,
caused by the relatively larger increase in the number of older workers with a higher risk
of becoming disabled.

In the other half of the countries, actual beneficiary trends diverged very sharply from
the continuously increasing disability beneficiary trends projected for the past one to
two decades by demographic change alone (Figure 1.10, Panel B). In most of these
countries, beneficiary numbers are now lower — sometimes much lower — than could have
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Figure 1.9. Disability prevalence increases sharply with age which is critical
in view of population ageing
Self-assessed disability® prevalence, as a percentage of the population, by age group, late-2000s
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a) See definitions of self-assessed disability in Figure 1.1.
b) OECD27 refers to an unweighted average for 27 countries. Estonia and Slovenia are not included in the OECD
average.

Source: See Figure 1.1.

expected otherwise. In several cases, including Finland, Luxembourg, the Netherlands,
Poland, Portugal and the United Kingdom, increases in beneficiary numbers went hand-in-
hand with population trends for a while before falling sharply, in response to policy reform.
In some countries, such as Canada, Mexico and Spain, observed trends were consistently
flatter than projected by ageing of the working-age population.

1.4. Conclusion

The economic and social context in which disability policy operates has evolved
rapidly during the past decade. These changes are creating both opportunities and
challenges for people with disability across OECD countries. The argument is twofold. On
the one hand, the shrinking and ageing populations projected for most OECD countries
over the coming decades mean that increasing labour force participation rates among
people with disability will be important in securing future labour supply. On the other
hand, changes in technology and globalisation may have affected labour markets in ways
that are further deteriorating the employment prospects for people with disability and
contributing to the high disability beneficiary caseloads in OECD countries.

At the same time, it appears that both the business cycle and population ageing can
only explain a small part of observed trends in beneficiary numbers. In most countries,
changes in labour supply and labour demand factors dominated. Nevertheless,
employment opportunities for people with disability tend to drop significantly during
economic downturns and do not recover in the subsequent recoveries. These findings
highlight the importance of reforms aimed at promoting the participation of people with
disability in the labour market. The remainder of this report addresses the policy reforms
needed to achieve this.
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Figure 1.10. Demography explains only some of the change in disability beneficiary trends
Disability beneficiaries, actual and estimated numbers, 1990-2008 (index: earliest year = 100)
Estimated numbers are based on constant age and gender-specific beneficiary rates® in each country
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Figure 1.10. Demography explains only some of the change in disability beneficiary trends (cont.)
Disability beneficiaries, actual and estimated numbers, 1990-2008 (index: earliest year = 100)
Estimated numbers are based on constant age and gender-specific beneficiary rates® in each country
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Note: The numbers shown in the charts give the average annual growth rates over the period in question.

a)

b)

9
)

)

The dotted lines labelled “demography only” show estimated numbers of beneficiaries under the assumption of constant age- and gender-
specific beneficiary rates; the solid lines show the actual number of beneficiaries. Data refer to the age group 20-64, with the exception of
Denmark which covers ages 18-64.

Contributory pension only for Canada (with a shift during this period from contributory to non-contributory benefits), Spain, Sweden and
the United States.

Both contributory and non-contributory pensions for Ireland, Portugal and the United Kingdom.

The Czech Republic includes both full and partial pensions.

German projections are based on total population and not by gender. The thin black line excludes social assistance for persons with
reduced earning capacity (GRUSI).

Poland covers the FUS scheme only.

Source: OECD Population Database and beneficiary data from National Insurance Administrations.
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Notes

1. The population with disability — disability prevalence - is identified through self-assessment (people
reporting that their activities of daily living are hampered by a long-standing or chronic health
problem or disability), based on national population surveys. While survey questions are similar if
not identical, cross-country comparability is restricted due to the subjective element of self-
reporting and cultural differences in the interpretation of the questions (see Annex 1.A1).

2. These illustrative scenarios do not argue for what proportion of women, older workers and people
with disability could realistically be brought into work but rather highlight the possible
contribution of different underrepresented groups to potential labour supply growth.

3. An elevated risk of stress has been linked to an imbalance between a high level of psychological
demands and a low level of decision latitude, and the risk is further enhanced by a lack of support
in the workplace (Karasek, 1979).

4. Results presented in Annex 1.A2 are based on a fixed-effects regression model described in detail
in OECD (2008) using longitudinal data for five OECD countries (Australia, Canada, Korea,
Switzerland and the United Kingdom). Controlling for individual factors, the analysis finds strong
similarity in outcomes across countries in terms of the mental-health improving effect of
employment. In all countries, effects are larger for men than for women.

5. Appropriate data for a larger set of countries are only available for the period 1994-2001. The latter
was a period of relatively strong and gradual economic expansion in most of the countries covered.

6. Case study evidence, such as that presented in Beatty and Fothergill (1996, 2005), suggests
economic transformation is a key factor behind the observed increase in disability benefit rolls in
the United Kingdom, particularly job destruction in mining and heavy manufacturing. It is
uncertain whether job destruction in heavy industry is as important a factor in the current
downturn; it is still too early to know what kind of economic transformation the current crisis will
lead to.

7. Norwegian researchers estimated that enterprise closures and downsizing account for some 30%
of the total inflow into permanent disability benefits (Rege et al., 2009; Bratsberg, et al., 2010).

8. Autor and Duggan (2003), for example, argue that increased flows onto disability, and increased
non-participation, can be explained by the low increases in unemployment rates in the United
States during and after the 1980 and 1991 recessions. This followed a “clear reduction in the
demand for low-skilled workers, and a loosening of disability insurance restrictions”. Kooing and
Vuuren (2006) suggest that hidden unemployment in disability rolls was still relevant during
the 1990s and early 2000s in the Netherlands.
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ANNEX 1.A1

Defining and Measuring Disability

Identifying disability is not straightforward. In contrast to the contingency
“unemployment”, for instance (which is defined as “not having a job but searching and
being available for work”), disability status is rarely dichotomous and much more a matter
of degree. Much like the concept of social exclusion, disability is understood as a
multidimensional and dynamic phenomenon, including the person’s physical and/or
mental impairments, the functional limitations arising from them and the interaction with
the society and the environment - as reflected in WHO’s International Classification of
Functioning and Disability (ICF). Distinguishing the four layers of this classification -
impairment, functional limitation, resulting handicap and, lastly, supportive and
protective factors - is not easy and not always possible. Definitions of disability often mix
these concepts in different ways.

Disability can be defined or measured in two different ways: as a self-assessed status or
a legal status based on administrative definitions, e.g. benefit eligibility. Often, and perhaps
inaccurately so, these two definitions are referred to as “subjective” versus “objective”
disability. Both subjective and objective disability may be reported in error. This is plausible
in the case of self-assessed disability: Responses may, inter alia, depend on employment or
benefit outcomes one wishes to explain. However, administrative records may also be
reported with bias - as has, for example, been shown for Sweden by Johansson and
Skedinger (2005), who find systematic over-reporting of disability in administrative data,
explained by incentives for caseworkers to inflate their placement success.

No one of the above disability definitions and measures is “superior” to the others;
their use depends on the topic being investigated (e.g. benefit expenditures versus income
adequacy), but occasionally also on data availability. Throughout the report, several of the
measures are analysed. In general, when mention is made of “disability prevalence”, this
refers to self-reported disability status, while “disability benefit recipiency” (or new
disability benefit claims) is calculated from administrative records. Other legal definitions
- such as those used in several countries to determine eligibility for certain types of in-kind
benefits, including to count for the mandatory disability employment quota — are not used.

Self-assessed disability status is measured via household surveys. Assessment is
generally based on answers to questions concerning the “existence of long-lasting health
problems or disability which limits daily life activities”, thus, largely following the
functional impairment level of the ICF classification. The exact formulation of the question
used in different countries and surveys, however, will often vary. “Long-lasting”, for
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instance, is usually defined as a problem lasting at least 12 months, but in some cases
six months are used as a threshold.

Benefit recipiency status is usually measured through administrative records but in
some cases also through population surveys. The latter estimates are used for linking
benefit information with labour force and income information. Results between the two
sources are likely to differ, for at least two main reasons: Administrative records typically
count cases rather than persons, which in a situation of multiple benefits can lead to double
counting. On the other hand, surveys are based on responses on benefit status, which
some people may not wish to reveal.

Benefit recipiency status is a stricter definition than disability prevalence, because it
goes beyond a person’s functional limitation. It also takes some of the social and
environmental context into account, as it is generally based on the reduction in a person’s
work or earnings ability. As such, it aims but often fails to take into account that the same
degree of “biological” difference does not necessarily imply the same degree of disability or
disadvantage or work capacity reduction.

Disability benefit recipiency figures in this report reflect the aggregate of all disability
benefits granted under contributory and non-contributory schemes (with Belgium,
Canada, France, Germany, Greece, Ireland, Japan, Korea, Poland, Portugal, Spain, the United
Kingdom and the United States having both types of schemes), full and partial disability
benefits, as well as early retirement schemes specific to disability or reduced work capacity
(the latter exist in Austria, Denmark, Finland and Germany). Non-contributory schemes
also include regular social assistance schemes provided these schemes have a specific
disability component (as is the case, for instance, in Canada and the United Kingdom). To
improve comparability across countries, persons receiving sickness benefits for more than
two years are also counted towards disability benefit recipiency (which matters for Ireland,
New Zealand and Sweden). Where persons can receive more than one disability benefit,
the overlap has been taken into account where possible.

Not included in the disability benefit recipiency figures used in this report, largely due
to data limitations, are recipients of i) workers’ compensation schemes; ii) private
disability insurance benefits; and iii) special disability benefit systems for civil servants
(which exist e.g. in Austria, Belgium, France and Germany). The varying importance across
countries of these types of benefits poses some limitations on the comparability of the
resulting beneficiary figures.
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ANNEX 1.A2

Additional Supporting Evidence
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Figure 1.A2.1. Leaving employment leads to higher mental distress...
Fixed-effects regressions® P
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a) Sample includes persons aged 15-64 who are never enrolled in school or retired during the period analysed of the survey.
b) Regressions including controls for life events except for Korea.

Source: OECD estimates based on the HILDA for Australia; the NPHS for Canada; the KLIPS for Korea; the SHP for Switzerland; and the

BHPS for the United Kingdom. See OECD Employment Outlook 2008 for details on the dependent and control variables.
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Figure 1.A2.2. ... while finding a job results in improved mental health
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Chapter 2

Key Trends and Outcomes in Sickness
and Disability

What are the main challenges policy makers across the OECD will need to address
in the future? This chapter highlights the key outcomes and trends in the field of
sickness and disability during the past 10-15 years, focusing on four areas: labour
market integration of people with disability and workers with reduced work
capacity; financial resources of those people; costs of sickness and disability benefits
schemes; and beneficiary dynamics. It concludes that despite reforms and good
economic conditions until recently, employment, unemployment, income and
poverty outcomes have not improved for people with disability. Disability benefits
have become the main working-age benefit in most countries and their role as a
benefit of last resort is still increasing in many cases. However, outcomes also
suggest that policy can have a large influence on beneficiary developments: Several
countries have recently seen a promising turnaround in beneficiary trends.




2. KEY TRENDS AND OUTCOMES IN SICKNESS AND DISABILITY

This chapter provides a summary of key sickness and disability trends across the OECD
to illustrate the main challenges countries face in this area. Data in most countries refer to
years prior to or at the very beginning of the recent economic downturn, which poses
special challenges over and above those outlined below. Several of the outcomes are likely
to worsen in the course of the crisis, at least temporarily, and - similar to what has
happened in previous crises (see Chapter 1) — in some cases there is a risk for worsening
outcomes in the short run to turn into longer-term structural problems. The key outcomes
in the sickness and disability field include:

e the insufficient labour market integration of persons with disability;
e the poor financial resources of households with persons with disability;
e the high costs of sickness and disability benefit schemes to the public finances;

e the unfavourable dynamics lying behind high disability beneficiary numbers.

2.1. Insufficient labour market integration of people with disability

Lower employment

Having a job is fundamental to social inclusion, but employment opportunities of
people with health problems or disability are limited. In the late-2000s, on average across
the OECD their employment rates were just over 40% compared with 75% for people
without disability (Figure 2.1). Employment rates of people with disability were highest in
the Nordic countries, Mexico and Switzerland. Relative to their peers without disability,
these rates were also comparatively high in Germany and Luxembourg. At the other end of
the spectrum are Hungary, Ireland and Poland, with the lowest employment rates of people
with disability in both absolute and relative terms.

Higher employment rates of people with disability are not systematically associated
with a particular set of employment policies. For instance, higher rates are found in
countries with a strong focus on vocational rehabilitation, with a mandatory employment
quota, with other employer obligations and incentives or with widespread subsidised
employment, but also where none of these provisions are in place.

Despite increased efforts to develop and expand employment integration measures,
employment levels of people with disability have not improved. Relative to their peers
without disability, on average employment rates of people with disability have even fallen
below 60% since before the turn of the century. In other words, in most OECD countries
individuals with health problems have not benefited to the same extent from increased
growth and employment opportunities in the past decade. This is of great concern in view
of the current jobs crisis which is likely to hit already vulnerable groups such as people
with disability hardest.

Employment rates of people with mental illness are particularly low: By and large, only
about one in four individuals reporting a mental health problem is in employment. In most
countries this corresponds to around 40-70% of the rates for people with other health
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Figure 2.1. Employment rates of people with disability are low and have been
falling in many countries

Employment rates by disability status in the late-2000s (left axis) and trends in relative employment rates
since the mid-1990s (people with disability over those without, right axis)
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order. D/ND refers to the employment rate of people with disability relative to the employment rate of those without

disability.

a) OECD27 refers to an unweighted average for 27 countries for employment rates and 19 countries for trends over
roughly the past decade in relative employment rates. Estonia and Slovenia are not included in the OECD
averages.

Source: EU-SILC 2007 (Wave 4) and ECHP 1995 (Wave 2), except: Australia: SDAC (Survey of Disability and Carers)
2003 and 1998; Canada: PALS (Participation and Activity Limitation Survey) 2006; Denmark: LFS 2005 and 1995;
Finland: ECHP 1996; Korea: National Survey on Persons with Disabilities, 2005 and 1995; Mexico: ENESS (National
Survey of Employment), 2004 and 1996; Netherlands: LFS 2006 and 1995; Norway: LFS 2005; Poland: LFS 2004
and 1996; Sweden: ECHP 1997; Switzerland: LFS 2008; United Kingdom: LFS 2006 and 1998; United States: SIPP (Survey
of Income and Program Participation) 2008 and 1996.

conditions (Figure 2.2). This is striking in view of the large and increasing number of mild
and moderate mental health problems which have become one of the biggest challenges
for workplaces today.

Higher share of part-time work

Employment characteristics generally differ little by disability status over and above
what could be expected from the lower average level of educational attainment of those
with disability (see Chapter 1). For instance, people with disability seem to be represented
relatively equally across industries as well as in the public sector; they tend to be self-
employed to a similar degree; and they work in temporary jobs as frequently as people
without disability.! However, in most OECD countries people with health problems are
significantly more likely to work part-time (Figure 2.3). On average, almost one in four
people do so compared with one in six or seven among those without disability. In Poland
and Sweden, people with disability are even three times more likely to hold a part-time job.
In a few countries, on the contrary, including e.g. Austria, Germany, Italy and Spain, the
difference in part-time employment shares between people with and without disability is
small.
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Figure 2.2. Employment rates of people with mental health conditions
are particularly low

Employment rates by health condition, as a ratio of the employment rate of all people with disability, 2002
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Source: European Labour Force Survey (2002), Ad-hoc module on employment of people with disability.

Figure 2.3. When employed, people with disability work part-time more often
than others
Share of part-time employment? in total employment by disability status in the late 2000s
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a) Part-time employment refers to persons who usually work less than 30 hours per week in their main job, except
for the United States where it refers to persons who worked less than 35 hours all weeks in the previous month.
b) OECD27 refers to an unweighted average for 27 countries. Estonia and Slovenia are not included in the OECD

average.

Source: EU-SILC 2007 (Wave 4), except: Australia: SDAC (Survey of Disability and Carers) 2003; Canada: PALS
(Participation and Activity Limitation Survey) 2006; Korea: National Survey on Persons with Disabilities, 2005; Mexico:
ENESS (National Survey of Employment), 2004; Norway: LFS 2005; Poland: LFS 2004; Switzerland: LFS 2008; United
Kingdom: LFS 2006; United States: SIPP (Survey of Income and Program Participation) 2008.
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Higher level of unemployment

At an OECD average of 14% in the mid-2000s, unemployment is typically twice as high
for people with disability as for those without (Figure 2.4). Across countries, lower
employment rates tend to be associated with higher unemployment risks. Such a pattern
is found for instance in Poland, Belgium and Spain, while similarly Iceland and Mexico
have both high employment and low unemployment rates of people with disability.
Ireland, on the other hand, is an example of a country with both low employment and low
unemployment rates among people with disability prior to the current economic crisis,
possibly being explained by higher inactivity rates among people with disability.

Trends in unemployment are not steady: Unemployment rates of people with
disability declined until 2000 but then went up again, hand-in-hand with falling
employment, despite continued economic growth in most countries. This is not promising
in view of the long-lasting labour-market impact of the recent recession which has so far
affected disadvantaged groups over-proportionally.

Figure 2.4. People with disability are twice as likely to be unemployed,
even in good times

Unemployment rates by disability status (left axis) and relative unemployment rates (people with disability
over those without, right axis) in the late 2000s
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a) OECD refers to an unweighted average for 27 countries. Estonia and Slovenia are not included in the average.
Source: See sources for the mid-2000s in Figure 2.1.

2.2. Poor financial resources of people with disability

Lower disposable income

In most countries, people with health problems or disability have less financial
resources. On average across the OECD, the income of people with disability is some
15% lower than the national average and as much as 20-30% in some countries
(Figure 2.5, Panel A).2 People with disability are in a particularly weak income position
in English-speaking countries while in Nordic countries relative income differences are
narrow (below 10%).
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Figure 2.5. Incomes of people with disability are relatively low,
unless they are highly educated and have a job
Panel A. Trends in income? levels of people with disability, as a ratio of average income of the working-age population
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Panel C. Income? levels of people with disability by labour force status,
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a) Income refers to household-size equivalised disposable income per person.

b) OECD refers to unweighted averages of countries for which data are available. Estonia and Slovenia are not

included in the OECD average.
Source: See source in Figure 2.6.
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Income levels of people with disability are much higher than this, however, when they
have a higher educational attainment or are employed (Figure 2.5, Panels B and C).
Employed persons with disability have an income which is around the average of the total
working-age population. In Poland, employment is even associated with an income 40%
higher than the country-specific average. Similarly, in many OECD countries tertiary
education is associated with a relative income among people with disability 10-20% above
the country average. In contrast, relative incomes of unemployed people with disability can
be as low as 50% of the income of the entire working-age population.

Over the past ten years, the relative financial situation of people with disability has
deteriorated in more than half of the countries for which trends can be observed. On
average, relative incomes have declined from 88% in the mid-1990s to 85% in the mid-2000s
and decreases in relative incomes have even reached 20% in some cases.

Higher poverty risk

In turn, compared with the population without disability, working-age households
with a person with disability are at a significantly higher risk of relative income poverty in
most OECD countries. On average across the OECD, 22% of all households with a person
with disability live below the poverty threshold, compared with 14% for the other
households (Figure 2.6). Relative poverty risks are quite variable, however, with some
countries having a risk double that of people without disability and poverty affecting more
than 30% of people with disability: This is the case in the United States and Australia, in
particular, but also in Ireland, Korea and Canada. In other countries, especially Sweden,
Norway, the Slovak Republic and the Netherlands, on the contrary, there is little difference
in poverty risks between the two population groups.

Trends over time in relative poverty risks of people with disability are mixed. Of the
15 countries for which trend data are available, seven have seen an increase in the poverty
risk for people with disability relative to the rest of the working-age population; this was
particular pronounced in Finland, Germany and Ireland. In three countries, relative poverty
risks remained unchanged. And in the remaining five countries, the relative poverty risk of
household with people with disability has fallen, especially so in Canada and Greece.

Neither employed nor receiving a benefit

Cross-country differences in equivalised disposable incomes and income poverty are
linked to the variation in employment rates and otherwise partly explained by differences
in the structure of the benefit system and the level of benefits paid. Systems in some
countries offer higher income-replacement rates because benefits are earnings-related
rather than flat-rate or means-tested, for example. Population coverage rates and benefit
eligibility criteria can be more or less inclusive. As a result, the shares of people with a
disability receiving a disability benefit, receiving any other public benefit or not receiving
any benefit, despite not being employed, can vary considerably.

Figure 2.7 compares different estimates of benefit inclusion, or exclusion. On average, one
in four people with disability receive a disability benefit (i.e. 75% do not), but this share can be
as low as 10-15% in Portugal and Germany or as high as one-third in Norway, Poland and the
United States. In most countries, the number of people with disability receiving a disability
benefit is lower than the number receiving another working-age benefit. The proportion of
people with disability not receiving any public benefit is as low as 10-25% in most countries.
Only in some English-speaking and Mediterranean countries is this proportion higher,
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Figure 2.6. People with disability are at greater risk of living
in or near poverty

Panel A. Poverty rates? by disability status (left axis)
and relative poverty risk (disability over non-disability, right axis), in the mid-2000s
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a) Poverty rates: percentages of people with disability in households with less than 60% of the median adjusted
disposable income.

b) OECD refers to unweighted averages of countries for which data are available. Estonia and Slovenia are not
included in the OECD average.

Source: EU-SILC 2005 (Wave 2) and ECHP 2000, 1995 (Waves 7, 2), except: Australia: SDAC (Survey of Disability and

Carers) 2003 and 1998; Canada: SLID (Survey of Labour and Income Dynamics) 2005, 2000 and 1995; Denmark: SFI

database 2005, 2002, 1995; Finland: IDS database 2005, 2000, 1995; Korea: Korean Welfare Panel Study, 2006;

Mexico: ENESS (National Survey of Employment), 2004, 2000, 1996; Norway: EU-SILC 2004; Poland: HBS

(Household Budget Survey) 2004, 2000; Sweden: ECHP 1997; Switzerland: SHS (Swiss Health Survey) 2002, 1997;

United Kingdom: FRS (Family Resource Survey) 2004, 2002; United States: SIPP (Survey of Income and Program

Participation) 2004, 2001, 1996.
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Figure 2.7. Many non-employed persons with disability are not eligible for or do
not receive public benefits in Mediterranean countries and North America
Different estimates of benefit inclusion or exclusion around 2005 (percentages)®
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a) The category “disability benefit” includes contributory and non-contributory disability benefits (including
equivalent benefits paid through the social assistance scheme); the category “any public benefit” includes
disability benefits and other public benefits, such as unemployment benefits and social assistance payments, but
excludes workers’ compensation payments, family and housing benefits. Countries in which private benefits
(which are not covered in these estimates) play a larger role will appear to exclude more people with disability
from benefits.

b) OECD26 refers to an unweighted average for 26 countries.

Source: EU-SILC 2005, except: Australia: SDAC 2003; Canada: PALS 2006; United States: SIPP 2008.

typically around 50%. As a result, in those countries some 10-20% of all people with disability
have no own income, be it income from work or a public benefit. In all other countries, this
share is significantly below 10% and in many cases below 5% or close to nil. These rough
inclusion/exclusion estimates suggest that benefit systems are by and large quite successful in
providing income support to people with disability who are not employed.

2.3. High costs of sickness and disability benefit schemes
High public spending
Sickness and disability generate considerable public finance costs to society. On average,
OECD countries spend 1.2% of GDP on disability benefits alone and this figure reaches 2% when
including sickness benefits (Table 2.1). Prior to the recent jobs crisis, this was almost 3 times as

much as what was spent on unemployment benefits. In some countries, however, e.g. the
Netherlands, Norway and Sweden, expenditures are much higher, exceeding 3.5% of GDP.

Disability benefit expenditures for the OECD in total have remained quite stable over
the past 15 years. However, several countries have seen increases (see Annex
Figure 2.A1.1 for more details on the trend in benefit spending in the period 1990-2005). In
some cases, this increase has been compensated in part by a decrease in sickness-related
expenditures. Even so, the very high incapacity-related costs are a large commitment of
resources. Measured as a percentage of total public social spending, the cost of disability is
around 10% on average across the OECD, and even up to 20-25% in some countries
(Table 2.1, last column).
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Table 2.1. Incapacity-related spending is much higher than unemployment-related
spending
Trends in expenditure on disability and sickness programmes, in percentage of GDP, 1990, 2000 and 2007,
and in percentage of unemployment benefit spending and total public social spending, 2007

Disability Sickness Disability and sickness
% GDP % GDP % GDP unem;:I/;yment * zl;;g:fi;(;c'al
1990 2000 2007 1990 2000 2007 1990 2000 2007 2007 2007
Australia? 11 1.2 1.2 0.4 17 1.2 1.5 2.9 2.4 450 15
Austria 2.0 1.3 14 1.3 1.1 1.0 3.3 25 2.4 278 9
Belgium 14 1.2 1.3 14 0.7 0.8 2.8 1.9 2.1 77 8
Canada® 0.4 0.4 0.4 0.1 0.1 0.1 05 0.5 0.5 81 3
Czech Republic 1.2 1.1 1.2 1.0 1.2 0.9 2.3 2.3 2.2 37 12
Denmark 1.6 1.5 1.8 14 1.1 1.4 29 2.6 3.1 455 12
Finland 2.1 1.9 1.8 15 1.2 1.2 3.7 3.0 2.9 250 12
France 0.9 0.8 0.7 0.6 0.7 0.7 1.6 15 14 109 5
Germany 0.7 0.1 0.1 1.7 1.6 1.3 25 1.7 14 103 5
Greece 1.0 0.7 0.7 0.8 0.7 05 1.9 14 1.2 272 6
Hungary . 0.2 1.3 . 0.7 0.6 . 1.0 1.9 315 8
Iceland 0.9 1.7 2.1 15 14 15 2.3 3.1 3.6 1895 24
Ireland 0.5 0.6 0.8 0.8 0.6 0.8 1.3 1.1 1.6 163 10
Italy 1.2 0.9 0.7 0.9 0.7 0.5 21 1.6 1.2 351 5
Japan 0.3 0.3 0.4 0.1 0.1 0.1 0.4 0.4 0.4 14 2
Korea 0.1 0.2 0.2 0.1 0.1 0.1 0.2 0.3 0.3 101 3
Luxembourg 2.0 1.7 1.0 0.6 0.6 0.8 2.6 2.3 1.8 269 9
Mexico 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 . .
Netherlands 47 2.7 2.1 2.9 2.2 1.6 7.6 49 3.7 324 18
New Zealand 0.6 0.9 0.9 0.3 0.3 0.3 0.9 1.2 1.3 553 7
Norway 2.5 2.3 2.5 2.6 2.7 2.3 5.1 5.1 4.8 2403 23
Poland 21 2.0 1.2 0.7 0.7 0.6 2.8 2.7 1.8 993 9
Portugal 1.7 1.7 1.7 0.0 0.0 0.0 1.7 1.7 1.7 172 8
Slovak Republic . 0.9 0.8 . 1.0 0.3 . 19 1.2 1087 7
Spain 1.2 1.2 1.2 1.0 1.0 11 2.2 2.2 2.3 107 10
Sweden 1.9 2.0 2.2 31 2.0 1.4 5.0 41 3.6 545 13
Switzerland 1.0 1.8 1.9 1.2 11 1.0 2.2 2.8 2.9 462 16
Turkey 0.1 0.1 0.1 0.0 0.0 0.0 0.1 0.2 0.1 . 1
United Kingdom 1.6 2.0 1.9 0.6 0.7 0.4 2.2 2.8 2.3 1126 1
United States 0.7 0.9 1.0 0.8 0.6 0.7 1.5 15 1.7 516 385
OECD 1.3 1.2 1.2 1.0 0.9 0.8 2.3 2.0 1.9 284 10

Note:

... Data not available. Disability refers to public and private disability pensions; sickness refers to public and private paid sick

leave programmes (occcupational injury and other sickness daily allowances).

a) 2005 instead of 2007.

b) Data for Canada do not include spending on provincial social assistance payments with a disability designation (which
would roughly double the spending figure), nor spending on voluntary private long-term disability plans.

Source: OECD Social Expenditure Database (www.oecd.org/els/social/expenditure).

Still and despite recent shifts in policy orientation, disability-related spending is
largely limited to passive benefit payment. Except for a few countries, the share of
spending on vocational rehabilitation and employment programmes is less than 8%, and in
most cases less than 4%, of total disability-related spending (Figure 2.8). Exceptions are
Germany, Norway, Denmark and the Netherlands although in the latter country much of
this is used for sheltered employment.
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Figure 2.8. Limited disability-related resources go to employment and
rehabilitation programmes
Active labour market spending on employment programmes and vocational rehabilitation, 2007% b
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a) 2004 for Spain; 2005 for Korea; 2006 for Australia, Belgium, Canada, the Czech Republic, Denmark, Finland,
Germany and Switzerland. Spending on incapacity benefits: 2005 for Japan and the Netherlands; 2006 for
New Zealand and the United States.

b) Incapacity benefit spending includes spending on both sickness and disability benefits.

Source: OECD ALMP Database, OECD SOCX Database and data provided by national authorities.

High and increasing benefit recipiency

High public spending is a direct consequence of very high disability beneficiary
numbers. On average, about 6% of the OECD working-age population received a disability
benefit in 2007; a figure of a similar magnitude to the average OECD unemployment rate at
that time (Figure 2.9). In some countries, Hungary, Norway and Sweden, disability
recipiency rates at around 10% far exceeded unemployment rates. In the non-European
non-English-speaking countries of the OECD, Japan, Korea and Mexico, on the contrary,
these rates are at or below 2%.

On average over the past 10-15 years, disability recipiency rates have increased only
slightly across the OECD but this masks substantial differences across countries. More than
half of the countries, including all English-speaking countries (except Canada), have seen a
substantial growth in disability beneficiary rates (Figure 2.10). These rates have declined
significantly in a few countries, especially Poland, Portugal, Luxembourg and the
Netherlands, following policy changes which tightened access to disability benefits. The
beginning of a turnaround in the increasing beneficiary trend is also visible more recently
in several other countries, including Sweden, Switzerland and the United Kingdom, though
the levels in 2008 were still much higher than 10-15 years before.

Shifting composition of beneficiaries

The age gradient in disability prevalence is reflected in the use of disability benefits.
Among the 20-34 year-olds, beneficiary rates are around 2% in most countries, up to almost
4% in both the Netherlands and the United Kingdom. For the prime-age group of
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Figure 2.9. Disability benefit recipiency rates are high and still increasing
in many countries

Disability benefit recipients in percentage of the populatlon aged 20-64 in 28 OECD countries and three accession
countries,® mid-1990s? and latest year available® 4
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Note: (%) in the legend relates to the variable for which countries are ranked from left to right in decreasing order.

(++)/(--) refers to a strong increase/decline of 2% or more; (+)/(-) refers to a moderate increase/decline between 0.75% and

2%; (=) refers to a rather stable trend between -0.75% and 0.75%; percentages refer to the annual average growth rate in

employment rate of persons with a disability. OECD refers to the unweighted average of the 28 countries.

a) The statistical data for Israel are supplied by and under the responsibility of the relevant Israeli authorities. The use of
such data by the OECD is without prejudice to the status of the Golan Heights, East Jerusalem and Israeli settlements
in the West Bank under the terms of international law.

b) 1996 for Belgium and Canada; 1999 for the Netherlands; 2000 for Hungary, Italy and the Slovak Republic; 2001 for
Ireland; 2003 for Japan and Mexico; 2004 for Poland.

¢) 2005 for Luxembourg; 2007 for Austria, Canada, France, Israel, Italy, Poland, the Slovak Republic, Spain and the
United Kingdom.

d) Data for Hungary include three different non-contributory allowances all requiring serious health impairment and
aimed to promote equal opportunities.

Source: Data provided by national authorities.

35-49 year-olds, beneficiary rates fluctuate around 4-6%. For older workers aged 50-64,
rates are typically 10-15%, up to over 20% in Sweden, Norway and Hungary (see Annex
Figure 2.A1.2 for more details on the levels and trends in beneficiary rates by broad age
group). Most countries have a similar rank among all three broad age groups, i.e. countries
tend to have either relatively high or low beneficiary rates among all age groups. However,
in some countries beneficiary rates are quite high among older workers but comparatively
low among young and prime-age groups. In these countries, including Luxembourg and
Austria, disability benefit partly fulfils an early-retirement function.

Reflecting the size of the three broad age groups, overall changes in beneficiary rates
were predominantly driven by changes in the use of disability benefits by older workers —
with upwards changes of 2-3 percentage points in several cases and significant drops in
countries that reformed their systems. However, in many countries beneficiary rates have
increased very substantially among young and prime-age workers. As a result, the average
recipient is now in most cases younger than in the past and the average duration on
benefits longer.
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Figure 2.10. Disability benefit rolls have evolved differently across the OECD,
reflecting policy choices
Number of disability benefit recipients aged 20-64 as a share of the working-age population,® 1990-2008

A. Increasing disability recipiency rates B. Slightly increasing disability recipiency rates
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a) Data for Austria and Germany would be approximately 1 percentage point higher if civil servant schemes were
included. Data for the Netherlands cover ages 15-64. Data for Poland refer to the employee contributory scheme
only; were the farmers’ contributory scheme and the non-contributory scheme included, the rate would be
2 percentage points higher.

b) For Estonia, as of 2001 the pension for incapacity for work has been granted instead of the former disability
pension, and pensioners receiving a pension for incapacity for work were transferred to old-age pension or the
national pension.

¢) The statistical data for Israel are supplied by and under the responsibility of the relevant Israeli authorities. The
use of such data by the OECD is without prejudice to the status of the Golan Heights, East Jerusalem and Israeli
settlements in the West Bank under the terms of international law.

Source: Data provided by national authorities.
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Figure 2.11. More and more inflows into disability benefit because of mental health conditions
New disability benefit claims by health condition as a percentage of all claims, by age group, 1995 and 2008% b
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a) Data for Canada and Germany refer to the contributory benefit only; data for Poland cover the FUS scheme only; data for the United
States do not account for the overlap in contributory and non-contributory benefit receipt.

b) Data for 1995 refer to: 1996 for New Zealand, 1999 for the Netherlands, 2000 for Denmark, Finland, the United Kingdom, the United
States and 2001 for Canada. Data for 2008 refer to: 2005 for the United Kingdom, 2006 for Norway and 2007 for Austria, Canada and
Poland.

Source: Data supplied by national authorities.
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Similarly, there is a shift in many countries in the gender structure of disability
beneficiaries. Beneficiary rates tended to increase more (or fall less) for women, so that the
share of women in the total beneficiary roll has increased. The share of men is still over
50% in a majority of countries, but women dominate disability beneficiary rolls in the
Nordic countries (see Annex Figure 2.A1.3 for more details on the levels and trends in
beneficiary rates by gender).

Finally, and maybe most importantly, there is a big shift in virtually all OECD countries in
the medical causes underlying a disability benefit claim, with mental health problems gradually
becoming, or having become, the leading cause. On average, one-third of all new disability
benefit claims are due to a mental health condition as the primary cause, rising to as high as
40% in some countries and almost 50% in Denmark (Figure 2.11). The share of new recipients
with mental health problems is highest among young people, with around 70% of all claims in
the 20-34 age groups. Mental health problems are also more often present in inflows to
disability among women than men. These figures do not reveal the full extent of mental ill-
health because of the frequent co-morbidity of certain physical and mental health conditions.

2.4. Benefit system dynamics
Sickness absence as a precursor to disability

Sickness absence levels are critical for the inflow into disability benefits. In most
countries, a majority of disability benefit claimants, typically 50-90%, enter the system
after a period of varying length on sickness benefit. It does not come as a surprise that
absence rates are highest in many of those countries with high disability beneficiary rates,
especially the Nordic countries (Figure 2.12). However, there are some countries, especially
in the east of Europe, that have large numbers of people on disability benefit but
comparatively low absence rates.

Figure 2.12. Sickness absence rates are correlated with disability beneficiary rates
Incidence of sickness absence of full time employees in selected OECD countries, 2008%
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2004 for Australia and 2007 for Iceland. The incidence of work absence due to sickness is defined as the share of
full-time employees absent from work due to sickness and temporary disability (either one or all days of the work
week). Data are annual averages of quarterly estimates. Estimates for Australia and Canada are for full-week
absences only.
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=

Source: European Union Labour Force Survey (EULFS) and national labour force surveys for Australia, Canada and the
United States.

SICKNESS, DISABILITY AND WORK: BREAKING THE BARRIERS © OECD 2010 63



2. KEY TRENDS AND OUTCOMES IN SICKNESS AND DISABILITY

Figure 2.13. Previous sickness benefit spells increase the probability of a disability
benefit claim
Marginal effects from a disability probability model on lagged sickness benefit® b: ¢
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*, ¥, ***: statistically significant at the 10%, 5% and 1% level, respectively.

a) Marginal effects are estimated from a logit model. They capture the effect of lagged sickness benefit on the
probability of receiving a disability benefit. A positive marginal effect means a higher probability of receiving a
disability benefit. In the Netherlands and Sweden the effect of sickness benefit corresponds to two-period lagged
spells because sickness benefits last for more than one year (in all other countries, one-period lagged spells are used).

b) Samples include persons present in at least three consecutive waves.

c) All regressions include regional dummy variables (except for Germany) and the following “initial” work
characteristics: industry, occupation, type of contract, working hours, shift work, public sector and firm size.

Source: OECD estimates based on the EU-SILC longitudinal waves 2005-2006-2007.

More detailed analysis confirms that a previous sickness benefit spell greatly increases
the probability of receiving a disability benefit in a majority of OECD countries (Figure 2.13).
Sickness absence plays a major role as a precursor to permanent labour market
detachment in the form of disability benefits in the Nordic countries, the Benelux
countries, the United Kingdom, France and Spain. These findings highlight the importance
of prevention measures at the workplace and on the identification and monitoring of
potentially long-lasting health problems at an early stage. In other countries,
unemployment is an important pathway into disability benefits. Previously unemployed
individuals are at high risk of entering disability benefits in eastern European countries,
Finland and Greece (results from a similar model not shown).

Particular socio-demographic groups have a higher risk of their sickness absence
turning into a disability benefit claim. The analysis shows that women are less likely to
enter a disability benefit than men (Table 2.2, Panel A), but they are more likely than men
to become disability beneficiaries once they have received a sickness benefit (Table 2.2,
Panel B). Young recipients of sickness benefits are also relatively more likely to enter
disability benefits. These are two important findings in view of the recent increases in
disability beneficiary rates among women and young adults. Low-skilled workers have a
higher risk of becoming a disability beneficiary in general (Panel A), and this effect is
reinforced for low-skilled sickness benefit recipients (Panel B). High-skilled workers, on the
contrary, are generally less likely to enter disability benefits (Panel A), but their risk of
sickness absence turning into a disability benefit claim is higher than for the medium-
skilled (Panel B).
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Table 2.2. Probability of receiving a disability benefit after a sickness absence spell
varies with personal characteristics

Coefficients from a model estimating the likelihood of disability benefit entry (Panel A) and coefficients from
a similar model conditional on a previous sickness absence spell (Panel B)® b: ¢

Panel B.
Panel A. Interactions between lagged
Logit disability sickness benefit and personal
characteristics

Lagged sickness benefit 0.029***
Gender = female -0.016*** 0.009**
Age 0.011*** -
Age? 0.000*** -

20-34 - 0.018*

50-64 - 0.009
Marital status

Single 0.022***

Separated/Divorced 0.012***

Widowed -0.006**
Educational attainment

Low-skilled 0.009*** 0.157**

High-skilled -0.020*** 0.201**
Length in employment (in years) —0.002***

1st quintile

2nd quintile 0.004** -0.004

4th quintile 0.005*** 0.002

5th quintile -0.007*** 0.008

1st quintile -0.019*** 0.005
Observations 128 163

* Rk kEk,
[ .

statistically significant at the 10%, 5% and 1% level, respectively.

a) Samples include persons present in at least three consecutive waves.

b) Marginal effects reported (see note a in Figure 2.13).

c) All regressions include regional dummy variables (except for Germany) and the following “initial” work
characteristics: industry, occupation, type of contract, working hours, shift work, public sector and firm size.

Source: OECD estimates based on the EU-SILC longitudinal waves 2005-2006-2007.

High rates of inflow into disability benefit

Recently, some OECD countries have managed to bring down the rate of inflow into
disability benefits.? In almost all cases, such declines have either occurred hand-in-
hand with, or have followed, a reduction in levels of long-term sickness absence
(Figure 2.14). However, rates of inflow into disability benefit which have increased in
many cases remain high in most countries — at 4-8 per thousand of the working-age
population per year (Figure 2.15, Panel A). This holds in spite of relatively high rates of
rejection of disability benefit claims which are around 50% in many OECD countries,
except for the Nordic countries which only reject between 10-25% of all claimants
(Figure 2.15, Panel B). The high rejection rates suggest that in fact a much larger group
of (mostly jobless) workers is trying to get on a permanent disability benefit.

A more detailed analysis of age and gender-specific rates of new disability benefit
claims suggests that, by and large, the overall trend is mirrored in each age and gender
group (see Annex Figure 2.A1.4 for country-specific details). In some countries,
however, significant differences arise which have contributed to the structural shift in
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Figure 2.14. Declines in sickness absence usually precede a decline in dlsablllty benefit claims
Change in sickness absence days (1995-2008%) and change in new disability benefit claims? (2000-2008°)
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a) 1995-2004 for Australia, 1995-2007 for Iceland, 1996-2008 for Switzerland, 1997-2008 for the Czech Republic and Hungary, 1998-2008 for the
Slovak Republic and the United States and 2001-08 for Poland.

b) Austria excludes civil servants. Canada refers to the contributory pension only. Germany includes civil servants and excludes the non-
contributory and early retirement pension for the severely disabled. Spain covers the contributory benefit only. The United States does not
take into account the overlap between the contributory and non-contributory pensions.

¢) 2000-08 for Luxembourg and Spain; 2000-2007 for Austria, Belgium, Italy and Poland; 2001-06 for Ireland; 2001-07 for Canada; 2001-08 for
the Czech Republic and 2006-08 for Australia.

Source: National submissions for new disability benefit claims, the European Union Labour Force Survey (EULFS) and national labour force

surveys for Australia, Canada and the United States.

Figure 2.15. Some countries have recently managed to reduce inflows into disability benefits
New disability benefit claims per thousand of the working-age population, 2000 and 2008, and share of rejected benefit applicants, 2008

Panel A. Inflow rates?? Panel B. Rejection rates®

[ Inflow rate (N, left axis)

B 2008 (~) < A @ Rejection rate (right axis)
16
14 *
12
10
8
6
4
2
0 N N
& ,\35‘9 »\‘* %\Q@*@ NS %

a) Data for Ireland refer to 2001 and 2006; Luxembourg to 2005; Austria, Belgium, Canada, Italy, Poland, the Slovak Republic and Spain to 2007.

b) Data for Austria exclude civil servants; those for Germany include civil servants and exclude the non-contributory and early retirement
pension for the severely disabled; and those for Canada and Spain cover the contributory benefit only.

c) Data for Ireland refer to 2007 and to persons on the Illness benefit for over two years; Canada, the Slovak Republic and the United States
refer to 2007 figures.

d) The statistical data for Israel are supplied by and under the responsibility of the relevant Israeli authorities. The use of such data by the
OECD is without prejudice to the status of the Golan Heights, East Jerusalem and Israeli settlements in the West Bank under the terms of
international law.

Source: Data provided by national authorities.
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the beneficiary population to younger, female claimants. In a range of countries
increases, in claim rates were higher for women than for men (e.g. Australia, Belgium
and Slovenia) or rates fell for men but not for women (e.g. Germany, Israel and
Switzerland). Similarly, in several countries the likelihood of a new claim decreased for
older workers but did not for young and prime-age workers (e.g. Austria, Canada,
Germany, Norway, Sweden and Switzerland).

Virtually no outflow from disability benefits

Another reason for high beneficiary numbers is the permanent or quasi-permanent
nature of disability benefits in most countries. Once a benefit is awarded, the probability of
return to work is close to nil. For the large majority of countries for which data are
available, only around 1-2% of all beneficiaries leave annually for reasons other than death
or retirement (Figure 2.16).# More detailed data available for some countries, e.g. Australia,
suggest that only a small minority of the outflow shown in this figure — often only some
10-20% - correspond to actual moves into employment.

The de facto permanence of disability benefits suggests that policy change is likely to
have more influence when oriented towards prevention of disability benefit awards in the
first place. This is why reform in most OECD countries has concentrated on helping people
stay in the labour force and avoid the transition into benefit dependency and long-term
labour market exit (Chapter 3). However, the recent increase in outflow rates in a few
countries - even if only by 1 or 2 percentage points annually — suggests that it is not
impossible to bring people off benefit and back into the labour force. Consequently, more
recently a few more countries are looking into ways to reduce their long-term benefit rolls.

Figure 2.16. People almost never leave a longer-term disability benefit
for employment
Annual outflows from disability benefits as a share of all disability benefit recipients (percentage), 2008%

a) Outflows include moves into employment and into other inactivity as well as loss of eligibility, but exclude deaths and
transfers into old-age pension.

b) Data refer to 2005 for Australia and the United Kingdom, to 2006 for Finland and to 2007 for Canada, Poland and
Portugal. Data for Canada and the United States refer to contributory disability benefits only; data for Poland to the
contributory farmers’ scheme; and data for the United Kingdom to the long-term Incapacity Benefit.

Source: Data provided by national authorities.
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2.5. Conclusion

68

The following facts emerge from the picture above:

e Employment outcomes for people with health problems or disability are disappointing,
especially so for people with mental health issues. Good economic conditions prior to
the recent recession did not help them into work in larger numbers.

e Rates of unemployment of people with disability were much higher than for other
groups before the current jobs crisis. If anything, the recent deterioration of labour
market opportunities will increase the disability gap in unemployment.

e Average equivalised incomes of persons with disability are much lower than for the rest
of the population, and the likelihood of income poverty is much higher.

e Incapacity-related public spending is high, roughly 2.5times the spending on
unemployment benefits on average across the OECD prior to the jobs crisis.

e High incapacity-related spending is the result of a large number of people receiving
disability benefit, which has become the main working-age benefit in most OECD
countries.

® Most countries have seen a structural shift in the composition of disability beneficiaries,
which now tend to be younger and more frequently female compared with one to
two decades ago. Moreover, today the largest part of all new claims is due to mental ill-
health.

e Comprehensive reforms in recent years have turned around the trend increase in a
number of countries. This change was largely achieved by reforms affecting new benefit
claimants.

Notes

1. Poland is an exception in this regard, with people with disability highly overrepresented in
agriculture, among the self-employed and those with a temporary job, but underrepresented in the
public sector. This is because the majority of Poles with disability work in sheltered jobs.

2. In the following, income is defined as household-size-adjusted income per person, and the poverty
rate is the percentage of people with disability in households with less than 60% of the median
adjusted disposable income of the entire working-age population. Dividing total household
income by the square root of the household size implies an equivalence elasticity of 0.5. Such, the
income of a four-person household is considered “equivalent” to that of two single-person
households.

3. Falling rates of inflow into disability benefits are a consequence of tighter access including closing
access to disability benefit for some groups with partial work capacity, stricter rules for
assessment and broadening of employer responsibilities for sickness and disability matters and
payments. In some countries, however, increases in the use of early retirement schemes as an
alternative to disability benefit for older workers also play an important role in explaining falling
inflow rates.

4. Exceptions to the low rate of outflow include New Zealand and the United Kingdom. Higher
outflow rates in these two countries are to a considerable degree a result of the larger proportion
of people with short-term health problems (who would be on sickness benefit in other countries)
on the disability benefit rolls in the two countries.
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ANNEX 2.A1

Additional Supporting Evidence
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Figure 2.A1.1. Falling trend in spending on disability benefits in the late 1990s
but a slight rise lately
Annual spending on disability and sickness benefits, percentage of GDP, 1990-2007
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Note: Include public and private spending.
Source: OECD Social Expenditure Database and data supplied by national authorities.
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Figure 2.A1.1. Falling trend in spending on disability benefits in the late 1990s
but a slight rise lately (cont.)
Annual spending on disability and sickness benefits, percentage of GDP, 1990-2007
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Figure 2.A1.2. Levels and trends in disability benefit recipiency rates are
dominated by 50-64 year-olds

Disability benefit recipiency rates for three broad age groups, earliest and latest available year®:?
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a) Years covered: 1990-2008 for Australia, Belgium, the Czech Republic, Denmark, Finland, Norway and Portugal;
1990-2007 for Austria; 1992-2008 for Switzerland; 1995-2005 for Luxembourg; 1995-2007 for the Slovak Republic;
1995-2008 for Germany, New Zealand and Sweden; 1996-2007 for Canada; 1999-2005 for the United Kingdom,;
1999-2008 for the Netherlands; 2000-07 for Italy; 2000-08 for Hungary, Slovenia and the United States; 2001-08 for
Ireland; 2003-07 for Japan; 2003-08 for Mexico; 2004-07 for Poland.

b) Data for Canada refer to the contributory disability benefit (Canada and Quebec Pension Plan Disability) only.

Source: Data provided by national authorities.
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a)

b)

Figure 2.A1.3. In some countries, women are now receiving disability benefits
more often than men
Disability benefit recipiency rates for men and women, earliest and latest available year® ?
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Years covered: 1990-2008 for Australia, the Czech Republic, Denmark, Finland, Mexico, Norway, Portugal and
Sweden; 1990-2007 for Austria and Belgium; 1992-2008 for Germany and Switzerland; 1995-2005 for Luxembourg;
1995-2007 for the Slovak Republic; 1995-2008 for New Zealand and Sweden; 1996-2007 for Canada; 1999-2005 for
the United Kingdom; 1999-2008 for the Netherlands; 2000-07 for Italy; 2000-08 for Hungary, Slovenia and the
United States; 2001-08 for Ireland; 2003-08 for Mexico; 2004-07 for Poland.

Data for Canada and the United States refer to the contributory disability benefit (Canada and Quebec Pension
Plan Disability and Social Security Disability Insurance) only.

Source: Data provided by national authorities.
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in the age pattern of disability benefit inflows

iations

Figure 2.A1.4. There are large var

across countries
New disability benefit claims by age and gender as a percentage of the population in the respective age group,

earliest and latest year available

@ 2007

= 1999

@ 2007

[ 1990

% 2008

[ 2006

Austria

¥9-08
Br-5E S
pe-0212
¥9-02

p9-05 _
6v-G¢ &
pE-022
y9-02

$9-05
6v-6€ =
pg-02=
79-02

¥9-05
]
vg-02:2
¥9-02

% 2008

= 1998

@ 2008

[ 2001

@ 2007

[ 2001

0.7
0.6
0.5

Denmark

Canada

0.4
0.3
0.2

0.1

79-05 _
6v-G8 &
pe-02 S
v9-02

¥9-05
6v-G€
ye-0g =
¥9-02

¥9-08
6r-9E S
pe-0212
$9-02

p9-05 _
6v-G€ &
pE-02 2
79-02

79-06
6V-G€ =
pg-02=
79-02

¥9-0G
6v-5E =
vg-02:2
¥9-02

% 2008

=3 2000

@ 2008

== 1995

@ 2008

=3 2000

35

2.0

Hungary

3.0
25

Germany

Finland

1.5

2.0
1.5
1.0

0.5

1.0

0

79-05 _
6v-G8 2
pe-0z S
79-02

¥9-05
67-GE
ye-0g =
¥9-02

$9-0G
67-5E S
pe-02:2
¥9-02

p9-05 _
6Y-ce 2
pe-02 S
=
y9-02

$9-05
6v-5€ S
pg-02=
$9-02

¥9-0G
6768 S
ve-02:2
¥9-02

% 2008

[ 1998

@ 2007

=3 1999

@ 2006

=3 2000

0.3
0.2

0.7

Mexico

Israel

0.6
0.5
0.4
0.3
0.2

0.2

01

01

01

¥9-08
67-GE S
pg-02:2
$9-02

p9-05 _
BY-GE 2
pe-02 S
=
p9-02

p9-05
6v-5€ S
pg-02=
$9-02

¥9-0G
6768 S
ve-02:2
¥9-02

SICKNESS, DISABILITY AND WORK: BREAKING THE BARRIERS © OECD 2010

74



2. KEY TRENDS AND OUTCOMES IN SICKNESS AND DISABILITY

1.4
1.2
1.0
0.8
0.6
0.4
0.2

3.0
2.5
2.0
1.5
1.0
0.5

Figure 2.A1.4. There are large variations in the age pattern of disability benefit inflows

across countries (cont.)
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Chapter 3

The Direction of Recent Disability Policy
Reforms

Sickness and disability outcomes are still disappointing in most countries, with low
employment rates and high benefit dependence, calling for further often unpopular
reforms. In the past 10-15 years, countries have started to shift their approach
away from merely paying benefits to people with disability towards helping them
stay in, or return to, work. This chapter outlines the main directions of recent
reforms across the OECD and explores the question whether or not changes have
gone far enough to reduce benefit dependency and increase employment rates. The
chapter concludes that i) policy matters: reform has had a major impact on the
observed outcomes, especially the disability beneficiary rate; and ii) policies are
moving in the right direction, with considerable convergence of policies despite
continued structural differences. However, in most countries more needs to be done.
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3. THE DIRECTION OF RECENT DISABILITY POLICY REFORMS

In 2003, the OECD report Transforming Disability into Ability concluded that sickness and
disability policy was in dire need of comprehensive reform, probably more than any other
area of social and labour market policy. To a considerable extent this conclusion still holds
today, with countries struggling to overcome the high disability beneficiary rates. This does
not mean, however, that nothing has changed in the past decade. On the contrary, policy
measures aimed at reaching a new balance between income security and labour market
integration for people with disability have started in most OECD countries. More
specifically, the focus of disability policy in many cases has recently shifted from a passive
towards a more employment-orientated approach.

This chapter begins by outlining recent trends in reforms of sickness and disability
policy to improve labour market inclusion for people with disability. It then explores the
extent to which these reforms have sufficed to change the overall policy arrangement
enough so to give the strong employment message policy makers are aiming to give. This
is followed by an analysis demonstrating considerable convergence of policies across the
OECD, despite continuing differences. The chapter ends with a section investigating the
impact of different reforms on one key outcome, the disability beneficiary rate.

3.1. Key reform trends across the OECD

There have been many changes in policies aimed at improving employment chances
for people with disability and making work a more attractive option for this group of the
population. These reforms can be classified under three main broad trends, as described in
the following and discussed in more detail in Chapters 4-6: an expansion of employment
integration measures; an improvement of the institutional set up; and a tightening of
benefit schemes.

Expanding integration policy

One development in disability policy, observed in virtually all OECD countries over the
past two decades, is a gradual expansion of policy and measures aimed at helping people
stay in and/or re-enter the labour market. These policies can take different forms and often
include a combination of measures aimed at supporting workers and employers, coupled
with stronger responsibilities for companies.

Anti-discrimination legislation

Most countries have introduced anti-discrimination legislation to ensure equal treatment
of people with disability (and other disadvantage) in job promotion, hiring and dismissal
procedures. Among the first to establish such legislation were Canada in 1985 through the
Canadian Charter of Rights and Freedoms and the United States with the 1990 Americans
with Disabilities Act (effective 1992). In many European countries, a ban on discrimination
on the basis of disability was implemented more recently as part of the EU obligation to
adopt similar legislation. In some countries, legislation was first introduced softly and then
strengthened gradually in terms of scope and eligibility. In the United Kingdom, for
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instance, the Disability Discrimination Act was initially implemented in 1994 but the
employment rights part came into force only a few years later; in another round of change,
the latter was extended to cover a larger number of companies including smaller ones.
Also the United States, with its latest reform, recently aims to reach a larger group of
people.

Modified employment quotas

Mandatory employment quotas are another tool used in some OECD countries,
especially in the east, west and south of Europe and in Asia, to entice employers to retain
or hire people with disability or, alternatively in some of the existing regulations,
subcontract with companies with a significant share of workers with disability. Several
countries have recently modified their quota-levy system.! Recent modifications include
an increase in the levy to be paid by companies not fulfilling their quota (e.g. France, Italy);
an expansion of the quota regulation to cover the public sector (e.g. France, Poland); an
expansion to smaller companies hitherto not covered by the regulation (e.g. Greece, Korea,
Japan); and a broadening of the definition of disability used in the quota system to widen
coverage (e.g. inclusion of persons with mental disorders in Japan, as from 2005).

Stronger employer incentives

Antidiscrimination legislation and employment quotas, despite recent changes,
generate universal but not necessarily very strong or binding obligations for individual
employers. Such obligations have been introduced in different ways in different countries.
Workplace accommodation obligations, also for new job applicants, have often been
strengthened in other legislation such as for example the Swedish Working Environment
Act. Other countries have chosen to raise obligations by making employers responsible for
sickness benefit payment for a period of varying length, e.g. most recently also in the
Czech Republic (in exchange for reduced premia to sickness insurance). This period has
been increased in steps in the Netherlands, where employers now have to pay sickness
benefit for up to two years and even a third year in the case they cannot prove to have done
everything to help the sick worker back into work. In some insurance systems, employers’
contributions are increasingly related to the actual number of insurance cases they
produce (“experience-rating of premiums”); this is true for disability benefit insurance in
Finland and the Netherlands, and for various privately-provided schemes, e.g. in Canada
and Switzerland.

Spreading of supported employment

A substantial number of countries have increased the range of employment
programmes available to people with disability. Most noteworthy, supported employment
programmes (also referred to as individual placement and support, or IPS, models) were
introduced in many countries. These programmes are designed to help integrate people
with disability into the regular labour market by first providing a trial workplace and then
offering training and help on the job. This approach was also first introduced in the United
States, where a revised programme in 1992 already included ongoing (at least twice
monthly) support with site-based training and job coaching. Following the US model,
several European countries have introduced supported employment-type models during
the 1990s (e.g. the Nordic countries, Austria, Netherlands; Japan and Switzerland followed
in 2002), often as a trial programme initially before being rolled-out country-wide.
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Modernising sheltered employment

In the past 15 years, there has been an expansion of initiatives to help people integrate
into the regular labour market. The strong focus on sheltered employment that many
countries had taken was perceived as perpetuating the segregation of people with
disability and hindering their integration into the regular labour market. In the United
States, for example, sheltered employment is no longer considered as a measure of
successful employment. Several countries have improved their sheltered employment
regulations. Poland and Hungary, for instance, have introduced accreditation systems (as a
prerequisite to receiving subsidies) to guarantee that the working environment is suitable
for people with disability. Other countries have developed new forms of sheltered
employment closer to the regular labour market, like the social enterprises in Finland and
France; or strengthened the focus on progression into the open labour market (e.g. Norway
which limits the share of people who can stay in sheltered employment permanently). In
both cases, more emphasis is given to workers’ professional development and the skills
learned while in sheltered work. In the Netherlands, reforms emphasise the right to tailor-
made sheltered employment which can also be offered by regular companies.

Improved wage subsidies

The main purpose of a wage subsidy — in most cases a subsidy to the employer,
sometimes a subsidy given to the worker - is to change labour costs in favour of the
targeted group (at the expense of others) so as to alter the composition of labour demand
and create employment that would not have been possible without the subsidy. Several
countries, e.g. Belgium and Denmark, expanded greatly subsidised employment for people
with disability since the mid-1990s. In the latter country, generous wage subsidies (for so-
called “flex-jobs”) are provided for people who cannot perform their work under normal
conditions, but subsidies are available only after exhaustion of rehabilitation possibilities.
The effectiveness of wage subsidies depends on the degree of targeting and is typically
much higher with a more restrictive system (such as in Finland) than a generous system
like the Danish one, which invited large deadweight and required constant readjustment
(e.9. a cap on the maximum subsidy) in response to sharp increases in the number of
people holding such jobs, which are de facto subsidised part-time jobs.

Earlier vocational rehabilitation

Vocational rehabilitation operates on the supply side of the labour market. It aims to
increase the productivity of people with disability by restoring and developing their skills
and capabilities so they can participate in the general workforce. In recent years, a number
of OECD countries have focused on increasing rehabilitation options at an early stage, as
well as strengthening rehabilitation requirements. In Austria, for instance, vocational
rehabilitation became compulsory in 1996 and each claim for a disability benefit is
automatically treated as a request for rehabilitation. Early intervention kicks in when the
present job cannot be resumed. Hungary follows, since 2008, a similar rehabilitation-
before-benefit principle with a comprehensive rehabilitation process. With the fifth reform
of its disability insurance, Switzerland aimed to go a step further by shifting from
rehabilitation-before-benefit to rehabilitation-instead-of-a-benefit. This shift in Switzerland
went hand-in-hand with the promotion of early intervention and the introduction of new
measures (including job adaptation, placement and socio-professional rehabilitation). The
Netherlands is an example of a country that expanded (previously largely non-existent)
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vocational rehabilitation considerably in the past decade; employers must do their utmost
to reintegrate sick employees and —in line with the sick-pay obligation — are responsible for
retraining during the two years.

Improving the institutional setup

The expansion of employment measures was, in many cases, complemented by
changes in the structure of systems and service provision to make the use of new or
expanded services more effective and more likely. Financing mechanisms were also
changed in a few countries to strengthen the incentives of public authorities and service
providers.

One-stop-shop service provision

Several countries have taken major steps towards a one-stop-shop benefit and service
provision for people with disability. New Zealand engaged in a more co-ordinated delivery
of income support and employment assistance to clients, with the merger of the
Employment Service and the Work and Income Authority into the Department of Work and
Income in 1998. Similarly, in the United Kingdom the creation of a new agency - Job Centre
Plus - that operates on a far more customer-oriented basis provided a single point of
delivery for jobs, benefits advice and support for people of working age. Norway has tried
to fully merge the Public Employment Service and the National Insurance Authority into
one new public administration to ensure streamlined and better co-ordinated services in
order to minimise the possibility that clients are continually shuffled between agencies.
Initial results are disappointing though this is mostly because such major institutional
change will take a long time to deliver.

Better incentives for benefit authorities

Incentives for public institutions granting benefits or assisting persons with partial
work capacity to resume employment have also been revised in several countries.
Municipalities in Denmark became responsible in 1998 for both employment supports and
benefit grants. Reimbursement rates from the central government are higher for active
intervention so that municipalities have a vested interest in avoiding benefit payments.
These reimbursement rates have been re-adjusted over the years as new policy challenges
emerged; for instance, with the increased number of people on subsidised flex-jobs, the
rate of reimbursement for this particular type of intervention was reduced in case of
insufficient documentation in the application for a flex-job. In a similar but less developed
way, and not related to disability policy as such, Dutch municipalities are given incentives
to make better use of the work-related programmes available to their clients.

Outcome-based funding of services

A more recent development in some countries is a move away from bulk funding of
employment services, provided by either public or non-profit institutions, to outcome-based
funding of services, sometimes but not necessarily provided by private providers. To a
varying degree, countries including Australia, the Netherlands and the United Kingdom
have started to reimburse service providers for the actual employment outcomes (or
sometimes participation outcomes) delivered, with payments often split into several
components including an upfront payment and one or several payments along the road
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tied to performance, when a client has achieved an outcome or stayed in employment for
a predefined period.

Freedom of choice for clients

Another development in a few countries is towards giving clients seeking and in need
of services the possibility to select the provider of choice and, more importantly, the service
they need. In the United States, for a number of years disability benefit recipients are now
entitled to a voucher (the so-called “ticket-to-work”) which they can use for services
offered by certified providers. In a similar vein, individual reintegration plans in the
Netherlands allow clients to choose their own service pathway, though requiring the
consent of the insurance authority; seven out of ten clients are choosing this option. A few
other countries, like Germany and the Czech Republic, are experimenting with similar
policies on a smaller scale.

Tightening compensation policy

Fewer countries have also implemented changes to their benefit systems, which
typically take the form of a tighter access to the system in one way or another. Benefit
levels remained untouched in almost all cases but assessment criteria are applied more
stringently, including a stricter way of managing the sickness absence phase, the main
pathway into long-term disability benefits.

More objective medical criteria

Several countries have chosen to tighten the medical criteria used to determine
disability benefit entitlement. More particularly, countries which have hitherto relied on
assessments by general practitioners have moved to a more uniform evaluation. In Spain,
for instance, with the creation of the National Institute of Social Security in 1997, disability
is assessed by benefit administrators based on a medical assessment performed by the
institute’s own doctors. Switzerland did not go as far but in a similar vein an increasing
number of the medical assessments are performed by the special regional medical services
operated by the cantonal authorities, introduced in 2004. Similarly, New Zealand has seen
a gradual shift since the mid-1990s in the decision-making process, from eligibility
determined by medical practitioners completing certificates for clients, to case-managers
determining eligibility on the basis of advice from medical practitioners, interviews with
the client, and other relevant assessments.

More stringent vocational criteria

In terms of vocational assessment, several countries are taking an ever broader
perspective by considering more and more jobs in the labour market as a reference in
determining disability benefit eligibility. In the Netherlands, as of 1993 eligibility for
benefits requires that a person could not do any theoretically available job. Similarly, a 1994
reform in Norway, through which the labour market authorities were given the overall
responsibility for employment measures, changed the system from strict own-occupation
assessment to a labour market-related criterion. Implementation of such change, which is
quite radical in principle, is lagging behind. Germany introduced a similar reform in 2001
but the own-occupation approach was kept for all insured older than 40 years at the time
of the reform and persons entitled to a partial benefit, who do not find proper part-time
work, continue to receive a full disability benefit.
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Changes to benefit payments

Reforms have also affected the duration of benefit payment and the level of disability
required for benefit entitlement. In Austria, Germany and Poland, disability benefits were
de facto permanent but became strictly temporary - except in the case of full disability in
Austria and Germany - in 1996, 2001 and 2005, respectively. In Poland, a temporary benefit
is usually granted for three years and upon expiration, payments are terminated,
individuals have to reapply and their case will be fully re-examined. A few countries have
also modified minimum levels of disability required for a disability benefit entitlement. Since
the early reform of 1984 in Italy, Australia and Luxembourg restricted the access to benefits
for those with partially-reduced work capacity. Since 2006, eligibility to disability benefits
in Australia is based on not being able to work at least 15 hours a week, instead of 30 hours
prior to reform. Similarly, in the Netherlands following a reform in 2006, the then very low
minimum earnings capacity loss required for a disability benefit entitlement was raised,
from 15% to 35%. Finally, the generosity of the benefit itself was only modified in a handful
of countries. Recent broad benefit reforms in Denmark and the Netherlands included a
reduction in the level of benefit payments. Some of the countries with flat-rate payments
have made efforts to equalise sickness and/or disability benefit levels with unemployment
benefit levels (e.g. New Zealand).

Stronger work incentives

Promoting work incentives for people on disability benefits has also been pursued by a
group of countries. This was a high priority in the United Kingdom, which introduced a
special tax credit in 1999 which later on was merged into the general Working Tax Credit.
In addition, a new temporary earnings supplement — the Return-to-Work-Credit — was
introduced in 2003. Both credits constitute a wage top-up for people with disability in low-
paid employment to ensure work pays. The biggest problem with such tax schemes,
however, is the low take-up rate. The latest disability benefit reform in the Netherlands,
in 2006, improves work incentives by providing what is de facto a permanent in-work
benefit for individuals with partial or temporary disability through a wage-related benefit
payment. Other countries made it easier to combine disability benefit receipt with income
from work, sometimes by introducing or increasing earnings disregards (e.g. Ireland, New
Zealand, Portugal and the Slovak Republic). In addition to the combination of work and
benefits, countries have sought to promote employment of people with disability by
extending the possibility to put the benefit on hold while trying work for a certain period
of time and being able to return to the benefit without reassessment. Such possibility was
extended to two years or more at the end of the 1990s in Finland and Norway and more
recently in Canada and is now possible without any time limit in Denmark and Sweden.
Finally, a few countries have introduced special rehabilitation benefits paid at a higher
level than disability benefit to encourage people to take employability-improving
rehabilitation measures (e.g. Norway and recently Hungary).

Stricter sickness absence monitoring

Several countries concluded that to tackle the number of people claiming a disability
benefit it is necessary to address the issue of long-term sickness absence. These countries
have increased their efforts to reduce sickness absence by making drastic modifications in
their sickness monitoring policy. In Denmark, municipalities have been given more and more
incentives to monitor absence rigorously and introduce steps for early intervention.
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Since 2005, the sickness monitoring process includes the categorisation of sickness into
three categories with more work-relevant focus and closer follow-up rules (every four
rather than eight weeks as is used otherwise) being applied for the category most at risk. A
similar mechanism was established in Spain in 2004 when a new department at the
National Institute of Social Security was created with the sole purpose of better monitoring
and reducing absence rates. A new monitoring tool with daily updated complete individual
sickness absence histories allows online selection of cases for reviews on the basis of
longer-than-expected recovery phases. In addition, in 2005 a general absence control was
put in place when the duration of absence was greater than six months. Other countries,
including especially the Netherlands and Sweden, have recently put in place very detailed
medical guidelines for sick-leave certificates by general practitioners for a range of
diagnoses so to ensure that sick workers do not stay out of work for longer than is
necessary, as judged by expert opinion.

3.2. Policies converge despite continuing differences

84

The sickness and disability reform intensity has increased all across the OECD, and
changes in policy tools and institutional reforms suggest a gradual shift in policy
orientation in many cases. While policies used to be very passive, the need for better
supports for people with disability to help them stay in or enter the labour market is now
widely accepted.

This section explores the extent to which the many reforms and changes in policy
tools described above have indeed changed the overall policy setup, by looking at the
following questions:

e How much have the changes observed in the past 15years or so influenced the
generosity and accessibility of sickness and disability benefits and the nature,
availability and accessibility of employment and vocational rehabilitation programmes?

e Have the observed changes resulted in a convergence in policies across the OECD, within
and between groups of countries with different practices, priorities and institutional
setups?

To measure the extent of change and convergence in disability policy in the
period 1990 to 2007, this section draws on the policy typology developed in OECD (2003).
This typology is based on two qualitative policy indicators, which capture a comprehensive
selection of disability-related policies and allow for comparisons across countries and over
time. The first indicator provides an overall assessment of policy features related to the
benefit system whereas the second captures the intensity of integration measures for
benefit recipients and those applying for benefits (see Box 3.1 for further details).

Measuring policy change in the past 15 years

There is significant variation across countries in both policy indicators (Figures 3.1
and 3.2). Scores on the first dimension, encapsulating the benefit or compensation policy
tools, range from around or below 20 in most of the English-speaking countries, Korea and
Japan (countries with the least generous and least accessible benefit systems) to over 30 in
most of the Nordic countries, Portugal, Germany and Switzerland. Scores on the second
dimension, summarising employment-oriented or integration policy tools, span a slightly
broader range; from around 15 in many south-European countries, Ireland and Korea (and
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Box 3.1. OECD disability policy indicators

Two disability policy indicators are constructed: the first covers compensation measures
or benefit programmes, and the second employment or integration measures. These
indicators were originally constructed for Transforming Disability into Ability (OECD, 2003) for
two years, 1985 and 2000. They have been extended to cover the whole period
between 1990 and 2007 and have been slightly modified for the purpose of the regression
analysis presented later in this chapter. Each of the two indicators is composed of ten sub-
components. Each sub-component is measured according to a predefined quantitative
and/or qualitative scale, resulting in a certain number of points, ranging from zero to five
points for each sub-component. The criteria for each sub-component are spelled out in
detail in Annex 3.A1, and the country-specific scores in Annex 3.A2. The points for each
sub-component are added to obtain the overall score for each indicator; hence, each sub-
component receives the same weight. Tests for correlation and internal consistency have
been performed and have revealed no particular problems with the chosen sub-
components.

The compensation dimension is split into the following ten sub-components: i) coverage;
i) minimum degree of incapacity needed for benefit entitlement; iii) degree of incapacity
needed for a full benefit; iv) disability benefit level (in terms of replacement rate for average
earnings with a continuous work record); v) permanence of benefits (from strictly permanent
to strictly temporary); vi) medical assessment (from exclusive responsibility of treating
doctors to that of teams of insurance doctors); vii) vocational assessment (from strict own-
occupation assessment to all jobs available); viii) sickness benefit level (distinguishing short-
and long-term sickness absence); ix) sickness benefit duration (including the period of
continued wage payment); and x) sickness monitoring (from no checks on sickness absence
to strict steps for monitoring and early intervention). A higher score means greater system
generosity, with 50 being the score for maximum generosity.

The integration dimension distinguishes the following ten sub-dimensions: i) coverage
consistency (access to different programmes and possibility to combine them); ii) assessment
structure (responsibility and consistency); iii) anti-discrimination legislation covering
employer responsibility for work retention and accommodation; iv) supported employment
programme (extent, permanence and flexibility); v) subsidised employment programme
(extent, permanence and flexibility); vi) sheltered employment sector (extent and transitory
nature); vii) vocational rehabilitation programme (obligation and extent of spending);
viii) timing of rehabilitation (from early intervention to late intervention only for disability
benefit recipients); ix) benefit suspension regulations (from considerable duration to non-
existent); and x) additional work incentives (including possibilities to combine work and
benefit receipt). Again, a higher score indicates a more active approach, with 50 being the
possible maximum score.

half this value in Mexico) to 35 points or more in Denmark, Germany, the Netherlands and
Norway.

The ranking of countries on the two indicators shows some resemblance, with several
of the 28 countries covered in this study having either a high or a low score on both policy
dimensions. Countries with high scores on both scales have a comparatively strong
integration policy in place, but the generosity and accessibility of benefits is likely to
devalue the potential of these policies. Similarly, some countries have very stringent

SICKNESS, DISABILITY AND WORK: BREAKING THE BARRIERS © OECD 2010

85



3. THE DIRECTION OF RECENT DISABILITY POLICY REFORMS

Figure 3.1. Large variation in disability policy orientation across the OECD

Compensation (X axis) and integration (Y axis) policy codes in 2007 for 28 OECD countries, country values on
the two ordinal 50-point scales of the OECD disability policy typology indicator
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Note: The higher the score, the more generous and accessible the benefit system (X axis) and the more developed the
rehabilitation and employment stance of the policy (Y axis). The maximum score is 50 on both scales. The difference
between the two indices is an indication of policy orientation, e.g. a compensation index that is significantly higher
than a country’s integration index indicates a strong compensation focus, and vice versa.

Source: OECD estimates based on information from national authorities as well as OECD (2006, 2007 and 2008),
Sickness, Disability and Work: Breaking the Barriers (Vol. 1-3), OECD Publishing, Paris.

benefit schemes and mediocre payments levels, but the lack of stronger employment
policies still implies a relatively passive policy setup.

The difference between the two scores could be interpreted as a measure of policy
orientation: The higher the integration score relative to the compensation score, the more
pronounced is the integration orientation of a policy setup, and vice versa. On this account,
only a few countries seem to have a more dominant — either compensation or integration —
focus in their policies. Portugal and Mexico, followed by Greece, Ireland and Italy, have the
strongest compensation orientations. On the other side of the spectrum are the
Netherlands and the United Kingdom, followed by Denmark, Canada, Australia, Japan and
Austria, with the strongest integration orientations in their policy setup.

Figure 3.2 shows how the various reforms and changes in policy tools since 1990 have
changed the scores on the two dimensions of the policy typology. The picture arising from
this chart is very clear. Sickness and disability policy reforms across the OECD during the
past 15 years have led to a strong shift in policy in many countries. Changes in the
integration policy score are all positive and sometimes very large, while changes in the
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Figure 3.2. Disability policy is changing fast in many OECD countries
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Sickness, Disability and Work: Breaking the Barriers (Vol. 1-3), OECD Publishing, Paris.

compensation policy score are predominantly negative, though on average less
pronounced. As a result, most countries have seen a — sometimes very considerable - shift
in policy orientation from compensation to integration, i.e. from a largely passive to a more
active disability policy.

In two-thirds of the countries, integration scores have increased by over five points,
and the Netherlands, the United Kingdom, Finland and Australia recorded increases of
over 15 points.? The latter are large changes on a 50-point scale in a period of only
15-20 years. Similarly, two-thirds of the countries have experienced at least some decline
of their compensation scores, with the largest drops of 10 points or more observed in the
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Netherlands, Luxembourg and Italy. On the contrary, little change occurred in Korea and
the Southern European countries.

This big shift in policy orientation towards a more employment-oriented approach
does not or not yet seem to be reflected in the labour market outcomes of people with
disability. This has several co-existing explanations, which are elaborated in more detail in
subsequent chapters. First, it appears that policy implementation is lagging behind policy
intentions. The big shift in rhetoric and policy has yet to translate in many cases to an
actual shift in everyday practice of doctors, caseworkers, benefit-granting authorities and
service providers. This will require very significant additional change addressing the financial
incentives of the main stakeholders. Moreover, the policy shift has not been accompanied to
the necessary degree by a corresponding shift in resources — contributing to the very low take-
up in most cases of new and modified services. This suggests that the shift to a more active
stance as identified by the policy typology is probably somewhat exaggerated.

Policy clusters and policy convergence

Do these changes imply that policies have converged across the OECD, or do we
continue to find very distinct groups of countries with different sets of disability policies?
These questions are explored in the following, concluding that convergence is found both
within and between groups of countries.

A cluster analysis over the 20 sub-dimensions of the OECD disability policy typology
identifies three main groups or types of policies, with additional subgroups within these,
as elaborated in Table 3.1.3 Each policy model is characterised by a particular set of policies,
or policy packages. The dissimilarity of the three emerging models is much larger than that
of the subgroups within each of them.

This classification has strong common characteristics with welfare typologies and welfare
regime taxonomies developed elsewhere. For instance, the three policy types identified above
largely overlap with those associated with the “liberal”, the “corporatist” and the “social-
democratic” welfare regimes described in Esping-Andersen’s seminal 1990 paper. However,
there are also a number of interesting exceptions of countries falling into “unexpected”
models, or policy clusters. Germany and Switzerland are not usually seen as having the same
welfare policy approach as the Nordic countries; whereas Ireland’s disability policy seems
somewhat distinct from that of the other English-speaking countries.*

Table 3.1. Three distinct disability policy models across the OECD
Results from a cluster analysis based on the OECD disability policy typology

“Social-democratic” model “Liberal” model (OECD Pacific “Corporatist” model (mostly
(mostly north European countries) and English-speaking countries) continental European countries)
Sub-group Sub-group Sub-group Sub-group Sub-group Sub-group Sub-group
A B A B A B C
Denmark Finland Australia Canada Austria France Czech Republic
Netherlands Germany New Zealand Japan Belgium Greece Ireland
Switzerland Norway United Kingdom Korea Hungary Luxembourg Italy
Sweden United States Poland Portugal
Slovak Republic
Spain

Source: OECD calculations.
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The Social-democratic disability policy model is broadly characterised by i) a relatively
generous and accessible compensation policy package, with largely universal benefit
coverage, a low entry threshold for a partial disability benefit and generous sickness and
disability benefits; and ii) a broad and equally accessible integration policy package, with
particularly strong focus on vocational rehabilitation. It provides good supports for those
who can and want to work, but also considerable incentives to apply for, or remain on,
long-term benefits. Such policy is potentially expensive and will not necessarily result in
the highest possible labour market participation. Two variants of this model are
distinguished in Box 3.2.

The Liberal disability policy model is characterised by a much less generous
compensation policy setup compared with the other policy models, with lower benefit
levels and a much higher threshold to get onto benefits, including an assessment of work
capacity with regard to any job on the labour market. Absence monitoring is not well
developed. Employment policies are on an intermediary level and vocational rehabilitation
is, by and large, relatively underdeveloped; but work incentives are strong and benefit

Box 3.2. Several variants of the three main disability policy models

The Social-democratic policy model comes in two variants. One group, including Denmark,
Switzerland and the Netherlands, is less generous than the other one on both policy
dimensions (benefits and employment supports are less accessible) but provides better work
incentives. It also has the strongest sickness absence monitoring and/or sick-pay eligibility
control focus of all models and sub-models. Germany, according to this typology, belongs to
the second Nordic sub-model, together with Finland, Sweden and Norway. This sub-model is
the most generous in the OECD (with full population coverage, low entry thresholds, high
benefits, generous benefit suspension, comprehensive employment and vocational
rehabilitation programmes), but also has the strongest employer obligations of all models and
sub-models.

The Liberal policy model also has two variants. One, covering Australia, New Zealand and the
United Kingdom, has far better organised and co-ordinated and thus better accessible services.
Benefit levels are even lower for this than for the other subgroup but benefit coverage is almost
universal. The other sub-model, comprising Canada and the United States on the one hand
and Japan and Korea on the other, has the most stringent eligibility criteria for a full disability
benefit, including the most rigid reference to all jobs available in the labour market, and the
shortest sickness benefit payment duration, compared with all other models and sub-models.

Within the Corporatist policy model, three subgroups can be distinguished. Policies in the
first group, including Austria, Belgium and Hungary, stand out in having well developed
rehabilitation as well as employment programmes coupled with lower benefit levels, thus
having a stronger employment orientation than the other countries in this policy cluster.
The countries in the second subgroup, France, Greece, Luxembourg and Poland, pay the
most generous sickness and disability benefits of all the countries in the Corporatist
cluster; other distinguishing policy features include a focus on temporary disability
benefits, more attention to sickness absence monitoring and a lack of benefit suspension
possibilities. The third and biggest subgroup, covering the Czech Republic, Ireland, Italy,
Portugal, the Slovak Republic and Spain, has comparatively underdeveloped employment
and rehabilitation policies. This makes for a stronger compensation orientation even
though the sickness benefit level is lower than in the other subgroups of this cluster (but
with longer sickness benefit payment duration).
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suspension rules very flexible. This policy setup is less expensive overall but the stronger
inbuilt employment incentives resulting from less generous benefits are only partly
harvested with an intermediary integration policy focus. Again, two sub-groups of this
model are distinguished in Box 3.2.

The Corporatist disability policy model can be interpreted as intermediate, relative to
the other two models. Benefits are relatively accessible and relatively generous but not at
the level of the Nordic model. Similarly, employment programmes are quite developed but
the focus on vocational rehabilitation and supported employment is not nearly as strong
as in the Nordic model. Employment and beneficiary outcomes of such a setup can be
rather mixed. Outstanding system features are a relatively strong focus on own-occupation
assessment in many of the countries in this group and a lower population coverage, but
also limited benefit flexibility and work incentives features. The Corporatist model covers
a large number of countries mostly in the south, east and west of Europe with considerable
differences in their policy setup, as described in Box 3.2.

Figures 3.3 shows how policy has changed for the groups of countries identified
through cluster analysis. On the integration policy dimension, policy is moving in largely

Figure 3.3. Disability policy is converging in the same direction

Changes in integration and compensation policy scores 1990-1999 and 1999-2007 for the three policy models:
Social-democratic (Soc), Liberal (Lib) and Corporatist (Cor)
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Source: OECD estimates based on information from national authorities as well as OECD (2006, 2007 and 2008),
Sickness, Disability and Work: Breaking the Barriers (Vol. 1-3), OECD Publishing, Paris.
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the same direction in all models and sub-models. Since the upwards move is also
comparable in size, differences across policy models have essentially remained
unchanged. Thus, there is convergence in trends but not in indicator levels. On the
compensation policy dimension, however, considerable convergence is found, due to
differences in both the extent and direction of change. Countries belonging to a model with
more generous benefit systems have seen more downward change, and the least generous
group back in 1990 has even seen an upward shift. In conclusion, therefore, policy models
remained distinct but they are more similar now than some 15-20 years ago.

3.3. The effect of policy changes on disability benefit rolls

The key question for policy makers is whether the reforms they are legislating and
implementing are having the intended effect of lowering benefit dependency and raising
employment of people with disability. This section investigates the potential impact of the
different reforms introduced in the disability system in the past 10-20 years on one key
outcome, the number of working-age people claiming disability benefit.> Features of the
sickness and disability benefit system potentially play a major role in depressing labour
force participation. They can reduce the willingness to work or engage in job search not
only for current beneficiaries but also for current jobholders with or without disability, by
modifying the relative advantage of working versus not working. Similarly, the new
integration approach with expanded, more accessible employment services and at times
more mandatory elements of rehabilitation can have the opposite effect of making the
non-work option less attractive and less likely.

The results of a multivariate regression show that the overall compensation features
of disability policy matter as they are positively related to the resulting number of disability
beneficiaries (Table 3.1, model 1).® The effect of compensation policy holds after controlling
for a range of economic conditions, although it is significantly reduced (compare model I,
with/without controls).” At the same time, integration policy taken as a whole has only a
very modest and non-significant effect on resulting disability benefit recipiency rates. This
confirms that policy implementation is lagging behind policy change in regard to its
employment-oriented components.

Model II while controlling for the same economic conditions looks into the impact on
beneficiary outcomes of the specific elements of compensation and integration policy. In
line with previous findings (OECD, 2003), it appears that changes in accessibility to
disability benefit programmes and benefit generosity are both positively associated with
disability beneficiary rates. This is also confirmed by single-country experiences, with a
sharp drop in beneficiary rolls in the aftermath of a reform introducing a much more
restrictive approach to granting permanent disability benefits (Poland after 1999) or much
stricter access to disability benefit for people with partially-reduced work capacity
(Luxembourg after 1997).

A more generous and lenient sickness policy (combined “sickness policy indicator” in
Table 3.2) also contributes to higher disability beneficiary levels. The link in this case is
often a longer-term sickness absence, which then leads to a disability benefit claim. This
finding is in line with other studies, for instance, for Sweden on a strong positive
relationship between the sick-leave compensation rate and the resulting absence level
(Hesselius and Persson, 2007), or the Netherlands where the increasing sickness absence
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Table 3.2. What explains changes in disability benefit recipiency rates?
Fixed-effect regression coefficients® b ¢

Model |
Model 1 Model Il
No controls With controls
Indicators
Compensation indicator 0.117** 0.081**
Integration indicator -0.007 -0.011
Detailed policy indicators
Benefit accessibility/generosity 0.184*** 0.185***
Medical and vocational assessment -0.160*** —0.149***
Sickness indicator 0.245*** 0.211***
Anti-discrimination legislation 0.172** 0.131*
Vocational rehabilitation programme -0.239* -0.216*
Sheltered/Subsidised/Supported -0.115*** -0.117***
Incentives indicator —0.125*** -0.152***
Gross replacement rates (UB) -3.604*
Constant -0.102 -4.945 -10.002*** -3.806
Observations 330 300 300 277
R-squared 0.928 0.938 0.958 0.956

*, ¥, statistically significant at the 10%, 5%, 1% level, respectively.

a) The dependent variable is annual disability beneficiary rates in 19 OECD countries (Australia, Austria, Belgium,
Canada, Denmark, Finland, Germany, Ireland, Korea, Luxembourg, the Netherlands, Norway, Poland, Portugal,
Spain, Sweden, Switzerland, the United Kingdom and the United States) in the period 1990-2007. The following
years are included for each country: 1994-2007 for Austria; 1990-2007 for Australia, Belgium, Denmark, Finland,
the United Kingdom, Ireland, Netherlands, Norway, Portugal and Sweden; 1996-2006 for Canada; 1996-2007 for
Switzerland; 1995-2007 for Germany and Spain; 1995-2006 for Korea; 1990-2005 for Luxembourg; and 1990-2006 for
the United States.

b) All regressions also include year and country dummies and are weighted by population size. Female labour force
participation rates, the share of people aged 55 and above in the population and the share of employment in
manufacturing are used as controls for economic conditions and demographic trends. In particular, the share of
jobs in manufacturing is also used as a proxy for structural changes in the economy. GDP per capita is capturing a
wealth effect. Gross replacement rates for unemployment are used as a crude measure of alternative benefit
options only in model III. Differences in the sample size are explained by the non-availability of certain economic
indicators and gross replacement rates for some of the countries.

¢) The detailed policy indicators used in this table group the sub-components described in Annex 3.Al into
meaningful sub-indicators. Benefit accessibility/generosity includes coverage; minimum disability level; disability
level for a full benefit; maximum benefit level; and permanence of benefits. Medical and vocational assessment
includes those two components, whereas the sickness indicator includes sickness benefit level; sickness benefit
duration; and sickness monitoring. The choice of these sub-components is based on the low correlation that exists
between them and the fact that they cover a broad range of elements. Because of the lack of available yearly time
series, integration coverage and institutional assessment are not included.

Source: OECD estimates based on OECD Economic Outlook Database, OECD Labour Force Statistics, Labour Force Survey for

Australia and OECD STAN Database for all other countries. Disability beneficiary rates are OECD Secretariat estimates

based on information provided by national authorities as well as OECD (2006, 2007 and 2008), Sickness, Disability and

Work: Breaking the Barriers (Vol. 1-3), OECD Publishing, Paris.

monitoring responsibilities of the employer were found to be one of the main factors in the
recent drop in the number of new disability benefit claims (Jehoel-Gijsbers, 2007).

The recently tightened way in which disability is assessed - in some case more
stringent medical, in others tighter vocational assessment — appears to be correlated with
an increasing beneficiary caseload. This is in contradiction with observations from specific
countries like Switzerland, for example, where the introduction of new regional medical
services providing more uniform and qualitatively better disability assessments
throughout the country was shown to have contributed to the fall in new disability benefit
claims as of 2004. However, capturing the effect of changes in the assessment process is
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notoriously difficult, not only because such changes take a while to be implemented
properly, but also because of the difference in many cases between legislation (on which
the indicator is based) and actual implementation.®

With respect to integration, the expansion of employment programmes and
vocational rehabilitation is correlated with a decreasing number of persons receiving a
disability benefit. The same is true for changes in work incentives which are also
associated with reduced levels of disability benefit recipiency rates. This confirms findings
for the United Kingdom according to which the recent reversal in the upward trend in
disability beneficiaries is related to a range of policies focusing on labour market
integration - including the New Deal for Disabled People rolled out nationally as of 2001
(which e.g. includes the use of unpaid work trials and temporary job-match payments for
part-time work); the mandatory work-focused interviews eight weeks after the initial
benefit claim introduced in the mid-2000s; and a new although temporary earnings
supplement for incapacity benefit recipients moving into paid work.

Anti-discrimination legislation, on the other hand, is associated with higher shares of
disability benefit recipients. Again, this is not dissimilar from evidence elsewhere (mainly
for the United States) showing mixed results in terms of employment outcomes for people
with disability (e.g. Begle and Stock, 2003; Jolls and Prescott, 2004). One plausible
explanation is that such legislation, while protecting workers in existing employment, may
hinder the hiring of workers with health problems, even though the Americans with
Disabilities Act also protects job applicants with disability.

The regression analysis shows that some elements of disability policy reform are
associated with a change in disability beneficiary rates. However, these beneficiary rates
are also related to policies in other areas, in particular the availability of other working-age
benefits such as for example unemployment benefit (Bound and Burkhauser, 1999). Adding
into the model’s equation gross replacement rates for unemployment benefits, as a crude
measure of alternative benefit options, does not alter significantly the results (Table 3.2,
model III). A more generous unemployment benefit is associated with lower disability
beneficiary rates (significant at the 10% level), confirming findings discussed earlier in the
report according to which increases in disability benefit rolls coincided with a fall in the
number of people receiving unemployment benefit.’

3.4. The political economy of reform

Sickness and disability system reform is a huge task, for several reasons. First, the
underlying policy goals are potentially contradictory: to provide income security during
periods of short or long-term work incapacity, while at the same time helping people to
stay in the labour market or to enable them to return to it as quickly as possible. Second
and partly related to this, the group of people to be helped is extremely heterogeneous,
requiring a wide range of different forms of incentives, supports and services to be
provided by one and the same system. Third, the group of stakeholders involved is broader
than in other policy fields; not only are social and employment issues at stake but the
medical sector is also involved, both in assessing eligibility and in rehabilitating workers.
Fourth, changing one parameter of the system (e.g. eligibility assessment) can have
complex effects on other parameters (e.g. early intervention). Finally, reforms of other social
assistance and social insurance systems often have a major impact on sickness and
disability benefits, which have become in several cases the “benefit of last resort”.
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For these reasons, it is difficult to make structural system reform happen. Successful
change not only needs the right elements of reform but also has to pay sufficient attention
to the way in which reform is being argued, designed and put in place.'® Only rigorous
implementation of reform can guarantee its intention will be followed and outcomes
improved. It is too easy for stakeholders to continue business as usual, and there are
incentives in the system for stakeholders to err on the side of leniency when granting a
benefit.!! Therefore, structural reform needs a change in attitudes and mind-sets of all the
actors involved at different stages. In turn, this makes the study of sickness and disability
reform paths and processes and of the political economy of system reform particularly
interesting.

An issue that arises when governments are considering comprehensive reform is the
ability to communicate clearly and convincingly to stakeholders both the need for reform
and the desirability of the proposed solutions. The rigor and quality of the analysis
underlying a reform can affect both the prospects for its adoption and the implementation
and the quality of the policy itself. At any given moment, the political context will also
influence the reception by the general public, by stakeholders and by policy elites of any
particular piece of analysis and policy recommendation. Drawing on Prinz and Tompson
(2009), Box 3.3 exemplifies some of these problems by looking at the reform pathways in
selected OECD countries — demonstrating the iterations of reform in most cases.

Box 3.3. Policy process lessons from selected OECD countries

Switzerland, after 40 years of little change in its disability policy regime, undertook a series of
increasingly successful reforms in recent years. To a considerable degree, these reforms were
motivated by accusations of widespread benefit fraud that, although never proven, triggered a more
thorough public debate. Public discussion of the issue became increasingly intense in response to the
steady increase in numbers of beneficiaries and the fast rise in the deficit of public disability insurance.
These helped to convince most stakeholders of the need for reform. At the same time, new data were
being collected and a large body of new scientific evidence was being produced. Much attention was
paid to benchmarking outcomes and policies against other OECD countries. Placed in a comparative
context, policies, institutions and practices that seemed normal until then came to be looked at
through a more critical lens. Such discussion made it possible to generate consensus on the direction
of reform, its main characteristic being a new focus on early identification and intervention in order to
prevent people flowing onto long-term disability benefit.

Norway has yet to undertake major reform, despite the highest sickness absence and disability
beneficiary rates in the OECD. A Royal Commission report in 2000 presented far-reaching reform
proposals, especially regarding the benefit system and the incentives for workers and employers, but
successive governments have left it to the social partners to solve the problems the Commission
identified. This approach has brought very limited success so far: Sickness absence has not really fallen
and disability beneficiary rates continued to increase. Government shied away from more
comprehensive structural reform, even though an increasing body of national evidence suggests that
such change is needed to alter the incentives facing the key players in the system. Hence, the need for
change and also the direction of necessary reform is well recognised by most experts but the political
culture of consensus-driven reform (via social dialogue) hinders enactment of some unavoidable but
unpopular system restructuring. A renewed tripartite agreement aims to strengthen further the focus
on partial sickness absence and closer follow-up during sick leaves.
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Box 3.3. Policy process lessons from selected OECD countries (cont.)

Australia has experienced steady economic growth since the early 1990s. However, as unemployment
was falling, the disability beneficiary rate was rising, and at a roughly similar rate. What is more, this
happened despite an important reform in 1991 that provided significant resources and introduced a
series of new programmes to promote the employment of people with disability. Much of the reform
effort since then has involved attempts to expand the more successful elements of labour market
programmes to assist people with reduced work capacity to find work. This idea encountered lots of
resistance, but the accumulation of a growing body of national evidence supporting such change
enabled the government to introduce a comprehensive welfare-to-work reform in 2006. Under the new
arrangements, many of those with partially-reduced work capacity are now treated like the regular
unemployed, with corresponding part-time work, job-search and participation requirements. However,
adoption of this very contentious reform was made possible only by leaving untouched the
entitlements of those already on a disability benefit.

The United Kingdom, too, has seen a significant part of the rapid fall in unemployment since 1993
offset by increased use of disability benefits — with the result that the share of the working-age
population on such benefits far exceeded the OECD average. This has generated a vast literature on
various elements of the system, including a series of evaluations of the impact of interventions of all
kinds showing, inter alia, that employment programmes could be effective also for people with reduced
work capacity and work was generally good for people’s health. The accumulation of an evidence base
enabled the government to push forward with reform, often using trials and pilots in an initial stage,
and including a proposal to move in the direction of a single working-age benefit. Reliance on pilot
programmes means that the universal or comprehensive roll-out of an initiative is evidence-based,
even though the effectiveness might be less pronounced on a nationwide scale.

In Sweden, since the beginning of the 1990s successive governments have tried to tackle the problem
of rapidly rising expenditure on sickness benefits, as well as the concomitant growth in the number of
work days lost as a result of sickness. During the 1990s, these efforts - triggered by an acute fiscal
crisis — were ineffective; a series of reforms or reform attempts were either reversed or blocked. Back
then, there was no consensus on the need for reform. Since 2002, however, there have been renewed
attempts at sickness insurance reform, recently with very impressive results. There are many reasons
for the frustration of reform efforts in the 1990s and the - so far — promising outcomes observed
since 2002. These include a gradual shift in the political consensus from a commitment to passive
income assistance with respect to people with disability to the application of the kind of mutual-
obligations approach already used with respect to unemployed people. There is also a strong case for
arguing that the more recent reforms were possible because the failed reforms of the 1990s gave rise to
a large and sophisticated body of empirical work on the weaknesses in the sickness insurance system.

The Netherlands, finally, has long had one of the most generous disability insurance systems in the
OECD. By 2000, around 11% of the working-age population was drawing disability benefits. A major
reform to the system was agreed by the government and the social partners in 2003-04, and took effect
in 2006. The reform, which applied only to persons who suffered disability in 2004 or later, reduced the
inflow into the disability benefit scheme from the 70 000-100 000 per year that had prevailed over the
preceding decade, to some 40 000 in 2007 and 2008 — a major accomplishment. Those already receiving
benefits at the time of the reform continued to receive benefits defined under the old rules, but most of
those younger than age 45 have had their entitlement re-assessed under the criteria used in the new
system. Again, there is a strong case for arguing that the success of the latest reforms which have
changed the incentives facing employers and employees drastically was made possible by the (failed)
earlier reform which, building on fast growing new scientific evidence, have created a consensus for
the need for change.
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3.5. Conclusion

This chapter finds that sickness and disability policy is changing in most OECD
countries, and in largely the same direction. To a varying degree and at varying speed,
countries are transforming their systems gradually in a search for a better balance in the
provision of income support and work incentives. Most countries have expanded
considerably the array of employment supports available for people with chronic health
problems or disability, and some countries have also - to a lesser extent - started to control
more stringently access to hitherto easy - to-get sickness and disability benefits. The
chapter also finds evidence of some convergence in policies even though distinct policy
models continue to exist.

However, despite a number of efforts, in most countries reforms have not gone far
enough to change sufficiently the continuously disappointing outcomes in terms of low
employment and high rates of benefit dependency. The message given by many systems to
workers, employers and public authorities administering the system continues to be
slightly contradictory in terms of whether or not employment is seen as the best way to
tackle disability. The lack of more far-reaching reform in several countries is to a
considerable degree the consequence of the difficult policy process involved in changing a
passive system that was designed for a narrow group and is now serving a highly
heterogeneous target group.

The good news on which further structural reform should build is that policy matters:
Countries which embarked on comprehensive reform involving both the benefit and the
employment support system have seen the biggest changes in outcomes.

Notes

1. Quota-levy systems aim to influence labour demand by mandating employers to employ a certain
share of workers with disability, typically in the range of 2%-7% of the company workforce.
However, systems allow employers to opt out by contributing money (a levy) to a special fund.
These funds usually disperse resources to workers with disability, service providers, and
employers.

2. It should be kept in mind that not each and every single policy change has an impact on the
indicator values and also that the indicator is more sensitive to some types of changes than others.
Hence, these results should be taken as indicative of the overall size of change in each country.

3. Cluster analysis is a method to group data (in this case, a series of policy typology scores) into
subsets or “clusters”, such that those within each cluster are more closely related (or more similar)
to one another than objects assigned to different clusters. Cluster analysis discovers structures in
data without explaining why they exist. The estimates are based on hierarchical clustering using
the classic complete linkage method whereby distance between groups is defined as the distance
between the most distant pair of objects. Hierarchical clustering means that more and more
objects are being aggregated together into larger and larger clusters of increasingly dissimilar
elements.

4. A classification like this obtained through cluster analysis should be interpreted carefully. It can
help identify broad commonalities and differences but can also react very sensitively to small
changes in indicator values in one or several countries.

5. Due to data limitations, the dependent variable used is the total disability benefit caseload not the
flow of new claimants of disability benefits which reacts more sensitively to policy change.
However, flow data are not available for a long enough period for a large enough number of
countries.

6. The analysis describes multivariate correlations between changes in system and policy features
and changes in the beneficiary caseload. Results cannot be interpreted as causal, again because of
data limitations.
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7. Several sensitivity tests have been performed, based on disaggregated data by gender and age and
excluding one country at a time. Labour market factors may play an important role in explaining
changes in disability recipiency rates since decreases in work options, or work options that are low
paid, are found to be a major explanation for lower participation rates for the low-skilled and
higher applications to disability benefits (Autor and Duggan, 2003; Faggio and Nickell, 2005).
Labour demand and alternative benefit options (such as early retirement) are not controlled for in
this analysis because of the lack of appropriate indicators. Unemployment rates could be used as
a proxy for labour demand conditions, but they may capture more general economic change more
than the relative attractiveness of unemployment versus disability benefits. Concerns about using
time-series data for such analysis exist (Disney and Webb, 1991) and would be particularly
problematic given the short time-span and the cross-country nature of the data.

8. Taking the example of the Netherlands, changes in the definition of disability reduced the number
of new benefit awards by 7% in 1993. However, the slowdown was reversed at the end of the 1990s
and the number on disability rolls reached almost 1 million in 2002. The reversal is believed to be
partly attributed to a more lenient interpretation of the assessment rules.

9. The causality between disability and other beneficiary trends can also be influenced by policy
decisions, for instance, easier access to unemployment benefit during a downturn reducing the
need for disability benefit in the short run, or stricter application of entitlement rules for social
assistance payments contributing to a shift of some people onto disability benefit, as has been
shown for Finland (Gould, 2003).

10. The right timing of reform can be another critical parameter. The coincidence of a jobs crisis does
not appear to be the best moment to embark on structural reform but this report tries to argue why
ongoing disability reform cannot be halted at this stage in view of the long-term structural risks (of
a higher structural disability beneficiary rate) and challenges (of a falling labour force).

11. This problem is closely related to the challenge of assessing work capacity. Ideally, a system should
neither deny benefits to people who deserve them (exclusion error) nor award benefits to those
who do not (inclusion error). Both errors involve welfare losses, but the consequences of exclusion
errors are likely to be more serious for those administering the system: deserving applicants who
are denied benefit may contest the decision, whereas undeserving applicants who are awarded
benefits will not draw attention to themselves. Moreover, doctors and others involved in screening
are likely to face more serious consequences if they are found to have denied assistance to a
genuinely needy individual, who then suffers further health problems or loss of capacity as a
result. The agents administering the system thus have incentives to err on the side of leniency and
grant the benefit of doubt.
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ANNEX 3.A1

Table 3.A1.1. OECD disability policy typology: classification of the indicator scores

DIMENSION 5 points 4 points 3 points 2 points 1 point 0 points

X. Compensation

X1. Population coverage Total population  Some of those out of ~ Labour force plus  Labour force with Labour force Employees
(residents) thelabourforce (e.g.  means-tested voluntary
congenital) non-contrib. scheme  self-insurance

X2. Minimum required disability 0-25% 26-40% 41-55% 56-70% 71-85% 86-100%

or work incapacity level

X3. Disability or work incapacity <50% 50-61% 62-73% 74-85% 86-99% 100%

level for full benefit

X4. Maximum disability benefit RR > =75%, RR > =75%, 75>RR>=50%, 75>RR>=50%, RR < 50%, RR <50%, minimum

payment level reasonable minimum  minimum not  reasonable minimum  minimumnot  reasonable minimum  not specified
specified specified

X5. Permanence of benefit Strictly permanent  De facto permanent Self-reported Regulated review  Strictly temporary,  Strictly temporary

payments review only procedure unless fully (=100%) in all cases

disabled

X6. Medical assessment criteria Treating doctor Treating doctor Insurance doctor  Insurance doctor ~ Team of experts in  Insurance team and
exclusively predominantly predominantly exclusively the insurance  two-step procedure

X7. Vocational assessment criteria  Strict own or usual Reference is madeto  Own-occupation Current labour All jobs available  All jobs available

occupation 0one’s previous assessment for market conditions  taken into account, taken into account,
assessment earnings partial benefits are taken into leniently applied strictly applied
account
X8. Sickness benefit payment RR =100% also RR =100% RR > =75% 75>RR > =50% RR > =50% RR < 50% also
level forlong-term  (short-term) >=75% (short-term)>=50%  foranytypeof  (short-term)<50%  for short-term
sickness (long-term) (long-term) sickness absence (long-term) sickness absence
absence sickness absence  sickness absence sickness absence
X9. Sickness benefit payment One year or more,  One year or more,  Six-twelve months, Six-twelve months, Less than Less than
duration short or no significant short or no significant six months, short six months,
wage payment wage payment wage payment wage payment  or no wage payment  significant wage
period period period period period payment period
X10. Sickness absence Lenient sickness  Sickness certificate  Frequent sickness Strictfollow-up steps ~ Strict controls of ~ Strict follow-up steps
monitoring certificate and occupational certificates with early sickness certificate with early
requirements health service with intervention and risk with own intervention and risk
risk prevention profiling, but no assessment of  profiling, including
sanctions illness if necessary sanctions

Note: RR = replacement rate.
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Table 3.A1.1. OECD disability policy typology: classification of the indicator scores (cont.)

DIMENSION

5 points 4 points

3 points 2 points

1 point 0 points

Y. Integration

Y1. Consistency across supports
in coverage rules

Y2. Complexity of the benefits and
supports systems

Y3. Employer obligations for their
employees and new hires

Y4. Supported employment
programmes

Y5. Subsidised employment
programmes

Y6. Sheltered employment
programmes

Y7. Comprehensiveness of
vocational rehabilitation

Y8. Timing of vocational
rehabilitation

Y9. Disability benefit suspension
option

Y10. Work incentives for
beneficiaries

All programmes  Minor discrepancy,

accessible flexible mixture
Same agency for One agency for
assessment for all integration, benefits
programmes co-ordinated

Major obligations  Major obligations
towards employees towards employees,
and new applicants  less for applicants

Strong programme, Strong programme,
permanent option  only time-limited

Strong and flexible Strong and flexible
programme, with programme,
a permanent option  but time-limited

Strong focus, with ~ Strong focus, but

significant largely permanent
transition rates employment
Compulsory Compulsory

rehabilitation with  rehabilitation with
large spending low spending

In theory and
practice any time
(e.g. still at work)

In theory any time,
in practice not
really early

At least one but
less than
two years

Two years or more

Permanent in-work Benefit continued
benefit provided  for a considerable
(trial) period

Minor discrepancy,
restricted mixture

Major discrepancy,
flexible mixture

Same agency One agency
for benefits and for integration,
vocational benefits not

rehabilitation co-ordinated

Some obligations
towards employees
and new applicants

towards employees,
none for applicants

Intermediary,
also permanent

Intermediary, only
time-limited

Intermediary, either
permanent
or flexible

Intermediary,
neither permanent
nor flexible

Intermediary focus,
“traditional”
programme

Intermediary focus,
with some “new”
attempts

Intermediary view,
relatively low
spending

Intermediary view,
relatively large
spending

Generally de facto
relatively late
intervention

Early intervention
increasingly
encouraged

More than three
but less than
12 months

Up to three months

Income beyond Income up to
pre-disability level pre-disability level,
allowed also partial benefit

Some obligations No obligations at all,

Major discrepancy, Strong differences

restricted mixture in eligibility
Different agencies  Different agencies
for most for all kinds of
programmes assessments

No obligations

but dismissal of any kind
protection
Very limited Not existent
programme
Very limited Not existent
programme
Very limited Not existent
programme
Voluntary Voluntary
rehabilitation with  rehabilitation with
large spending low spending

After long-term
sickness or for
disability recipients

Only for disability
benefit recipients

Some, but not None
for disability
benefits
Income up to Some additional

pre-disability level, income allowed

no partial benefit

Note: RR = replacement rate.
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ANNEX 3.A2

Table 3.A2.1. OECD disability policy typology: country scores around 2007

Panel A. Compensation policy dimension (values from 0-5 for each sub-component and 0-50 for the total)

1 2 3 4 5 6 7 8 9 10 Sum
Benefit Minimum Disability ~ Disability Medical ~ Vocational ~ Sickness  Sickness Sickness
system disability Le\{el fqr.full benefit benefit ~ assessment assessment  benefit benefit benefit
coverage benefit disability generosity permanence rules rules generosity  duration  monitoring

Australia 4 1 2 1 2 3 1 1 1 5 21
Austria 2 3 4 2 1 1 4 3 2 2 24
Belgium 3 2 3 1 4 2 4 2 2 2 25
Canada 3 1 1 1 4 1 0 1 1 5 18
Czech Republic 1 4 3 3 0 2 1 0 5 5 24
Denmark 5 2 1 3 4 4 2 4 3 0 28
Finland 5 4 4 3 2 3 2 3 3 3 32
France 3 2 1 3 1 2 4 2 5 2 25
Germany 3 5 3 2 1 3 2 4 4 5 32
Greece 3 3 2 5 2 1 3 2 2 2 25
Hungary 1 3 2 3 2 1 4 3 5 4 28
Ireland 3 1 2 1 4 3 2 1 5 4 26
Italy 3 2 0 3 1 1 3 3 5 5 26
Japan 4 1 0 1 2 2 0 2 5 4 21
Korea 3 3 0 1 2 1 0 0 1 4 15
Luxembourg 2 1 2 5 3 2 2 5 4 2 28
Mexico 0 3 4 0 3 2 5 2 3 5 27
Netherlands 4 4 2 3 2 1 0 4 4 0 24
New Zealand 5 1 2 1 2 3 1 1 5 2 23
Norway 5 3 2 4 2 4 2 5 4 2 33
Poland 3 3 4 4 0 1 3 3 2 2 25
Portugal 3 2 3 5 4 1 4 1 5 5 33
Slovak Republic 1 4 3 2 4 2 1 2 5 2 26
Spain 3 4 1 4 5 0 3 2 4 1 27
Sweden 5 5 1 5 4 3 1 4 4 5 37
Switzerland 5 4 3 3 4 3 2 3 4 1 32
United Kingdom 3 1 2 1 2 3 1 1 2 5 21
United States 3 0 1 3 2 4 0 3 0 1 17
OECD average (28) 3.1 2.6 2.1 2.6 25 21 2.0 24 34 3.0 25.8
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Table 3.A2.1. OECD disability policy typology: country scores around 2007 (cont.)

Panel B. Integration policy dimension (values from 0-5 for each sub-component and 0-50 for the total)

1 2 3 4 5 6 7 8 9 10 Sum

Access to Agency Degree of ~ Supported Subsidised ~ Sheltered  Vocational ~ Vocational Benefit Work
employment responsibility employer employment employment employment rehabilitation rehabilitation suspension incentives

programmes  structure responsibility programme programme programme programme  timing rules rules
Australia 4 5 3 1 2 3 1 3 5 1 28
Austria 2 3 3 4 4 2 5 4 0 3 30
Belgium 3 3 3 1 5 2 2 3 2 0 24
Canada 1 1 3 3 2 2 1 2 5 4 24
Czech Republic & 1 4 1 1 & 1 4 0 3] 21
Denmark 4 4 2 3 5 2 5 4 5 3 37
Finland 2 2 4 3 3 3 4 4 5 2 32
France 3 2 3 3 5 4 1 2 0 3 26
Germany 4 0 4 5 4 3 5 5 3 2 35
Greece 3 2 3 0 2 3 0 1 0 2 16
Hungary 2 3 4 3] 3] 2 3 2 4 2 28
Ireland 3 2 2 1 3 2 0 1 1 2 17
Italy 4 2 4 1 1 2 0 2 0 2 18
Japan 3 1 1 3 3 2 2 4 5 3 27
Korea 0 1 1 2 3 2 1 2 1 3 16
Luxembourg 2 4 3 2 4 3 2 3 0 1 24
Mexico 2 2 0 0 0 0 0 1 0 3 8
Netherlands 4 4 4 2 2 4 4 4 2 5 35
New Zealand 3 5 2 2 2 1 0 0 3 3 21
Norway 4 5 4 2 4 4 5 4 5 0 37
Poland 4 2 2 0 3 4 2 2 0 3 22
Portugal 3 2 2 1 2 2 1 1 1 1 16
Slovak Republic 3 2 4 2 2 3 0 2 0 3 21
Spain 4 3 3 1 2 3 2 2 0 2 22
Sweden 3 4 5 2 4 3 3 3 5 0 32
Switzerland 4 4 2 1 1 3 5 4 0 3 27
United Kingdom 4 4 4 3 1 2 1 3 5 5 32
United States 0 0 3 4 1 2 1 1 5 4 21
OECD average (28) 2.9 2.6 2.9 2.0 2.6 2.5 2.0 2.6 2.2 2.4 249
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Chapter 4

Transforming Disability Benefits into
an Employment Instrument

This chapter addresses the key challenges and recent developments in changing the
current disability benefit schemes, which are still too passive in nature, into
employment-promoting policy tools. Key elements in the transformation process are
a new way of assessing work capacity implemented, thus, benefit eligibility; a new
activation and mutual-obligations stance applied at the application phase; a
stronger focus on reassessments of benefit eligibility and work capacity of current or
long-term benefit recipients; and improved work incentives to make sure work
always pays. The chapter concludes that what is needed is to bring the disability
benefit scheme closer in all its aspects to existing unemployment benefit schemes
and questions the need for distinguishing unemployment and disability as two
distinct contingencies.
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As noted earlier, the vast majority of persons who take up disability benefits never
return to work. This would not seem surprising were disability benefits only granted to
those without any remaining work capacity. However, this is not the case for the majority
of the large and increasing numbers of recipients today who do have partial work capacity.
Contrary to its intended purpose, disability benefit systems seem to be having a disabling
effect on people, steering them into welfare dependency and labour market exclusion.

How can countries halt the rising practice of disability benefit dependency? One way
forward is to improve the process of identifying applicants potentially able to work and
thereby avoiding their initial entry into long-term incapacity benefit status. Assessment
procedures in several countries have started to shift to looking at the remaining capacity of
people applying for a disability benefit. Given that people rarely move off disability benefit
once they have been granted it, limiting new entries into the disability benefit system will
be the most effective way forward, even though it will take a while for this to reduce the
beneficiary caseload.

Secondly, although disability policy across the OECD has moved towards a stronger
employment orientation in the past decade, disability schemes continue to be very passive
when it comes to expectations for persons with partial work capacity. To prevent the
disability benefit trap, this group should be made subject to participation requirements
matching their capacity, similar to the requirements facing recipients of unemployment
benefits.

Limiting access to disability benefits and increasing participation requirements alone
will not be sufficient to promote employment opportunities for persons with disability. If
work does not pay, people will be reluctant to work, or to seek work. Providing the right
financial incentives can be particularly important for workers with disability since many of
them are likely to enter low-paid jobs.

This chapter sequentially address these key challenges. Policy issues in relation to
sickness benefit, the main precursor to a disability benefit claim, are discussed in
Chapter 5, in the context of the role of employers in retaining sick workers.

4.1. From disability assessment to work-capacity assessment

The significant rise in the number of disability beneficiaries in recent decades has
required countries to rethink their approach to addressing working-age disability. A key
reason why people with health problems but meaningful work capacity became, in effect,
pensioned off by disability benefit schemes is that entitlement was not determined
according to a reliable and valid assessment of a person’s labour market competitiveness.
Instead, there was and still is too much focus on a medical diagnosis of loss of physical
and/or mental functioning, as assessed by a medical practitioner with no or limited
expertise in rehabilitation. This medically-driven judgement can either lead directly to the
granting of a disability benefit, or in any case will be a major factor in the award procedure.

104 SICKNESS, DISABILITY AND WORK: BREAKING THE BARRIERS © OECD 2010



4. TRANSFORMING DISABILITY BENEFITS INTO AN EMPLOYMENT INSTRUMENT

A second problem, related to this, is that disability benefits are awarded with a
number of implicit preconditions that presuppose a claimant’s health is unlikely to
improve and will permanently preclude them from undertaking any work. This is a wrong
assumption for many of the most prevalent health conditions today. To avoid having their
benefits cut, claimants must, firstly, maintain that they are unable to work; secondly, they
must not participate in any activity that would significantly boost their income, even if
they are living close to poverty; and lastly, they must not report any improvement in their
health status. In exchange, the claimant receives what in many countries amounts to a de
facto lifetime disability payment.

Assessing for capacity

Among the flaws with this approach is that medical diagnoses are typically unrelated
to a person’s likelihood of returning to work. Moreover, in practice such decision-making
varies considerably and unreliably across medical assessors (e.g. Hunt et al., 2002) and
patient demand may be playing a significant role in shaping the medical decisions that
determine entitlements (e.g. Campbell and Ogden, 2006). As a result, there is a high
likelihood that many people who could work are being granted a disability benefit that
effectively excludes them from the labour market. Persons with chronic health problems or
disability may need medical care and rehabilitation, but using a predominantly medical
assessment that is inconsistently variable as the primary determinant of benefit
entitlement is not an effective approach.

Recognising this, several countries have recently made efforts to move away from
assessing a person’s disability to exploiting better the person’s remaining work capacity.
Such a change in orientation also shifts the focus of supports and resources to
rehabilitating people back to part or full-time work rather than supporting them to stay out
of work. Denmark has perhaps gone furthest in this shift to a broader approach to
capturing the applicant’s remaining work capacity:

e Following comprehensive reform in 2003, disability assessment in Denmark now focuses
on the person’s remaining functions and the possible jobs the person can still perform. A
comprehensive individual resource profile is put together covering a range of health,
social (network) and labour-market experience and proximity criteria. Health is only one
of many elements involved though it is a key factor in 95% of all new disability benefit
grants.

e Similarly, in the Netherlands disability assessment is based on the person’s functional
abilities which are matched to job requirements in order to determine the residual
earnings capacity (with 35% capacity loss required for a partial disability benefit). The
job-matching process is based on hypothetical jobs in the economy, not actual jobs
available.

Several other countries have changed their assessment procedures in different ways,
moving away from a medical focus to a more interdisciplinary one taking social aspects
and labour market contexts into account (e.g. Hungary, Slovak Republic). In many cases this
shift is complemented with a shift in responsibilities, with decisions increasingly taken by
case-managers of benefit authorities taking into account not only the medical file but also
clients’ abilities and work aspirations (e.g. New Zealand). This is important in countries
which used to rely heavily on the assessment of general practitioners, such as Norway and
Switzerland, for example.
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Assessment criteria

The Dutch example cited above raises an important issue — whether or not to take into
account the actual availability of a job matching the person’s capabilities. To avoid
premature labour market exclusion, most countries today refer to a “theoretical” labour
market when assessing disability benefit eligibility, i.e. to jobs that exist in principle in the
economy, rather than actually available jobs. However, in some countries this principle is
violated by regulations according to which a full benefit is paid temporarily until a
matching job is found (see “Requirements to participate in work-related activities” in
Section 4.2 below).

Another general development is the move away from usual-occupation assessment
where entitlement is determined vis-a-vis the applicant’s ability to perform the usual job or
a job in the usual occupation, to a broader assessment taking all jobs in the economy as a
reference. Most countries today use an “any-occupation” criterion for determining
eligibility for a (typically long-term) disability benefit but an “own-job” criterion to determine
sickness benefit entitlement, which is now a temporary payment in virtually all OECD
countries. Depending on the duration of sick pay, this can imply a significant loss in time
before a broader assessment against all jobs can be undertaken, time during which the
person in question is usually inactive and could have been activated. To shorten this
period, Sweden is currently trying to implement an innovative approach:

e Under what is called the new “rehabilitation chain”, sickness benefit is initially paid for
a period of 90 days in which a person is given time to resume their existing job, possibly
with some modification in duties. In the next 90 days, if workers cannot perform their
previous jobs, they are expected to accept another job in the same business or to try out
another job with another employer. After 180 days, clients are assessed against all jobs
in the labour market.

The Swedish reform is facing massive opposition during its implementation, partly
because this change marked a very big shift given that sickness benefit was previously paid
without any time limit. However, sickness absence rates have recently fallen at a very rapid
pace down from twice to just around the OECD average, and the trend is expected to
continue (OECD, 2009). This suggests that there is great potential in trying to transfer
people on long-term sick leave to other jobs earlier.

In trying to strengthen the identification of remaining work capacity, with the aim to
better activate those with some capacity, several countries try to screen out people with
full and permanent work incapacity for whom a passive disability benefit is the most
appropriate choice. This is understandable, but it is not straightforward to set the level of
capacity below which it is impractical to expect a person to participate in the labour
market. Part of the difficulty arises from the confounding effect of individual motivation.
Even severe physical or mental health problems do not consistently prevent some
sufficiently-determined persons from performing in the open labour market, albeit often
in low-skilled jobs. Yet, countries like the Netherlands and the United Kingdom have
chosen to separate, in the course of the assessment, people who are fully incapacitated and
who will receive a disability benefit, which is paid permanently and at a higher level and
without any activation elements. This should facilitate the implementation of a more
active approach for those with meaningful work capacity. Other countries like Austria and
Italy have long had an implicit distinction of this kind, paying benefits permanently to
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those with full and permanent disability but temporarily otherwise (see “Temporary
benefits and regular assessment of medical conditions” in Section 4.2 below).

To summarise the trends in regard to disability assessment, most countries are
implementing changes which one way or the other aim to assess remaining work capacity
- bringing the assessment forward in time and/or strengthening the non-medical elements
and/or broadening the labour market reference. These changes which are ongoing will all
help in establishing a system with a stronger focus on employment and activation.
However, changes have to be continued, in particular in view of the rapid increase in the
share of mental health problems causing disability benefit applications.

4.2. Moving to an activation stance

Disability and unemployment benefits both offer income replacement to working-age
people without a job who are in many cases able to work. Disability schemes, however,
differ drastically in how they operate and the outcomes they produce. Unemployment
benefits are paid so long as a beneficiary engages in job-search activities, training or other
obligatory activation measures. In most countries, this is not the case for a person on, or
applying for, a disability benefit who tends to be viewed as incapacitated and inactive,
irrespective of his or her actual work capacity. As a consequence, employment supports are
offered on a voluntary basis, in turn explaining at least in part the low take-up of these
services.

In terms of competitiveness in the labour market, the distinction between persons
with partial work capacity and the long-term unemployed is not necessarily useful and
becoming increasingly blurred. In order to limit the disincentives inherent in current
disability benefit and employment support schemes and thereby improve labour market
outcomes, some countries are beginning to explore approaches for tackling this, in two
ways: i) by managing persons with partial work capacity in a different way, expecting more
from benefit applicants or beneficiaries, in return for better supports being offered; and
ii) by seeking ways to turn disability benefit payments into more temporary payments, like
unemployment benefit.

Requirements to participate in work-related activities

Contrary to the unemployed, disability beneficiaries are exempt from job-search
requirements, further increasing the likelihood of permanent labour market exclusion.
Imposing job-search requirements for all disability beneficiaries or benefit applicants is
impossible, given that some people cannot reasonably be expected to work. But
requirements targeted to the person’s remaining work capacity are a different matter and
can be implemented as a part of a mutual-obligations strategy. Several OECD countries
have gone down this route with the aim of raising people’s expectations and requirements.

Strengthening participation requirements

Some countries in Europe, e.g. Austria, Germany, Hungary and Switzerland, have long
had formal requirements for disability benefit applicants by applying a vocational
rehabilitation-before-benefit principle. Also in Denmark regulations say that possibilities
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for rehabilitation must have been exhausted before a disability benefit can be granted.?
These requirements have recently been strengthened in some cases:

e Switzerland, for example, is moving to a more binding rehabilitation-instead-of-benefit
principle. It is in the process of introducing new responsibilities for persons with health
conditions that could lead them to taking up disability benefits. Under a reform adopted
in 2008, these persons are now obliged (as the legislation states) “to participate actively
in reasonable measures aimed at maintaining the workplace or their reintegration into
professional life (or activities comparable to working life)”; obligations are listed
explicitly, together with sanctions for non-compliance.

e Similarly, in Luxembourg, people with partial work capacity are now obliged to enrol in
training and reintegration measures.

Both countries have seen falling disability benefit inflow rates recently, though this
change was only one of several changes and the impact of the strengthened obligations
themselves is not known. Countries which hitherto have not had any such requirements in
their systems may instead opt for a milder version initially, to test the acceptability and
impact of such approach, like the United Kingdom did a few years ago:

e The United Kingdom’s Pathways-to-work process trialled as from 2003 is one such
example. The key feature of this policy is a series of six, ordinarily monthly, mandatory
work-focused interviews, usually starting eight weeks after the benefit claim. These
interviews are led by an incapacity benefit adviser whose aim is to develop a personal
action plan. A range of programmes can be accessed afterwards to support return to
work but so far any such action taken in response remains non-compulsory.

Pathways-to-work is targeting new benefit applicants, but people already receiving a
disability benefit can volunteer to go through the same process.? Evidence on the impact of
the new process, based on the initial trials, suggested that the chances of being in
employment 18 months after starting the benefit claim were increased by 7 percentage
points and benefit outflow accordingly (Blyth, 2006). However, newer results - still referring
to a pre-recession year — after the full rollout are inconclusive (Bewley et al., 2009).

Combining partial disability benefits with work-availability requirements

A number of OECD countries have long used partial disability benefits as a way to
encourage people to remain in work, or to return to employment, to some degree
(Table 4.1). Partial benefits function in different ways. Most countries with such systems,
especially Nordic and eastern European countries but also the Netherlands and
Switzerland, offer a full benefit for those more or less fully unable to work and various
degrees of partial benefits in line with reduced work capacity. Most countries offer
1-3 steps of such partial benefit, while some use a finer grid (e.g. at 5% steps in Norway).
Partial work capacity is defined in different ways, e.g. in terms of the number of hours a
person is still able to work (Germany, Sweden) or in relation to the remaining percentage of
work capacity, or earnings capacity.

Other countries, including France, Poland and Spain, have a quasi-partial benefit for
people who are unable to work in their usual occupation and a full benefit only for those
unable to work in any occupation. Hence, the capacity threshold is the same for both
benefits but the reference is different. The partial benefit is de facto a full benefit paid at a
reduced rate, and the benefit can be topped up to some extent by earnings from a job in
another occupation (even without income limit in the case of Spain). Most other countries
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Table 4.1. Partial disability benefit regulations vary considerably across OECD countries
Regulations on the disability definition and the availability of partial disability benefits

Australia No partial benefit. Full benefit only if unable to work at least 15 hours per week within the next two years. (Before 2006, full benefit if unable
to work at least 30 hours per week within the next two years.)

Austria No partial benefit. Full benefit for at least 50% work-capacity reduction (earnings-capacity reduction for unskilled workers).

Belgium No partial benefit. Full benefit with 66% earnings-capacity reduction in the usual occupation.

Canada No partial benefit. Full benefit with severe and prolonged mental or physical disability that prevents individuals from regularly pursuing any

substantially gainful occupation.

Czech Republic -~ Three levels of disability benefit: 1st level — work capacity decline 35-49%; 2nd level — work capacity decline 50-69%; 3rd level (full benefit)
— work capacity decline at least 70%.

Denmark No partial benefit (partial benefit abolished in 2003). Full benefit only if, after activation attempts have failed, permanently disabled and
unable to perform a part-time job or a job with a permanent wage subsidy.

Finland Full benefit if work capacity is reduced by at least 60%; half benefit if it is reduced by 40-59% (only for the earnings-related pension).

France Reduced quasi-partial benefit (worth 60% of a full benefit) with 66.6% earnings-capacity reduction and unable to carry out the usual
occupation; can be combined with income from another job to some extent. Full benefit only for those unable to carry out any occupation.

Germany Full benefit: person only able to work less than three hours per day, partial benefit: person able to work 3 to 6 hours per day (partial benefit
in full if no matching part-time work can be found).

Greece Three levels of disability benefit. 1st level — 50-66% earnings-capacity reduction with respect to own occupation (strength, skills and

education) with a strong medical focus; 2nd level — 67-79% earnings-capacity reduction; 3rd level (full benefit) — earnings-capacity
reduction of 80% or more.

Hungary Full benefit with more than 79% of damage on health. Partial benefit with 50-79% damage and person cannot be employed without
rehabilitation.

Ireland No partial benefit. Full benefit only for those unable to work (Invalidity Pension) or if, because of a disability, person is at a disadvantage in
unertaking suitable work (non-contributory Disability Allowance).

Italy No partial benefit. Full benefit with 100% total and permanent incapacity to perform any work (disability pension) or 66.6% work-capacity
loss (means-tested disability allowance).

Japan No partial benefit. Full benefit with a medically-determined degree of disability that severely restricts the person’s ability to work
(supplements if person’s ability to live independently is also restricted).

Korea Three degrees of benefit depending on the medically-determined degree of disability, paying 100%, 80% and 60% of the insured’s basic

pension amount for total, moderate and minor disability, respectively.

Luxembourg Full benefit only for those unable to carry out their former occupation or another occupation commensurate with their abilities. Quasi-partial
benefit in respect to the last workplace if redeployed either in the own or another company (with special allowance paid at the level of a full
disability benefit for as long as the person otherwise would be entitled to an unemployment benefit).

Mexico No partial benefit. Full benefit if 50% earnings-capacity reduction in previous job.

Netherlands Full benefit for permanent earnings capacity reduction of at least 80%. Reduced benefit for those with a full but temporary capacity
reduction or a partial capacity reduction of 35-79%. Higher benefit payment for those who utilise at least half of their partial capacity.

New Zealand No partial benefit. Full benefit if permanently and severely restricted in work-capacity. Disability expected to last at least 2 years and the
individual cannot regularly work 15 hours or more in open employment. However, people who are unable to work full-time but more than
15 hours, so do not qualify for Invalids Benefit, are able to access Sickness Benefit.

Norway Partial benefit granted in 5% intervals for work-capacity reduction of 50-94%; full benefit for at least 95% reduced work capacity (but the
benefit level is determined by the level of earnings-capacity reduction).

Poland Reduced quasi-partial benefit (worth 75% of a full benefit) if unable to carry out the usual occupation; can be combined with income from
another job to some extent. Full benefit if unable to carry out any work.

Portugal Partial benefit if 66.6% earnings-capacity reduction in the usual occupation; full benefit for 100% permanent incapacity to carry out any

working activity (with the same benefit calculation rules for both situations).

Slovak Republic No partial benefit. Full benefit for more than 40% earnings-capacity reduction which is expected to last for more than one year, taking into
account possibilities for vocational rehabilitation.

Spain Reduced quasi-partial benefit (worth 55% of a full benefit) if unable to carry out the usual occupation; can be combined with income from
another occupation. Full benefit if unable to carry out any work.
Sweden Full benefit if unable to work at least 2 hours a day. Partial benefits (25/50/75% of a full benefit) determined in relation to the daily number

of hours a person can work.

Switzerland Full benefit if earnings-capacity reduced by at least 70%; three-quarter benefit for reduction of 60-69%; half benefit for 50-59%; and quarter
benefit for 40-49%. (Three-quarter benefit introduced in 2004.)

Turkey No partial benefit. Full benefit for 40 % work-capacity reduction.

United Kingdom No partial benefit. Full benefit only for people with severe functional limitations at such a level that they cannot be expected to seek work in
the open labour market.

United States  No partial benefit. Full benefit for inability to engage in any substantial gainful activity (in any occupation) due to a medical impairment
which has lasted or is expected to last for at least 12 months or result in death.

Note: Information relates to the main disability benefit programme; information on second typically non-contributory scheme
also given for countries with a high beneficiary number on this scheme.
Source: Information provided by national authorities.
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have abolished such own-occupation assessment altogether in the past two decades, with
the major exceptions being Belgium and (for white-collar workers) Austria where a full
benefit is paid in relation to incapacity in the usual occupation.

There is limited evidence that the labour market reference (usual versus any
occupation) has any correlation with the ease of access to disability benefit. On the other
hand, it appears that countries with a partial benefit system tend to have higher overall
benefit recipiency rates. The problem with partial benefit schemes is that they often just
provide lower benefits for people with only partially-reduced work capacity, without
having a strong focus on the remaining capacity of those people or on imposing
participation requirements. In most countries, people can choose to take the partial
payment without having to be available for part-time work. There is also inconclusive
evidence on the impact of partial benefits on employment rates. Data from Finland and the
Netherlands, for example, suggest that between one-third and one-half of those people
receiving a partial disability benefit are not in work.

Partial benefits could be accompanied by work-availability requirements for the
remaining work capacity. However, this rarely happens unless the person is looking for
work and choosing to seek employment support from the employment service, in which
case the normal participation and job-search requirements would apply. Hence, there can
be a partial work-availability requirement especially where a partial disability benefit can
be, and is, combined with a partial unemployment benefit. But actual practice is very
different. In Germany, for example, a person entitled to a partial benefit will receive a full
benefit if he or she cannot find a corresponding part-time job.

Switzerland has recently introduced an additional intermediary partial-benefit level
and is now considering a move to a more graduated system to allow for a gradual increase
or reduction in benefit level in line with the person’s work capacity. By having a more
flexible system with improved financial incentives to increase work effort, they hope to
reduce labour market barriers. However, there is no evidence available on the likely impact
of such a change.

Turning partial disability benefits into in-work payments

The issue is how to turn a partial-benefit system into a more active tool, and transform
it from an out-of-work payment to an in-work benefit - thereby as much as possible
promoting work of those with reduced capacity while avoiding to draw too many people
into benefit. There are various ways in which countries are tackling this issue. Denmark
and the Netherlands provide two variants of largely the same idea, i.e. to make it more
attractive for people with partial capacity to work while receiving income support:

e Denmark is the only country which, in 2003, has abolished a previously existing partial
disability benefit in recognition of its inactivity-enhancing features. The partial benefit
was replaced by a generous wage subsidy scheme (for so-called “flex-jobs”) that has a
very similar function but is related to whether or not a person is working, i.e. it is an in-
work subsidy. Subsidies are available at two different levels (one-half or two-thirds of the
previous wage); cover the full difference between the previous and the new wage; and
require that the person has a permanent work incapacity, is unable to work under
normal conditions and has exhausted all rehabilitation possibilities.

e The revised disability benefit system that came into operation in the Netherlands
in 2006 has similar features. Workers with assessed earnings incapacity of 35-79%
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receive a wage supplement depending on the amount of remaining work capacity
actually used (at least half of the actual remaining capacity needs to be used). If not
working, or not enough, a flat-rate benefit is paid instead which is considerably lower
than the disability benefit used to be.

What are the lessons from these changes? In Denmark, the use of subsidised flex-jobs
has increased very rapidly — but without a corresponding fall in disability beneficiary
numbers. This is partly because, due to the attractiveness of the system, the wrong group
of people was drawn into such jobs, and partly because the implicit work-availability
requirement was nullified by regulations effectively paying a full benefit when the person
seeking such a subsidy is unable to find a corresponding job. Similar to the regulation in
Germany referred to earlier, Danes receive a special benefit effectively paid at the level of a
disability benefit, the so-called waiting benefit, in such situation; this can easily become
another quasi-disability benefit.

The regulation in the Netherlands is much tougher in this regard - the higher benefit
is only paid when the person works. The outcome is indeed much more promising,
including a rapid fall in the number of new disability benefit claims, but it is difficult to
quantify the individual impacts of the various changes introduced in 2006. The work-
incentives feature of disability benefit reform, however, is not that effective; especially for
people with lower incomes, the threat of a benefit cut is often effectively compensated by
higher housing benefit entitlements (OECD, 2008).

Unemployment benefit for people with partial work capacity

Other countries are trying to achieve better labour market integration via work-
availability requirements for people with partially-reduced work capacity by treating more
of this group in the unemployment benefit system. Some countries — like Germany or
France - have always had more people with health restrictions on their unemployment
records, thereby partly explaining the lower disability beneficiary rates and, equally, the
higher rates of long-term unemployment. This is a good setup in principle in terms of
making the most of peoples’ work capacity, especially in times of an economic upsurge,
provided the PES actually seeks to activate the long-term unemployed with health
problems. Other countries in which this has not been the case hitherto are trying to get
closer to such a situation:

e Welfare reform in Australia, in 2006, has been along these lines. People with significant
work capacity who are able to work 15-29 hours per week are now no longer entitled to
a disability benefit but, instead, classed as regular unemployed and supported and
obliged to seek matching part-time work.3

e Similarly, in the Netherlands also since the 2006 reform workers with an earnings
capacity reduction of 15-34% can no longer receive a disability benefit; in case of job loss
they are, after exhaustion of sickness benefits, managed like other unemployed with
normal job-search requirements.

e In Luxembourg, since 2002, people with remaining work capacity who were receiving
sickness benefits were shifted onto job-search support in the form of a clearly-defined
“redeployment” procedure which can have two outcomes: i) employment with a
permanent payment to compensate for any difference between previous and new
earnings (similar to the Danish flex-job subsidy); or ii) unemployment in which case they
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receive a waiting allowance set at the level of disability benefit but with availability
requirements just like every other unemployed (OECD, 2007).

Effectively, in legal terms such shifts of a larger group of people with partial work
capacity onto the more active unemployment benefit largely occurred in countries which
used to have a very low entry threshold for a disability benefit (15% earnings-capacity
reduction in the Netherlands, inability to work 15 hours a week in Australia, prior to
reform). However, tighter administration of disability benefit applications can have a
similar effect without any legal change. Luxembourg is an example of the latter where
change was driven by changes in the way rules are being interpreted and implemented (i.e.
the rules are now more strictly followed), rather than by changes in legislation.

Moving towards a single working-age benefit

One way or the other, all these attempts suggest that treating people along different
contingencies - unemployed, sick and disabled, or otherwise —is not the most effective way
to go about supporting people facing problems in the labour market. An alternative
approach altogether would be to, first, offer a single working-age benefit to the entire
working-age population in need of income and employment support, with contingency
payments to cover the costs of managing various individual health conditions or other
problems that limit a person’s capacity to work; and secondly, offer employment supports
in line with the person’s needs and irrespective of the benefit category.

New Zealand gave active consideration a few years ago to the idea of integrating all of
its working-age benefits, but eventually decided against going down this route. Several
countries, however, are making attempts to simplify their benefit system, thereby moving
closer to a single-benefit setup:

e The United Kingdom is perhaps the best example. With reform in 2008, the existing
disability benefits (both contributory Incapacity Benefit and non-contributory Income
Support) were replaced with the new Employment and Support Allowance. For clients
assessed as having a limited work capacity, the new benefit works in a similar way to
unemployment benefit, albeit paid at a slightly higher rate, recognising the additional
obligation to engage in a mandatory work-related interview regime where sanctions
ensue for non-attendance.

e Germany is another example. In 2005, unemployment and social assistance were
combined into the basic security benefit for jobseekers, thereby generating a single
benefit for all “employable” people of working age in need of assistance. Persons are
considered employable if illness or disability does not prevent them from working for at
least three hours per day for more than six months (in which case they would not be
entitled to a disability benefit). In other words, this is a step towards a single working-age
benefit but explicitly excluding disability benefit.

e Norway, with its latest reform in 2010, merged different types of medical and vocational
rehabilitation benefits and the time-limited disability benefit into a single “Work
Assessment Allowance”. Increased weight is given to the person’s workability profile in
the assessment process as well as during the strengthened following-up requirements.

With the new benefit setup it has become easier in these countries to enforce work-
availability requirements through sanctions, even small, which have tended to prove an
effective tool for promoting re-employment chances of recipients of either unemployment
benefits (Lalive et al., 2002) or welfare payments (Reijenga et al., 2004).
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Follow-up of rejected claimants

One of the virtues of a single working-age benefit would be its ability to curb the big
problem of welfare-system movers, i.e. people being shifted across different income support
payments or between the authorities responsible for different contingencies. Such moves
could include shifts from unemployment to disability benefit, because caseworkers of the
employment service find the health restrictions too strong for an effective reintegration;
from disability benefit to social assistance, because the health problem is not severe
enough to qualify for a disability benefit; and from social assistance back to unemployment
benefit, after an intermediary, albeit short, period of work.

The problem of welfare-system movers is well reflected in the extremely high
rejection rates for disability benefits virtually all over the OECD. In most countries, between
one-third and two-thirds of all disability benefit applications are declined; only in the
Nordic countries are these shares significantly lower, around or even below 20%
(Figure 4.1). Many of these people have been inactive for a long while and are unlikely to
find their way back to the labour force easily.* On the contrary, there is a high likelihood
that these people will stay on or move into another benefit, such as unemployment benefit
or social assistance, and a good chance they will reapply for disability benefit at a later
stage. As a result, after a few years of cycling between various working-age benefits, they
will often end up on disability benefit eventually.

Figure 4.1. In many OECD countries, more than one in two applicants
for a disability benefit are rejected
Benefits rejected as a share of all benefit applications, 2008 or latest year available®
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a) Data for Poland refer to 2003; 2004 for Canada, Ireland and Slovak Republic.
b) Data for Ireland refer to persons applying for the Illness benefit after two years; for Canada and Germany, the
contributory pension only and for Poland to the KRUS pension scheme only.

Source: National submissions.

Temporary benefits and regular assessment of medical conditions
Temporary benefits with either fixed or flexible frequency of retesting

One of the reasons for disability benefit being regarded as more attractive than other
working-age benefits is the more permanent beneficiary status which it brings with it. Very
few people ever leave a disability benefit before reaching the statutory pension age, and
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even fewer move back into employment (Chapter 2). In aiming to prevent people from
becoming permanently trapped on disability benefits, an increasing number of OECD
countries are restricting new applicants to time-limited or temporary payments. This is
done in different ways (Table 4.2).

Table 4.2. More and more countries are providing disability benefits
for a temporary period
Regulations on benefit duration and re-testing of disability benefit entitlements

Australia Risk-based profiling for medical reviews are irregular and uncommon, annual income and assets tests via a questionnaire.

Austria Temporary for up to 2 years (repeated renewal), continuation of payment if no health improvement; permanent if 100% disabled
(20-25% of the inflow).

Belgium Granted indefinitely, with flexible examinations (in most cases, several control examinations); after three years usually permanent.

Canada De facto permanent with regular earnings reviews.

Czech Republic Temporary; reassessment is performed at regular intervals, depending on the condition.

Denmark Permanent if rehabilitation failed (no re-tests).

Finland Temporary subject to a rehabilitation plan and assessment.

France Temporary subject to flexible re-evaluation.

Germany Temporary for up to 3 years if reasonable prospect for improvement, with repeated renewal; partial entitlements that are paid as full benefits
because of poor labour market are always temporary.

Greece Temporary and reassessment should be at regular intervals but could become permanent.

Hungary Temporary with renewable periods (necessity and time of the next examination is determined during the actual medical testing).

Ireland De facto permanent.

Italy Permanent for full permanent disability; temporary for up to 3 years for partial benefit i.e. partial disability (after 6 years benefit becomes
permanent).

Japan Temporary and reassessment should be at regular intervals.

Korea Flexible; periodic review of not completed diseases.

Luxembourg Retesting at irregular intervals in case of temporarily disability. No re-testing in case of permanent disability benefit or tide-over allowance.
Mexico Temporary for renewable periods (periodical examinations in the first year) if there is recovery potential; usually permanent after two years.

Netherlands Permanent payment for people with full and permanent disability. Temporary payment, up to five years, for partial and/or temporary
disability. Ex officio reassessment always possible (and not unusual) when the assessment criteria have changed.

New Zealand Regulated review procedure. Case managers can require medical reassessment at two years, five years, or never depending on medical

information.

Norway Either a temporary benefit if the situation is likely to improve (with reassessment upon expiration of payment) or a permanent benefit.

Poland Strictly temporary; upon expiration (usually after three years) payments are terminated, individuals have to reapply and their case will be
fully re-examined as if it was a new claim.

Portugal Permanent but not definitive, i.e. a revision test is possible at any time (and common after three years on sickness benefit).

Slovak Republic Reassessment is performed at certain intervals, depending on the conditions.

Spain Permanent, but for temporary disability a long-term sickness benefit can be paid for up to 30 months (after that, benefit becomes
permanent).

Sweden Permanent; but subject to review every third year.

Switzerland Granted for as long as conditions are fulfilled but re-test possible any time (either on request of the benefit recipient or ex officio).
Turkey Subject to re-testing according to request by the Institution.
United Kingdom Generally temporary as long as the Work Capability Assessment threshold is met; review frequency assessed at each new assessment.

United States  Periodic continuing disability eligibility reviews, conducted at 6-18 months intervals if medical improvement is expected; every 3 years if
medical improvement possible; and every 7 years if medical improvement is not expected (authorities have to prove impairment has
improved).

Note: Information relates to the main disability benefit programme.
Source: Information provided by national authorities.

In some countries, benefits are strictly granted for a fixed period unless the person is
fully and permanently incapable of working. Disability benefits are initially granted for up
to two years in Austria and up to three years in Germany and Italy, with repeated renewal,
benefits can be turned into permanent ones after a certain period, e.g. in Italy usually after
six years. Poland, following reform in the early 1990s, went a step further. Disability benefit
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is not only always granted temporarily, for no more than three years at a time, but
recipients must reapply for a benefit every third year, thereby going through a full new
assessment of their case each time to determine continued eligibility. Some countries use
a similar but less binding approach, granting benefits permanently or indefinitely in
principle but subject to review in regular intervals. This interval is also often three years,
e.g. in Belgium or Sweden.

Other countries, including the Czech Republic, France, Hungary, the Slovak Republic,
the United Kingdom and most non-European countries, use a more flexible system.
Benefits are granted for a flexible period the length of which is determined at the time of
the assessment; at each reassessment, the period until the next review is set. In the United
States, for instance, this period ranges from 6-18 months if medical improvement is
expected to every seven years if no such improvement is expected. Other countries do not
set the review period initially but instead review entitlements at irregular intervals.

Three questions are critical: First, how seriously are reassessments taken; secondly, what
are the criteria against which the person is being reassessed; and thirdly, what is the impact of
having a temporary payment on the likelihood of granting such a benefit in the first place?

On the first question, evidence suggests that due to resource constraints, a very large
group of people in many countries are not reassessed, or not thoroughly. Reassessment in
such cases can, for example, be nothing more than asking the recipient whether his/her
health condition has changed. On the second question, the criteria for reassessment, many
countries use a very narrow definition according to which a benefit payment can only be
reconsidered or withdrawn if the medical condition has improved. In addition, in most
cases it is the benefit authority that would have to prove that such an improvement has
occurred. This explains why in most cases having temporary disability payments with
reassessments is a rather ineffective policy tool.”

The third question is difficult to evaluate. By and large, most temporary payments are
renewed or turned into permanent ones at some stage.® In principle, therefore, if eligibility
for a temporary benefit is less strict, such payment may contradict the stated purpose and
in fact increase long-term inflow rates and, hence, reduce total labour supply. Norway is a
good example to consider here because it introduced temporary payments only in 2004 and
operates the temporary-benefit scheme (with benefits initially being granted for between
one and four years) alongside the permanent-benefit scheme (with two-thirds of all new
claims being permanent). Age-specific rates of annual new claims before and after reform,
in 2003 and 2005, show a huge 40-60% rise in the inflow rate for applicants in the age group
20-39 years (OECD, 2006). This seems to indicate a significantly lower entry threshold for
new benefit grants for these groups, posing a major problem given that the vast majority of
temporary claims are turned into permanent ones after a certain time period has elapsed.

Reassessment versus tighter entry into benefit for young people

In view of the Norwegian experience, countries should not choose between either
lower entry criteria combined with regular entitlement reassessment, or strict entry
criteria without reassessment. The main question, however, is the criteria on which
reassessments are being made. Overall, it appears that there is a mismatch in many
countries between the increased focus at the application phase on remaining work
capacity on the one hand, and the continued rather strong medical approach taken for
reassessments on the other. Improved work capacity despite an unchanged medical
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condition could be quite frequent, for instance as a consequence of being better able to
manage the condition - e.g. a mental health condition - and maybe also because of better
knowledge on how best to handle conditions at the workplace.

This mismatch in reassessment criteria is of particular concern for young
beneficiaries, who will often stay on disability benefit for several decades. Young
beneficiaries usually lack work experience and have on average lower educational
backgrounds, thus strong reintegration measures accompanied by participation
requirements are fundamental to help them access the labour market. In this regard, there
is increasing recognition that granting a disability too early in life is counterproductive.
Denmark has recently discussed the option to replace disability benefit for young people by
a more active regime. Recent reforms in the special disability scheme for young people in
the Netherlands go in the same direction:

e In view of the fast increase in the number of young people entering into disability
benefit, recent reform in the Netherlands aims to make better use of the work potential
of many of these claimants. The scheme has now been split into two phases: 18-27 year-
olds are given a mandatory “participation plan”, either work or study with a wage or
study subsidy, with intense job-seeking support and job coaching. Only at the age of 27 is
a final assessment performed to establish their degree of disability (i.e. the degree of
earnings capacity loss with respect to the minimum wage).

e As part of the 2010-11 budget, the Australian government is funding a two-year trial that
enables young people with disability to enter disability employment services directly
from a transition-to-work programme, or within 12 months of leaving school, without
the need for any additional assessment or other intermediate interventions.

e A Qualification Programme and Benefit, introduced in Norway in 2009, aims to improve
the qualification of young persons with very limited education and/or work experience.

Disability benefit grants at a very young age indeed seem to steer people with
disability into benefit dependence. The differences across OECD countries in disability
beneficiary rates of the 20-34 year-olds are stark, ranging from less than 0.5% of the
corresponding population in countries which require labour force experience for their
main disability programmes (e.g. Austria, Germany) to 3-4% in countries like the
Netherlands or the United Kingdom.

Reassessment versus benefit suspension for long-term recipients

Not only are reassessments more medically-focused than initial assessments, but
there is another problem: Most countries disallow reassessments on the basis of new
entitlement criteria, such as a new minimum entry threshold or changed assessment
procedures or criteria. Also, to win stakeholders over a more comprehensive reform,
several countries (e.g. Australia) have chosen to grandfather existing entitlements, i.e. to
apply new rules to new applicants only while leaving old entitlements untouched. This is
unfortunate because it traps current recipients on long-term benefits and means missing
out on opportunities. Only very few countries have ever done widespread reassessments of
large parts of the beneficiary caseload. In Poland, in 2004, a comprehensive reform package
was proposed which included a plan to reassess all claimants under age 50/55 (women/
men); however, the package was adopted only partially, and the reassessment element was
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abolished by parliament. Lessons from large-scale reassessments in the Netherlands are

telling:

e The Netherlands has frequently reassessed many of its recipients following comprehensive
reform. In the years 2005-09 in the aftermath of a change in benefit eligibility rules, the
entire caseload of beneficiaries under age 45 was reassessed according to the new rules.
Almost 40% were found to be fit for work or have a lower disability level than before,
younger recipients in particular. Cohort evaluation of reassessed beneficiaries suggests
that about one-third moved into work within 18 months, partly with special
reintegration support offered for this group.

While evidence shows that reassessment can be very effective, several other countries
have instead made it easier for beneficiaries to try to work. To make this more attractive,
benefit suspension rules (or linking rules, as they are called in the United Kingdom) are
being implemented and extended which allow recipients to try out work without losing
their benefit entitlement and without a need for reapplication. Benefit suspension is now
possible for up to two years or more in countries like Australia, Canada, Finland, Norway,
the United Kingdom and the United States. Canada also offers a fast-track reapplication
process within five years. Denmark and Sweden have recently gone farthest, allowing
recipients to cease work and resume their disability benefit at any time and without
reassessment to help overcome any fears of entitlement loss as a consequence of
attempting to work.

Given the large gains to the public purse to be made from benefit off-flows, there is no
good argument for any time limits for such benefit suspension rules. However, there is an
inherent contradiction with the move in many OECD countries towards temporary
entitlements with comprehensive reassessment at periodic intervals. Countries cannot
easily encourage people to try work while at the same time telling them they will be
reassessed comprehensively at their return to benefit. This problem could be solved in two
ways, both allowing for some inequality across beneficiary groups. One would be to move
to temporary payments for new applicants while allowing unlimited benefit suspension
without reassessment for those on benefit already. This might be the best approach for
countries unwilling to retest the caseload comprehensively and along revised criteria. An
alternative would be to strengthen reassessment for some groups closer to the labour
market, for instance all recipients under age 45, while offering generous suspension rules
for those less likely to ever return to employment.

4.3. Making work pay: reforming tax and benefit system

One of the biggest challenges facing governments is how best to reform tax and
benefit systems for persons with disability with a view to providing them with appropriate
financial incentives to take up jobs, to remain in work and to increase work effort. As a
complement to changes in the way partial work capacity is assessed, reassessed and dealt
with by the benefit and employment systems, work must pay. This section focuses on the
financial incentives that the tax and benefit systems of OECD countries offer to workers
with health problems to stay in employment or to increase their working hours.

Adequacy and generosity of disability benefits

An adverse health shock is a key driver of the transition from employment into
disability, but the chances of remaining in employment after the onset of a health problem
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differ substantially across countries and socio-demographic groups. An argument brought
forward repeatedly as an explanation for such differences, is the generosity of benefits
systems. Generous and easily accessible payments can erode the willingness to work of
individuals with health problems. They may also increase the likelihood, especially for the
long-term unemployed, of seeking a benefit that is generally regarded as permanent
(OECD, 2003). Similarly, disability benefits which are relatively more generous than other
income support schemes may more generally attract people of working age who are facing
labour market difficulties.

How much do people get when entitled to a disability benefit?

Low net replacement rates (NRRs) for people who become totally incapacitated for work
in the midst of their professional career may raise concerns about poverty and social
exclusion, especially if the person has caring obligations towards children.” However, a
majority of persons with disability are not fully incapacitated for work but experience
health-related problems which hinder their chances of staying in the labour market. In the
case of NRRs approaching or even exceeding 100%, disability benefit schemes may become
an attractive alternative to employment; not only for employees facing problems, but also
for employers looking to adjust their workforce without causing labour discontent.

Across the reviewed countries, NRRs provided by the main disability benefit schemes
are generally very high, especially for low-wage earners — with replacement rates in the
range of 70% to 110% (Figure 4.2).8 NRRs are typically 15-30 percentage points lower for
average earners, ranging from just over 50% in Australia to 80% in Denmark and
Switzerland. The higher NRRs for low-wage earners result from the interplay with other
benefits, especially housing benefit and social assistance payments, income-test
thresholds and tax rates. In two countries, the NRRs for low-wage earners even surpass
100%, owing to general family allowances and special child supplements within the
disability benefit system in the case of Switzerland and social assistance and housing
benefits in Denmark. Individualised monetary and in-kind benefits — such as the free
medical care for disability beneficiaries in Ireland - are not taken into account in the model
estimates presented in Figure 4.2 and may further increase the “net worth” of disability
benefits for certain beneficiaries.

How does disability benefit compare with other working-age benefits?

In most countries a majority of those who take up a disability benefit (typically
50-90%) do so after a period on sickness benefit. Others first move into unemployment,
often drifting into long-term unemployment, after the onset of a health problem before
switching onto disability benefit. A relevant question is thus how disability benefits
compare, in terms of income replacement rates, with other main income support schemes
for the working-age population. Figure 4.3 compares NRRs for disability, unemployment
and social-assistance benefit schemes. Again, a synthetic indicator is used to take into
account different schemes and family situations.

Overall, disability benefits appear to be more generous than social assistance
payments but by and large very similar to unemployment benefits. Except for former low-
wage earners in Luxembourg, disability benefits always have higher NRRs than regular
social assistance (i.e. the resulting ratio exceeds unity). The difference in compensation is
particularly large for former average-wage earners, with disability benefit replacement
rates in Spain, the Netherlands and the United Kingdom being more than 50% higher than
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Figure 4.2. Net replacement rates are often high, especially for previous low-wage
earners
Synthetic indices of NRRs of main disability schemes for six family types and two earnings levels® b: ¢
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a) Data for Australia, Luxembourg, Spain, and United Kingdom refer to 2005; Denmark, Finland, Ireland and the
Netherlands to 2006; Norway, Poland and Switzerland to 2008. Countries are ranked according to the synthetic
NRR index for previous average-wage earners from lowest to highest.

b) Calculations consider cash incomes (such as social assistance, housing benefits and family benefits) as well as
income taxes and mandatory social security contributions. The synthetic indices are calculated for a 40-year-old
person with a full earnings history since age 18 and are unweighted averages over the main disability benefit
scheme(s) in the country and six family types (single persons, one-earner married couples, two-earner married
couples with spouse earning 67% of the average wage (average production worker wage in the case of Ireland);
each time with and without children). Children are aged four and six, and neither childcare benefits nor childcare
costs are considered. A low-wage earner is a person who previously earned 40% of the national average wage (or
the national minimum wage, if the latter is higher; this is the case for Australia and Ireland, where the national
minimum wage was respectively 49% and 44% in the year under consideration).

¢) “Main” disability benefit schemes covered in the model results include Disability Support Pension for Australia;
Invalidity Pension and Disability Allowance for Ireland; Disability Benefit for Luxembourg and Switzerland; Partial
and Total Disability Benefit for Poland; Long-term Incapacity Benefit and Income Support with Disability Premium
for the United Kingdom; Partial Incapacity Benefit for Spain; Permanent and Temporary Disability Benefit for
Norway; Full Disability Benefit (WGA) for the Netherlands; and Disability Pension for Finland and Denmark.

Source: Special module of the OECD tax-benefit model. Information provided by national authorities.

those of social assistance. Unemployment benefits, on the other hand, are higher than
disability benefits in about half of the investigated countries, but the difference is often
negligible. Hence, the attractiveness of disability benefit in comparison with unemployment
benefit does not, in general, result from higher benefit levels but rather from other features
of the disability benefit system, such as the lack of work and activation requirements and
thus the more permanent nature of payments.

Counteracting labour market traps

Disability benefit recipients who enter a job generally lose entitlement to part or all of
their benefits. How these benefits are phased out can be decisive for whether or not it pays
to work. High tax burdens on earnings are an additional factor limiting the financial gains
from employment. For those with remaining work capacity, the net income effect, i.e. the
extent to which earnings are “taxed away” through a combination of reduced benefits and
higher taxes, will therefore be crucial when considering taking up a job or increasing
working hours. Such financial incentives and disincentives in a country’s tax/benefit
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Figure 4.3. Disability benefits are above social assistance but comparable
with unemployment benefits

Synthetic indices of net replacement rates for disability;’beneﬁts, unemployment benefits and social
assistance®
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a) Data for Australia, Luxembourg, Spain, and United Kingdom refer to 2005; Denmark, Finland, Ireland and the
Netherlands to 2006; Norway, Poland and Switzerland to 2008. In each graph, countries are ranked according to
the ratio of disability benefits to unemployment benefits.

b) For technical specifications, see notes b and c for Figure 4.1.

Source: Special module of the OECD tax-benefit model. Information provided by national authorities.

scheme can be expressed as an average effective tax rate (AETR) - for entering a job — or as
a marginal effective tax rate (METR) - for increasing hours of work.

Does it pay to work?

On average across the reviewed countries, a disability benefit recipient returning to a
full-time job of 40 hours at the average wage loses almost 60 cents of each euro earned in
the job as a result of both in-work taxes and benefit withdrawals. Spain has the lowest
effective taxation throughout the entire earnings range - 24% for average earners — as
earnings can be accumulated with disability benefits without limit or phasing out, and
taxation on this combined income is low. AETRs are, however, much higher in a number of
countries and for certain ranges of working hours, creating strong disincentives to take up
employment. This is the case in Finland (if working more than 16 hours), Ireland (less than
20 hours), the Netherlands (irrespective of the hours worked) and the United Kingdom (for
part-time employment), where AETRs are around 80% and higher (Figure 4.4).° Such high
effective tax rates arise either because of the complete withdrawal of disability benefits
once earnings or working hours exceed an allowed maximum, or because of high income
taxes and social security contributions.

In-work benefits are one of the tools that have been used more recently in order to
raise the financial returns to work. A number of countries introduced in-work payments
which top up earnings for certain wage levels or a minimum number of hours. This can be
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a useful measure to reduce AETRs and to motivate groups with particularly poor work
incentives or labour market opportunities:

e In Ireland, when disability benefit recipients take up work for at least 20 hours, their
AETR drops from a level close to 100% to some 45% for former average earners (and as
low as 20% for low-wage earners; not shown in the figure) thanks to the Back-to-Work
Allowance. This allowance is phased out gradually over a four-year period.

e In Canada, the Working Income Tax Benefit, a general earnings supplement for low-
income workers, together with the Disability Supplement for people with a severe
disability reduced the METR by over 20% over an earnings range up to full-time work at
lower wages.

In-work benefits also exist in other countries, e.g. Finland and the United Kingdom, but
they play a more limited role and effective taxation remains high.*°

Is working more hours rewarded?

A slightly different question arises for persons already in work, who are drawing a
(partial) disability benefit, and considering increasing their weekly working hours. Analysis
for 11 OECD countries of the financial consequences of increasing working hours in 10-
hour steps suggests the following conclusions.

e There are several “zones” in most countries where working more does not pay, i.e. the
resulting METRs exceed 100%. In such cases, persons are encouraged to stay in their
current position despite their wish to become more active due to, for instance,
improvements in their health condition. Such “low-wage traps” often occur when
disability benefits are suspended, and they are generally more frequent and more
pronounced for low-wage earners.

e In Ireland and the United Kingdom, on the contrary, it does not pay to take up work for
one or two days a week since disability payments are suspended and in-work benefits
are not yet available at this earnings range.'! The substantial in-work benefits in Ireland
generate a huge incentive for low-wage earners to take up part-time work, with a
considerably negative METR.

e In Denmark, Luxembourg and Spain, effective tax rates are stable throughout the
working hours range, reflecting the gradual phase-out of disability benefits in the former
two countries and the unlimited possibility to combine disability benefits with earnings
in Spain.

Overall, incentives to take up work or to increase the number of hours worked vary
hugely both across countries and across (previous) income levels and working hours within
countries. The interplay between (gradual) benefit withdrawal and increasing taxes
produces, for most countries, a range of situations in which working or working more
hardly pays.
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Figure 4.4. Taking up work does not always pay, but country differences are large
Average effective tax rates for a 40-year-old single person on disability benefit, percentage of earnings®
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a) The average effective tax rate (AETR) is the percentage of earnings that is “taxed away” via increased taxes and
reduced benefits when taking up work. The AETRs are estimated for a single 40-year-old person with a full
earnings history since the age of 18, who was earning the average wage (average production worker wage in the
case of Ireland) prior to acquiring a disability. The person is assumed to be on (partial) disability benefit, if such
benefit exists, and returns to a job at the previous wage level but at working hours ranging from 10 to 50 hours per

week.
b) Data for Australia, Luxembourg, Spain, and United Kingdom refer to 2005; Denmark, Finland, Ireland and the
Netherlands to 2006; Norway, Poland and Switzerland to 2008.

Source: Special module of OECD tax/benefit model. Information provided by national authorities.

4.4. Conclusion
Countries have started to understand the disabling effect of the disability benefit
system and to address some of the features responsible for the widespread granting of
disability benefits. In particular, many countries are now making increasing efforts to look
at the person’s remaining work capacity when determining benefit eligibility, rather than
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putting all the focus on identifying disability. Moreover, more is being done in a range of
OECD countries to support people in using their remaining capacity. However, much more
will have to be done to transform what is still a rather passive benefit system in most cases
into an employment-promoting instrument.

There are three main remaining weaknesses in many cases. First, the activation
stance now applied in unemployment benefit systems differs drastically from the stance
taken in disability benefit systems. Too low expectations on the part of (potential)
beneficiaries and too lax or nonexistent participation requirements often counter the
stronger employment and employability supports offered. Secondly, the change in
entitlement criteria and assessment procedures is not yet reflected in a similar shift in the
way reassessments are being done and continued eligibility is re-established. This is a
missed opportunity and contributes to trapping people in long-term benefit dependency.
Lastly, work does by no means pay for all people receiving (or applying for) a disability
benefit, with huge differences in work incentives not only across countries but equally so
within countries across different income groups.

Notes

1. However, this general rule has not always been enforced. Finland uses a different principle, giving
people a legal right to vocational rehabilitation.

2. In some pilot areas, the Pathways-to-work process has been extended, on a mandatory basis, to
some existing incapacity benefit customers; in a first stage to people whose benefit claim started
in the two years prior to the rollout of Pathways and later on including those whose claim started
up to six years before.

3. Disability employment services can be accessed by people with disability, injury or a health
condition to support them to find employment that matches their work capacity. Moreover,
depending on their earnings, they may continue to receive part-rate income support on an ongoing
basis.

4. In Norway and other Nordic countries, those people will often have remained on rehabilitation
benefits for an extended period, owing to the rehabilitation-before-benefit principle. With
increasing period on such benefits, returning to the labour force is becoming more and more
difficult.

5. The United States provide an interesting example in this regard. The implementation of mandated
continuing disability reviews in the early 1980s on the basis of current medical evidence faced
considerable challenges. The States were concerned about financial consequences because many
terminated disability benefit recipients were likely to fall back on state-funded social assistance
payments. Also, beneficiaries and administrative law judges were concerned that their prior
disability decisions could be overturned. A 1981 court decision finally held that an individual’s
disability benefits could not be terminated on the basis of medical factors absent a finding of clear
error in the previous determination of disability or evidence of medical improvement sufficient to
establish that the individual was no longer disabled (Derthick, 1990).

6. Even in Poland, which on paper operates the most stringent temporary benefit scheme, less than
10% of all reassessed payments are ceased, corresponding to 2.5% of the caseload in any given year
(OECD, 2006).

7. Net replacement rates compare the income situation when moving from paid work to inactivity.
They thus provide indicators of both the adequacy and the generosity of disability benefit
schemes. NRRs take account of income tax and social security contributions to be paid as well as
other benefits the person or household may be entitled to, including e.g. family allowances and
housing benefits.

8. To evaluate the generosity of disability benefits across countries, a synthetic index of net
replacement rates is constructed considering different schemes and family situations. The index
is not meant to take into account the relative frequency of the respective family types or schemes
in a country, but should be seen as a policy indicator summarising the main disability benefit
systems that exist.
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9. Figure 4.4 shows the AETRs for the countries’ main disability scheme for a single 40-year-old
person who was earning the average wage. The person is assumed to return to a job at the previous
wage but at varying working hours. High AETRs indicate that transitions into work result in small
or no gain in net incomes.

10. Finland operates an employment-conditional “earned income allowance”. While this benefit is
available to all persons taking up work, there is special tax allowance and a tax credit for persons
with disability.

11. In-work benefits come into play between 16 and 21 hours in the United Kingdom (Working Tax
Credit and Return-to-Work Credit) and at 20 hours in Ireland (Back-to-Work Allowance).
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Chapter 5

Activating Employers and Medical
Professionals

Employers are key players in preventing health problems at work and facilitating a
swift return to work for people absent from work due to sickness. This chapter sets
out examples of good practice across the OECD to provide an effective combination
of responsibilities and supports for employers, including stronger financial
incentives to retain workers. It also seeks answers to the question how to provide a
balanced policy package so to promote employment of people with health problems
or disability through both job retention and new recruitment. Finally it also
addresses the key role general practitioners are playing in the early phase of a
sickness absence and ways to strengthen the employment orientation of doctors’
sick-listing practices.
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To raise labour demand for workers with health problems or disability is a major
challenge for policy makers. Good incentives to work for those workers and good
incentives for public authorities to provide the necessary employment support and
enhance these workers’ employability will not be enough. Employers are key players too.
Employers, together with medical professionals and workers’ representatives, are critically
positioned to influence the trajectory of workers with health problems before labour
market detachment has occurred. However, significant obligations for employers towards
people with a chronic illness or disability, together with concerns about the implications in
terms of the company’s productivity and costs, can act as deterrents to employment.

A key challenge facing policy makers is to implement measures that promote job
retention among people with reduced work capacity, but not to the extent that they
simultaneously discourages the hiring of new workers with reduced work capacity, a
chronic health problem or a disability. A flexible labour market is needed that
accommodates the needs of these persons, together with strong responsibilities for
employers to offer safe and healthy workplaces and to prevent sickness and work
incapacity leading to entry into disability benefits. To this end, medical professionals who
assess sickness and work incapacity act as gatekeepers for the benefit system and also
need clearer responsibilities and directions.

5.1. Strengthen incentives for employers to keep workers with health problems

For workers with health problems who still hold a job, irrespective of whether they are
on sick leave or not, preventative measures at work will help to retain employment and
avoid transfers onto disability benefits. Employers, supported by workers’ representatives,
are uniquely well placed to help prevent such illness leading to deterioration of health and
work readiness, and ultimately labour market detachment, because they are among the
first to see the early signs and, knowing the worker’s abilities and strengths, better able to
respond adequately.

Obligations and financial incentives for employers are needed because they are very
sensitive to the costs of employment. Employers will often think it would be in their
interest to allow a worker with a history of sickness absence to quit work and take up
publicly-funded income support, so the worker can be replaced by a worker in better
health. Many employers perceive the costs of new recruitment and training to be lower
than the costs of retention, adjustment and accommodation needed to maintain
productivity with existing workers with health problems. In response, a number of OECD
countries have set out to adjust the balance of carrots and sticks such that it is in an
employer’s financial interest to retain sick workers.

Health-enhancing work environments

The range of involvement of employers in the sickness and rehabilitation phase, their
responsibilities towards their workers and the support given to them to fulfil these differ
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widely across countries (Table 5.1). In short, the following picture emerges. First, in most
countries today employers have an obligation to accommodate work or the workplace up
to the point of accommodation reaching unreasonable or disproportionate expenses,
though with rather different degrees of enforcement of this requirement. Secondly, most
employers across the OECD are obliged, by law or through collective or individual
agreements, to cover sick-pay costs for a sick worker for a certain period; this period,
however, and the share of the wage to be paid, differ drastically across countries. Thirdly,
in only a few countries do employers have any particular obligation in relation to a sick
worker’s rehabilitation, though in those few countries this obligation is considerable.
Finally, there are big differences across countries in dismissal regulations, which are much
tighter for workers who are sick than for other workers in some countries (making
dismissal of a sick worker very difficult), but lower — though sometimes requiring the
consent of the authority — in other cases (explicitly allowing dismissal because of sickness).

Strengthened employer obligations

A few countries stand out as having legislated obligations for employers that are more
specific than elsewhere and go beyond the more general work or workplace accommodation
obligation, which is difficult to enforce in practice. Although no evaluation exists of such
specific regulations, they should make it more likely for workers with health problems or
disability to be able to benefit from legislation and to improve their workplace skills and
qualifications. Such regulations also take into consideration the wider benefits for both
employers and society in terms of human capital improvements:

e Employers in Germany have to offer preferential selection for within-company training
to workers with health problems and support them in attending training elsewhere.
Moreover, these workers have not only a right to work assistance and an adapted
workplace but they are also entitled to part-time employment.

e Larger employers in Luxembourg (25+ workers) are obliged to find an appropriate job for
their sick workers, be it the same job at reduced hours or a different job.

e Employers in Spain must keep a post open for a worker with health problems for up to
two years in case of a rehabilitation process that is projected to be successful. Moreover,
former employees on disability benefit, once having recovered, have absolute priority for
filling a suitable vacancy or must be offered a similar job (possibly with a reduced wage)
when returning from a partial disability benefit.

The key challenge for all these employer obligations is their enforcement. Successful
enforcement will also require the timely involvement of workers’ representatives and trade
unions. This is particularly so in countries where the social partners have traditionally
been central players in social and labour market policy, e.g. the Nordic countries or Austria.
Social partners can play an active role in supporting job retention and reintegration of
workers with chronic health problems or disability through initiatives facilitating labour
market mobility and flexibility. In Sweden, for example, recent bargaining includes efforts
to introduce employer-paid rehabilitation in exchange for loosening employment
protection. More generally, more flexibility in wage setting in collective agreements can
also be useful to allow payment of a reduced hourly wage in cases where a workers’
productivity fluctuates or is reduced due to a disability. Such reduced wages can be agreed
for instance in Australia.
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Table 5.1. Obligations for the employer are generally weak in regard to vocational rehabilitation
Employer obligations in three areas: work accommodation, vocational rehabilitation and sick pay

Regarding work

Regarding rehabilitation

Regarding sick pay

Australia

Austria

Belgium

Canada

Czech Republic

Denmark

Finland

France

Germany

Greece

Hungary

Iceland

Ireland

Italy

Japan

Obliged to accommodate work or workplace, unless
this would impose unjustifiable hardship (rigid
interpretation of the term “unjustifiable”).

Obliged to provide reasonable accommaodation, unless
this would pose a disproportionate burden on the
employer (when taking public aid funds into account).

Only for some high-risk sectors of the economy:
reassign or adapt job after absence of four weeks due to
illness or accident.

Duty to accommodate workplace conditions (eliminate
discrimination resulting from a rule, practice or barrier)
except for cases of undue hardship (with fines in case
of non-compliance).

Accommodate work conditions in response to the
worker’s abilities and health competence or offer a
different job in case of long-term disability as proven by
a medical certificate.

Emphasis on encouraging social responsibility of
employers (social index, social accounting); duty for
the employer to make appropriate adaptations which
are not unreasonable. Dismissal during illness possible
if established that the employee will not get well.
Reasonable accommodation related to work
conditions, work organisation, working hours, work
methods, facilities, training and arrangement of work,
and work guidance.

Duty to take measures to give access to, or to keep, a
position corresponding to qualifications and to give
access to professional training (unless costs are
“disproportionate”).

Provide employment according to skills and abilities,
preferential selection for training within company,
support to attend training elsewhere, examine
vacancies for potential for disabled persons, right to
work assistance, right to part-time employment, right to
adapted workplace.

Reasonable adjustments to have access to
employment, work and participate in vocational
training, without causing disproportionate expenses for
the employer.

Ensure the provision of appropriate working
environment to perform the job.

A new obligation to provide reasonable accommodation
is in preparation.

Obligation of reasonable accommodation, including
adjustment to provide access to the workplace,
modifying the job content, working time and work
organisation; dismissal possible during absence and
because of the iliness.

Assign equivalent tasks or lower-graded tasks but
under old conditions, make necessary adaptations to
work organisation.

Take measures following a doctor’s advice to change
the nature of work, working hours or adapt the
workplace of an employee.

Responsible for assisting in the
occupational rehabilitation and return to
work of their workers, as well as
keeping the job available for a
reasonable time.

No employer obligations.

No employer obligations.

For work-related injuries and illnesses,
where reasonably practicable, duty to
return an employee to work, possibly in
a different position with different
conditions.

No employer obligations.

No employer obligations.

No employer obligations but disability
benefit premiums are experience-rated
and employers have occupational safety
and health obligations.

No employer obligations.

No employer obligations.

No employer obligations.

No employer obligations.

No employer obligations.

No employer obligations.

No employer obligations.

No employer obligations.

The National Employment Standards provides for ten
days of paid leave for each year of service for employees
engaged on a full-time and part-time basis.

Continued full wage payment for 6-12 weeks (depending
on length of employment); thereafter half the wage for a
period of four weeks (which is topped up by sickness
benefit).

Continued wage payment for one month: 100% of
earnings for white-collar workers; for manual workers
100% in 1st week, 60% thereafter.

No period of continued wage payment.

60% of average salary from the 4th-14th day, based on
hourly salary and working hours.

Collective agreements provide for continued wage
payment in case of sickness for certain groups of
employees (employer entitled to receive the worker’s
sickness cash benefit).

Continued wage payment for first nine days of sickness
(50% if employed less than one month). By collective
agreements most employers pay full salary during the
first 1-2 months.

Full or part of the difference between the salary and the
sickness cash benefits, in accordance with either national
inter-professional agreement or the collective agreement
conditions.

Continued wage payment for first six weeks; without re-
insurance possibility.

No statutory continuation of payment. Leave of absence
may be increased by six working days for workers with
an assessed disability of at least 50%.

80 % of the “absentee pay” for up to 15 days. Can but is
rarely supplemented by collective bargaining agreements
(up to 100%).

Continued wage payment for at least one month after
12 months of consecutive employment. Collective
agreements often more generous.

No statutory sick pay but many organisations operate
sick-pay schemes: public sector, full wage for six months
and a half wage for another six; private sector, full wage
for 4-26 weeks.

Statutory continuation of payment of wage for a
maximum of 180 days per year (and in some specific
cases 180 days again in the next year).

Wage payment for three days.

128

SICKNESS, DISABILITY AND WORK: BREAKING THE BARRIERS © OECD 2010



5. ACTIVATING EMPLOYERS AND MEDICAL PROFESSIONALS

Table 5.1. Obligations for the employer are generally weak in regard to vocational rehabilitation

(cont.)

Employer obligations in three areas: work accommodation, vocational rehabilitation and sick pay

Regarding work

Regarding rehabilitation

Regarding sick pay

Korea

Luxembourg

Mexico
Netherlands

New Zealand

Norway

Poland

Portugal

Slovak Republic

Spain

Sweden

Switzerland

Turkey

United Kingdom

United States

With technical guidance, offer employment in line with
abilities (but no sanctions).

Companies with 25+ employees obliged to find an
appropriate job for their worker, same job at reduced
working hours or a different job (internal
redeployment). If not possible or at excessive cost,
external redeployment is sought.

No employer obligations.

Rehabilitation obligation can include work
accommodation and working hours reduction, as well
as training.

Obligation to provide reasonable accommodation
(employees and new applicants); employers are
allowed to discriminate in case of risk of harm to that
person or to others.

Ensure suitable work (but dismissal possible after
6-12 months), arrange work conditions in general so as
to enable employment of people with disabilities.
Ensure workplace accommodation and access;

for work injuries: arrange for suitable workplace

if employee declares readiness to return to work.
Only for work injured: adapt workplace, offer
compatible job and part-time work.

Provide training or study to acquire the requisite
qualification to facilitate employment. Improve the
equipment of the workplace to enable the worker to
achieve, if possible, the same work or set up a sheltered
workplace.

Former employees on disability benefit who recover
have absolute priority for filling a suitable vacancy;

or (after partial benefit) must be offered similar job,
with up to 25% reduced wage.

Provide reasonable suitable accommodation if the
employee or job applicant is sufficiently qualified (e.g.
purchase tools and change working environment, work
organisation, work tasks and working hours); provide,
if possible, a different job in the company.
Anti-discrimination regulations do not include hiring
and firing practice; dismissal protection during period
of continued wage payment.

Work-injured workers are given priority; civil servants
have the right to ask for a suitable job.

Must make reasonable adjustments, e.g. adjust
premises, reallocate duties, alter working hours, modify
equipment; advice and financial support available in
certain circumstances.

Provide reasonable accommodation, e.g. adjust
equipment, make facilities accessible, modify work

schedules, unless this would result in an undue financial

hardship (sanctions include, e.g. back and front pay,
attorney fees, accommodation, re-instatement, job
offers).

No employer obligations.

No employer obligations.

No employer obligations.

Duty to prepare a reintegration
approach within eight weeks, submit
a plan on rehabilitation measures after
42 weeks and a report after first year

of sick leave; sanction: continued wage

payment for up to a further year.
No employer obligations.

No employer obligations.

Disabled employees have a right to
special breaks for rehabilitation
eXercises.

Again, only for work injured: offer
vocational training and leave to train
for other employment.

Some obligations to provide
qualifications upgrading.

During promising rehabilitation
process, employer must keep post
open for two years.

If sick employee is not eligible to
disability benefit, employer needs to
find suitable work or is responsible
for taking rehabilitative measures

that can be conducted in the company.

No employer obligations.

No employer obligations.
No employer obligations except for
allowing rehabilitation absences if this

would be a reasonable adjustment.

No employer obligations.

No sick-pay scheme. Collective agreements can include
regulations on sickness-related payments (e.g. for
government officials).

Employees in the private sector continue to receive pay
by the employer for 13 weeks (system for public sector is
more generous).

No period of continued wage payment.

Continued wage payment — at least 70% of the salary, in
practice up to 100% — for two years (except for work
disabled persons for first five years of employment), but
employers can take out private insurance; obligation to
contract with sickness absenteeism management
service.

Five days’ of paid sick leave after six months of
continuous employment; plus five days for each
subsequent 12-month period. Agreements can provide
for more generous sick leave provisions.

Continued wage payment during the first 16 days. Where
the employer continues to pay the salary beyond this
period, the sickness cash benefit is paid to the employer.
80% of gross earnings during past 12 months, paid for
first 33 calendar days of illness.

No obligation; moreover, topping up sickness benefits is
not permitted.

For first three calendar days, 25% of the daily earnings in
the previous year; from 4th to 10th calendar day of
incapacity for work, 55%.

Sickness benefit payment from 4th to 15th day of illness,
at 60% of wages.

Continued wage payment during the first 14 days (except
for first day) at 80% of wages.

Continued wage payment at 100 % for three weeks.
Generally, employers pay full salary for three to six
months, then 80% for up to two years.

Continued wage payment for civil servants borne by state
as employer.

Sickness benefit payment during entire 28-week period
(reimbursement possible where costs exceed 13% of
social security contributions); employers can re-insure
with a private insurer.

Voluntary employer-paid benefits like leave accrual plans
(paid sick leave up to 12 days per year or balance of 6-
12 weeks, paid time off up to 20 days per year or balance
of 4-6 weeks) or short-term disability benefits (which
cover first 13-52 weeks).

Source: Information provided by national authorities.
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Occupational health services

In many countries, prevention policy is still predominantly focused on preventing
work injuries and occupational accidents and diseases. Occupational health and safety
regulations are well developed throughout most of the OECD, and they have contributed to
a decline in work accidents in most countries. However, several countries have gone a step
further and put in place regulations to help prevent unnecessary labour market
detachment arising from poor working conditions. Occupational health services (OHS) are
often used as a tool for achieving this:

e Regulations in Finland ensure that employers have access to information, advice and
support. Employers are legally obliged to purchase private or community-run preventive
OHS to monitor workplace practices on a regular basis, through active programmes
assessing and minimising workplace risks, early detection of reduced work capacity and
other strategies to prevent disability. Public subsidies are available to support employers
in these tasks.

e Also in the Netherlands, until recently employers were obliged to contract an OHS
company. This strict obligation was introduced in 1996 when employers became
responsible for sick-pay for a whole year. The formal obligation was alleviated recently
because the system is now well embedded. The role of the OHS is broader than in
Finland and includes advice on prevention, but also management of sickness
absenteeism and prescriptions for rehabilitative health treatment.

e Sweden is putting considerable new resources recently into re-establishing its OHS
system, with generous financial support to companies contracting services approved by
the National Social Insurance Agency. Although contracting is voluntary, OHS covers
nearly half of the workforce. The function of OHS is to facilitate early and co-ordinated
medical and vocational rehabilitation and work accommodation actions, including -
where needed - background assessments of the employee’s work capacity, according to
the Social Insurance Agency’s recommendations.

Other countries are strengthening their systems in similar ways, without necessarily
using OHS. Denmark, through its Working Environment Act, has put in place similar
requirements on employers to monitor and address issues in the work environment,
including risk assessment and the effects of the work environment on sickness absence.
The Working Environment Authority visits employers unannounced and require them to
address hazards. If violations are not attended to within six months, fines can be imposed.
In addition, assessments are published, including all violations, on the authority’s website
as a further incentive to employers to address this issue. The effects of all these
developments have not been evaluated rigorously. However, it appears that such changes
are a useful complement to more far-reaching changes to employer incentives.

Dealing with arduous work

A particular issue is how best to tackle deteriorating health of people working in
arduous jobs or occupations for many years or decades. Early retirement schemes were
introduced during the 1980s in most OECD countries with an eye on jobs which cannot
realistically be maintained all through the working life until the legal retirement age of
around 65 years. With the phasing-out or abolition of early-retirement schemes in many
OECD countries in the course of comprehensive pension reform and the (planned) increase
in several cases of the legal retirement age (often to around 67 years), the issue of how to
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address arduous work is back on the policy agenda again in several countries. Some
countries, including e.g. Austria and Poland, have introduced special retirement schemes
for arduous work, allowing earlier retirement with no or lesser benefit cuts for certain
workers. These schemes are narrowly defined (e.g. in terms of far-above-average calorie
usage for large parts of the career) to avoid misuse; as a result, take-up is very low.

In most countries, arduous work is treated within the existing systems and will often
lead to premature retirement through a disability benefit. Countries have done very little to
prevent or address this issue directly. A notable exception is the planned Dutch regulation
on arduous work. In essence, arduous work should not last more than 30 years. After this
period, the employer is requested to move the employee into a different, not arduous job.
If the employers fail to find new employment for their workers in question, they will have
to start paying into a fund for each individual employee. The worker can draw upon this
fund, thus in essence allowing retirement some two years before the regular age (which is
now 65 and will be raised to 66 in 2020 and 67 in 2025). In this way, earlier labour market
exit — of up to two years — would be fully funded by employer premiums. This is an
innovative approach making employers more responsible, although the resulting buffer
fund for two years may not be large enough to address the problem fully. Moreover,
problems could also arise for workers moving to arduous jobs with other employers.

Sickness monitoring and management responsibilities to shorten sickness absence

The majority of people ending up on a long-term disability benefit initially go through
a period of employment and sick-pay of varying length. Pathways into disability benefit
show considerable variation across the OECD, but in all countries between one-half and
three-quarters of all new disability benefit claimants were previously employed or drew a
sickness benefit (Table 5.2).! These shares refer to the status immediately before the claim;
many of those claiming a disability benefit from unemployment or social assistance will
also have had interim periods of sickness absence beforehand. This is the major reason for
why tackling sickness absence early on can be a very effective strategy for minimising the
likelihood of eventual long-term labour market detachment. Employers are critically
positioned to monitor absences, which in and of itself can reduce inappropriately long sick
leave (e.g. Puhani and Sonderhof, 2009), and to support an employee in recovering or
learning to manage their condition such that they remain in work.

Procedures for assessing and monitoring sickness absence

Several countries, in an attempt to curb high absence rates, have put in place a process
of early intervention and absence monitoring involving employers in various ways. Norway
and the Netherlands provide two good examples:

e In Norway (where sickness benefit can be received for up to one year), within the first
eight weeks of absence the employer together with the employee has to draw up a
follow-up plan describing the return to work and including relevant documentation.
Employers are obliged to submit this plan to the national insurance office on request.
Measures to prevent long-term absence and test the worker’s functional ability must be
carried out at the workplace.

e In the Netherlands (where sickness benefit can be received for up to two years),
employers need to inform the company doctor during the first week of absence. By week
eight, the employer and the employee must prepare a reintegration plan with concrete
steps to be taken to achieve reintegration and arrangements for evaluating progress.

SICKNESS, DISABILITY AND WORK: BREAKING THE BARRIERS © OECD 2010 131



5. ACTIVATING EMPLOYERS AND MEDICAL PROFESSIONALS

Table 5.2. Pathways into disability benefit are manifold but sickness is a major precursor
everywhere

Origin of new disability benefit claimants as a percentage of all new claims, most recent available year

Australia? 2008 | Denmark 2006 | Finland? 2004 | Luxembourg® 2005
Employed 44 Employed 7 Employed 4 Employed or sickness benefits 67
Sickness benefit 1 Sickness benefit 39 Sickness allowance 60 Unemployed/Redeployed 23
Unemployment benefit 36 Flex job 3 Unemployed 26 Social assistance 2
Other 18 Waiting benefit 9 Study grant 1 Other inactives 7
Rehabilitation 3 Rehabilitation allowance 8
Social assistance 34 Parenthood allowance 1
Other 4
Total 100 Total 100 Total 100 Total 100
Netherlands 2006 | Norway 2004 | Sweden 2007 | United Kingdom? 2002
Employer paid sick leave 62 Unemployment 2 Employed 40
UWV sickness benefit 38 Sickness benefit 42 Sickness benefit 76 Statutory sick pay 17
Of which: Medical rehab benefit 34 Other 24 Unemployed 26
Temping agency workers 4 Vocational rehab benefit 22 Income support 12
Temporary contracts 17 Other inactives 5
Unemployed 15
Other 3
Total 100 Total 100 Total 100 Total 100

a) Based on people entering onto Disability support pension between mid-2007 and mid-2008.

b) Based on KELA social insurance benefits only.

¢) Based on people entering into either temporary or permanent disability benefit or the tide-over allowance in 2005.

d) Data refer to 2001/02. Previous benefit status is defined as statutory sick-pay receipt immediately before staring an incapacity
benefit claim, and refers to the 90-day period before starting a claim in case of previous unemployment or income support
status.

Source: National submissions.

Steps need to be re-evaluated at six-week intervals. After the first year of illness, an
evaluation report has to be drawn up to summarise the efforts during the first year and
set out the steps planned for the second year. A final reintegration report has to be
prepared by week 87-91, upon filing a disability benefit claim.

These strengthened sickness monitoring obligations had a major impact on sickness
absence rates in the Netherlands (e.g. de Jong et al., 2006) but not in Norway. Significant
drops in absence rates will only occur if changes are implemented rigorously and in
combination with much stronger financial incentives for employers to follow these
regulations, and sanctions for those who do not. For example, sanctions are legally possible
in both Norway and the Netherlands but while sanctioning employers is not done in
Norway, 13% of all Dutch employers face the major sanction of having to continue sickness
benefit payment for a third year because of failure in making sufficient efforts to retain a
sick worker. In addition, especially for countries hesitant to strengthen employer
incentives, absence monitoring cannot be left in the hands of employers alone but will also
have to involve the responsible public authorities in various ways, not only to monitor and
support employers’ actions. This issue is addressed in Chapter 6. The critical role in this
context of general practitioners is the topic of Section 5.3.

Financial liability for sick pay
Research for Sweden, which has changed sickness benefit payment rates repeatedly
over the past two decades, has shown that workers react very sensitively to changes in
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payment rates (e.g. Henrekson and Persson, 2004, Hesselius and Persson, 2007). Evidence on
the impact of stronger employer incentives is scarce because few countries have ever
changed these significantly. Those which have, like the Netherlands and the United
Kingdom, have seen considerable falls in sickness absence rates (Chapter 2):

e The Netherlands went furthest in this regard. Starting with a fully public sickness
benefit system until the mid-1980s, step by step a larger share of the financial liability for
sickness benefits was transferred to employers — initially for a few weeks, later for a full
year and now employers pay the costs of sickness benefits for as long as two years during
which workers usually cannot be dismissed (unless they fail to comply with their co-
operation obligation and refuse to accept another position or role in the company).
Employers can reinsure their risk with a private insurer, as most of the small but only a
few of the large companies do.

e In a similar way in the United Kingdom, employers are now responsible for statutory
sick-pay for a period of six months, again with reinsurance possibility. However, not only
is the period shorter than in the Netherlands but also benefit payment rates are lower
and other obligations in terms of monitoring and managing sickness absence largely
non-existent.

The extent of employer co-payment differs drastically across OECD countries
(Table 5.1). Some countries have long had a period of continued wage-payment by the
employer of several months, without a reinsurance possibility, including Austria
(6-12 weeks), Germany (six weeks), Italy (up to 180 days), Luxembourg (13 weeks for white-
collar workers) and Switzerland (up to six months, varying with tenure). None of these
countries have particularly high absence rates, while those countries with the highest
absence rates (like the Nordic countries) tend to have a very short employer-provided
wage-payment period. There is no “ideal” period, but increasing employer co-payments
can be an effective strategy in tackling high absence rates.

Absence trends in the Netherlands and the United Kingdom suggest that
strengthened employer co-payments will initially lead to a significant fall in short-term
absences. To reduce long-term absences, considerable financial incentives will be needed:
In the Netherlands, for example, increasing the employer-paid period from one year to
two years was apparently more effective in lowering long-term absence than increasing
this period to one year (OECD, 2008). However, it is difficult to disentangle the various
independent effects of the incentives shift on the one hand and the much stronger
monitoring obligations on the other.

Financial liability for disability benefit costs

While employer-provided sick pay of varying duration is common across the OECD
with a trend in some cases towards extending this period, only a few countries go a step
further and mandate an employer contribution to longer-term disability benefit costs via
experience-rating of premiums, whereby employers pay more if their workers make above-
average claims. In the Netherlands, experience-rating of public disability insurance was
first introduced in 1998; since 2003, employers have to pay for most of the costs of the first
five years of disability benefit receipt by their former workers. With the latest benefit
reform the system was changed yet again, so that now employers are de facto paying for as
much as ten years for those with a partial earnings incapacity but no longer for those with
full and permanent incapacity. A similar system in Finland, affecting large firms only,
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implies that companies may have to pay up to 80% of the total disability benefit bill of their
workers in case of job loss as a result of disability. Switzerland and Canada are seeing
similar trends but in this case they are being driven by the private insurance sector which
is very important in both countries (OECD, 2006 and OECD, 2010).2

What was the impact of these changes? In the Netherlands, this particular feature of
reform was one of the key factors explaining the recent and very sharp fall in the rates of
inflow into disability benefits (Koning, 2005). For Finland, it was shown that experience-
rating reduces the flow from sickness benefit to disability benefit, while not affecting the
flow into sick leave (Korkeamaéki and Kyyrd, 2009). The recent development of experience-
rating in the private insurance market in Canada and Switzerland has never been
evaluated but this change is likely to have contributed to the very large and somewhat
unexpected drop in the inflow into disability benefits in Switzerland (partly via falling
levels of sickness absence) and the small drop from an already rather low level of annual
disability benefit claims in Canada.

5.2. Supporting measures to ensure employers can fulfil their responsibilities

Financial incentives are the most effective means to ensure enforcement of employer
responsibilities because failure to fulfil obligations automatically leads to a sanction in the
form of e.g. higher benefit co-payment. Without adequate financial incentives it is difficult
to enforce strengthened employer responsibilities. Moreover, incentives or sanctions are
often not strong enough, as is for example the case for mandatory employment quota
schemes in most countries which impose a penalty (OECD, 2003) which many employers
just see as a minor additional non-wage cost.

Stronger responsibilities and financial incentives for employers also need to be
matched by better supports to help them fulfil their obligations. This includes making
employers aware of the extent to which their management practices affect the health of
workers and their ability to remain attached to the labour market despite an illness (e.g.
Tepper, 2007; Fjell et al., 2007). Awareness-raising is also important with regard to false
beliefs on the costs of workplace accommodation: Evidence suggests that accommodation
costs are close to zero in around one-third of all cases, and substantial in only a few cases.

Employers vary in their expertise and experience in managing sick workers and it is
impractical to expect them to fulfil their responsibilities to a high standard without quality
supports, and backup. Better supports need to be provided by public employment agencies
in particular. Employers also typically shy away from cumbersome administrative
procedures and contacts, so the challenge for operational policy makers is to provide
support in a form that fits with the needs of employers.

Job retention versus new hiring: the inherent challenge

Adequate support for employers is particularly important with the aim of providing a
level playing field for job retention and job hires so as to help both insiders and outsiders —
the inherent challenge for all labour market policies and institutions. Policy can influence
the retention-hiring challenge, as research comparing the situation in the Netherlands,
with its strong focus on job retention, and Denmark, with its flexicurity model with easy
dismissal has shown. According to Veerman (2001), a much larger proportion of sick
workers return to work with their employers in the Netherlands (72%) than in Denmark
(40%). On the contrary, the dismissal of a sick employee does not seem to have any negative
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impact on the likelihood of return to work in Denmark but has a strong negative impact in
the Netherlands (Hggelund, 2004).

As noted in Chapter 3, there are a range of employment measures that countries can
use to support either job retention or hiring of new workers. However, evidence on the
effectiveness of some of these measures is generally poor and sometimes inconclusive.
Moreover, the limited available evidence suggests that most measures including
employment quotas, anti-discrimination legislation and regulations which create strong
financial incentives to keep people with health problems in work will often serve to protect
the jobs of existing workers. At the same time, these measures can inadvertently reduce
hiring opportunities for jobseekers with health problems or disability because employers
form a view that the various imposed responsibilities (including accommodations costs
but also costs arising from increased chances of a lawsuit) are collectively so onerous and
contracts with those workers legally so difficult to terminate, that it is safer not to take on
any workers with (potential) health issues.

For example, a number of empirical studies on the impact of anti-discrimination
regulations in the United States have suggested that new legislation had resulted in lower
employment rates for people with disability (e.g. DeLeire, 2000; Acemoglu and Angrist,
2001), even though the gradual fall in employment rates of people with disability since the
mid-1990s cannot be causally linked to the introduction of such legislation (e.g. Begle and
Stock, 2003).

Mandatory employment quotas, which are generally better enforced than anti-
discrimination legislation though not better evaluated, seem to suffer from the same
problem. Evaluation of the impact of the quota scheme in Austria, one of the countries
with relatively high quota enforcement and fulfilment (OECD, 2003), suggests that the
quota helps some workers developing a disability to stay in work, but at the expense of
keeping jobseekers with disability further away from the labour market, with the net
employment effect being negative on balance (Humer et al., 2007). The problem may be one
of incentives and enforcement insofar as there is no practical way of preventing an
employer from filling their quota with existing staff who have low productivity because of
existing health issues, rather than taking on new workers with reduced work capacity who
are perceived to be less productive.

There is no obvious solution to this problem but governments need to be aware of the
risks and fallacies, try to provide a balanced set of supports to stimulate labour demand
through both job retention and new hiring, and to adjust the balance in line with measured
outcomes. For instance, improvements of a quota system, even if far-reaching and
including e.g. an increase in the levy to be paid for non-fulfilment, may not be enough to
stimulate employment prospects for workers with health problems unless overall labour
demand is buoyant.>

Provide adequate support for employers to match responsibirlities
Financial supports for employers

Subsidies are the most commonly employed policy measure in OECD countries for
promoting employment opportunities for people with disability. Subsidies are typically
available in two different forms: i) accommodation subsidies supporting the costs associated
with making accommodations to a workplace; and ii) wage subsidies contributing to the
costs of employing a worker with a chronic health problem or disability. The former will
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often be used to retain workers and the latter for stimulating new job hires. However, there
is considerable overlap and a scheme providing a generous and permanent wage subsidy —
like the Danish flex-job scheme - can easily encourage employers and employees alike to
transform a full-time job into a subsidised part-time position.

Workplace accommodation subsidies have gained in importance in the course of the
spreading of anti-discrimination legislation across OECD countries. A recent EU study
concluded that workplace accommodation tends to be too limited in focus - i.e. too much
centred on the reimbursement of direct costs — and that effective workplace accommodation
should combine technical solutions to accommodate a particular health problem with
training measures (before and after recruitment), on-the-job assistance and awareness-
raising measures targeting managers and co-workers (Heckl, 2009).

As far as wage subsidies are concerned, systems that are well targeted to the needs of
the employer and the employee and flexible over time and in relation to the person’s work
capacity (which might be changing over time) so to allow the employer to test a worker and
the PES to lower or cut-off the subsidy quickly when the worker’s productivity has
increased seem to be most efficient. Several countries have interesting systems in place,
although evaluations of these are often lacking:

e The Swedish employment agency offers a flexible wage subsidy mainly for new
recruitments. The subsidy can cover up to 80% of the wage cost for a period of up to four
years. The level of the subsidy is determined by the degree of work capacity, as assessed
by the agency, and adjusted regularly in line with changes in the person’s capacity level.

e The PES in Luxembourg operates a wage subsidy that is temporary, though usually
lasting for three years; to extend the subsidy an employer must re-apply and prove that
the productivity of the person continues to be reduced.

e The Finnish PES uses a flat-rate wage subsidy paid at a level below the minimum wage
which is granted for up to 24 months at a time (social enterprises can receive a more
generous subsidy).

One major issue for wage-subsidy schemes is to avoid deadweight, substitution and
displacement effects.? If it is very easy for an employer to claim such subsidy for a worker
with disability, this is likely, ceteris paribus, to raise deadweight. To avoid deadweight, the
Finnish system is very strict in terms of conditions to be fulfilled by the employer who
would, for instance, not be entitled to a subsidy if the vacancy could be filled without such
subsidy. Indeed, the well-targeted Finnish scheme was shown to have stimulated
employment in subsidised firms without distorted competition or crowding out of
employment in non-subsidised firms (Kangasharju, 2005). This contrasts with findings for
the very generous Danish flex-job subsidy which has produced only modest employment
effects, with an estimated 52% deadweight loss (Datta Gupta and Larsen, 2007).

Notwithstanding the risk of deadweight loss, a key issue in increasing the
effectiveness of wage subsidies is to increase their use. Take-up of such programmes tends
to be low (see Chapter 6), be it because of a relative short payment period and/or a low and
inflexible payment level, or because of a narrow target group and/or a burdensome
procedure to justify eligibility, or a combination of both.

Accessible information and guidance when it is needed

Two key issues in relation to the limited use of tools designed to stimulate labour
demand are a lack of awareness among employers of the availability of these schemes and
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the onerous procedure in many cases for applying for support. Employers in many
countries have indicated their willingness to try to employ a person with reduced work
capacity and productivity with financial support compensating this disadvantage if only
this would be easier to apply for and not require much time investment. In response to this,
several countries have put in place easily accessible information systems for employers:

e In Norway, mirroring the one-stop-shop idea for people with disability, employers have
a personal contact officer in the nearby local workplace centre who will provide timely
advice on all sickness and disability-related matters including sickness management
and job retention as well as information in regard to challenges and available services for
new job hires.

e The JobAccess initiative in Australia includes a comprehensive internet website
(www.jobaccess.gov.au), a free telephone advice service (handled by trained advisers), an
online workplace adjustment tool giving a range of practical ideas and solutions for
workplace modifications and adjustments, and an online claims process for the
payment of workplace modifications and other services.

e Spain’s National Centre for Personal Autonomy and Technical Aids operates a
comprehensive website on assistive technology and accessibility (www.ceapat.org).
Services offered include assessment and advice for workplace adaptations, adaptation
of technical tools, training activities and information and advice on universal
accessibility.

e In the Netherlands, following new legislation in 2010, 30 new service institutions were
established for employers to reduce cumbersome administrative procedures.

A key factor in stimulating labour demand and the use of corresponding support
schemes is the business case for employing people with health problems or disability.
Especially for smaller companies, it is often difficult to make a business case based on hard
evidence, even though anecdotal evidence suggests that workers with disability tend to be
sick less often, extremely reliable and loyal to their employer and thus have a high
retention rate. A key challenge therefore is to convince employers to hire one worker with
disability: Once employers have their first positive experience, they are far more likely to
hire another worker with disability.

A special issue in this regard is the need for the Public Employment Service to lead by
example. The PES will have to be a model employer so to be able to make a convincing
business case and place people with health problems into work successfully. Along these
lines, the PES in Germany has made great efforts in recent years; today, 9% of its workforce
has a disability.

Facilitating employer networks

What has been found to be of particular importance in motivating employers to hire a
worker with disability is information based on experiences from other employers. To collect
and share experience is one of the main aims of the United Kingdom’s Employers’ Forum
on Disability, a charity organisation funded by voluntary contributions from its members
(mainly large private companies). The Forum advises employers through regular exchange
and conferences, produces relevant publications, such as a guidebook on sickness
management, and benchmarks its members against other members.

Information and good-practice sharing organised by employer-funded networks is
important. Governments cannot do everything and encouragement is needed for
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initiatives that arise from the private sector. In this regard, employer-run circles or
networks have developed in a number of OECD countries, either at the behest of
government initiatives or by groups of employers in certain branches or regions directly.
These employer collectives may play an important role in helping employers redeploy
workers who are no longer suited to a particular job because of illness or injury to other
firms, without the involvement of public authorities. Such networks have grown in those
countries which have recently shifted considerable responsibilities onto employers:

e In the Netherlands, in response to the extension of employer-provided sick-pay to two
years, during which dismissal is almost impossible, employer networks have
mushroomed. These networks are organised on a regional level.

e Also in Sweden, in response to the recent requirement for employers to seek alternative
jobs in their company for a worker who has been sick for over three months, employer
circles have arisen to help place in other jobs or companies workers no longer suited to
their own job. There are two lessons from these examples. First, the strengthened
employer responsibilities created a stronger mutual interest and willingness to hire
workers from other companies in exchange for the possibility of redeploying their own
workers who develop problems that may leave the employer with a large wage bill.
Secondly, there is great potential in organising such networks on a regional level so to
stimulate transfers across sectors where it is less likely for a worker to experience the
same workplace factors that may have contributed to their sickness absence.

Mitigating employer risks associated with hiring disabled persons

With strengthened employer responsibilities like those in Sweden or the Netherlands,
there is also a strong case for measures directly addressing the retention-hiring challenge.
Obligations for employers to offer sick workers another job in the company, or even help
them find another job elsewhere, and financial incentives like experience-rating of
disability insurance premiums, as discussed above, include the risk that employers will
actively seek to avoid hiring persons who they perceive to be at higher risk of sickness or
disability. Measures are needed to mitigate these risks in order to avoid that better
employment outcomes resulting from the new tools stimulating job retention are
countered by falling recruitment of workers with disability.

The Netherlands - where policy development over the past 15 years was driven by the
aim to straighten incentives for employers and workers — has gone furthest in addressing
this goal. The Dutch no-risk policy and premium discount effectively absolves employers of a
significant part or all of the risks that arise when taking on a person at higher risk of
sickness. The no-risk policy, introduced in 2003 and extended in 2005, removes the usual
obligation of employers in the Netherlands of paying sickness benefits for up to two years
of illness for employees with a disability.” Instead, the employee insurance covers these
costs. Disability premium discounts are also available when employers hire these types of
workers. In addition, hiring a person aged at least 50 years or keeping an employee older
than 54.5 (that is, older persons at high risk of entering disability schemes as a form of
early retirement) earns employers an additional financial advantage: They do not pay the
basic disability premium for these workers. To date, no evaluation of these measures is
available.

Finland has also recently introduced regulations mitigating somewhat the hiring
disincentive arising from the experience-rating of employer premiums to its disability
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benefit scheme. With lesser employer obligations, it seems less urgent at this very moment
for several other countries to introduce balancing measures like these.

5.3. Stronger employment focus by medical professionals

Like employers, medical professionals who assess sickness and disability claims are
key actors in determining the take-up of sickness and disability benefits. The decisions
they make about a person’s fitness for work determine how long that person can remain
detached from their workplace and claim benefits. This is crucial because allowing a
person to stay out of work for an extended period of time is a known route to disability
benefit schemes and permanent detachment from the labour market.

The formal justification for allowing such extended periods of work absence is that the
medical practitioner has found robust evidence to conclude that being away from work is
necessary for recuperation, and that to do otherwise would be to jeopardise the
individual’s health. However, given the prohibitive cost of comprehensive medical testing
and the absence of objective tests for a range of health problems, practitioners must often
base their decisions on the self-reported symptoms of the patient. Work by the National
Board of Health and Welfare in Sweden suggests that practitioners may unwittingly
authorise more sick leave than is necessary, in cases actually diminishing health

outcomes.®

In view of the large and increasing body of literature concluding that work is generally
good for health, especially mental health (Waddel and Burton, 2006, OECD, 2008a), more
efforts will need to be made to keep sickness absence periods no longer than necessary.
General practitioners (GPs) are typically the first contact for a person whose health is
deteriorating. The doctor’s reaction and advice will be crucial in terms of guiding the sick
worker back to work quickly, or allowing the worker to become sick on a persistent basis.

Recognising that inappropriately long sick leave incurs costs for employers and the
public purse and risks labour market detachment, countries are exploring ways of
improving sick-listing practices. In regard to medical assessments for disability benefit
entitlement, a general trend across the OECD is to raise the medical powers of the benefit-
granting institution, thereby reducing the relevance of the practitioner’s assessment. The
introduction of regional medical services of the disability insurance in Switzerland, a
country which used to rely heavily on GPs’ assessment in determining disability benefit
eligibility, is an example in case: Medical assessments have become easier and more
homogenous across the country, and the new medical gate-keeping role assigned to the
disability insurance system is also a factor in the recent large drop in disability benefit
inflow rates.

There is no such shift towards an increased medical role on the part of the social
insurance authority in certifying sick leave. Across the OECD, such certificates continue to
be provided by GPs and form the basis for paying a sickness benefit. However, a number of
promising reforms have been implemented addressing sick-listing practices of medical
professionals, including one or a combination of the following three elements: i) provision
of medical guidelines for doctors; ii) clearer administrative procedures; and iii) systematic
control of sickness certificates.
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Providing medical guidelines

In the first place, it is important to provide sufficient information to medical
professionals about the “ideal duration” of absence from work for the most frequent health
problems; ideal in terms of ensuring a fast recovery as well as enabling a return to work as
quickly and fully as possible, recognising the negative longer-term effect of enduring
periods of inactivity for the worker. Several countries have started to realise the need for
better medical guidelines for GPs, in particular in view of the large share of mental and
muscular-skeletal health problems reported:

e In Sweden, medical guidelines introduced in 2007 prescribe appropriate periods of
sickness absence that are likely to produce a good outcome for the 90 most frequent
medical conditions, which together account for three-quarters of all sick leaves taken.
Recommendations also include information on treatment, prognosis and expected
recovery time. The recommended period of absence was developed on the basis of
empirical data on the typical absence period, and in consultation with medical experts.
The development process itself has helped to generate awareness among GPs and the
public alike of the forthcoming change in sick-listing practice.

e Similarly, in Ireland and the Netherlands, medical guidelines and protocols are currently
being developed to encourage earlier return from sick leave. Guidelines in the
Netherlands aim at improved co-operation between GPs and occupational health
doctors by making the former more aware of the importance of the concept of work
capacity and the advantages of resuming work. Protocols provide scientific evidence
about the relation between a particular illness, treatment and work capacity to promote
more uniform medical assessment.

Rigorous evaluation of the impact of the guidelines is unavailable but it is likely they
are a contributing factor to the sharp decline in sickness absence rates in both the
Netherlands and Sweden. It will be important to ensure that medical professionals fully
understand and make use of these guidelines. Therefore, it is essential to develop them on
the basis of medical but also occupational evidence, ideally produced and agreed upon by
the medical sector itself. It is also important to spread the general principles of the
guidelines including the need for GPs to use sickness certificates as yet another tool for
care and treatment so to speed up recovery, not as a bridge into inactivity (OECD, 2009).”

Clear procedures for medical professionals

A second way to harmonise sick-listing practices and avoid unnecessarily long sick
leave is by setting clearer and pre-defined administrative procedures which doctors ought
to follow. Again, several countries have taken steps into this direction:

e In Norway, GPs are obliged to guide sick workers in a manner that strengthens their work
motivation and base sickness certificates on the question of whether or not there are
sufficient medical grounds for an absence from work. After six weeks of absence, an
extended medical certificate must be completed and sent to the insurance authority. GPs
who fail to follow the regulations could lose their entitlement to issue medical certificates.

e In Luxembourg, since 2005, after an extended period of sickness absence (six weeks in
the past sixteen weeks) a special form has to be completed by the attending GP and
forwarded to the Administration of Medical Control. Information on the form allows the
public administration to judge the justification of the extended sick leave. If the form is
not returned within four weeks (following a reminder after two weeks), benefit
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payments will be stopped. As this form and also the reminder are sent to the sick person
rather than the doctor, the patient and the doctor jointly carry responsible for explaining
extended periods of sick leave.

Administratively prescribed procedures often go far beyond merely requesting GPs to
provide regular updates of the sickness certificate. Frequent certificate updates can be a
useful first step but only if this information is used in a productive way. For instance, in
Ireland sickness certificates have to be renewed on a weekly basis but there is no limit to
the number of renewals and no particular intervention in case of frequent renewal. Along
these lines, the potential of stricter administrative procedures for doctors will only be
harvested if compliance is monitored and non-compliance sanctioned.

Systematic control of sickness certificates

Medical guidelines and clear procedures form the basis for more harmonised and less
subjective sick-listing practice, but their impact hinges on the degree of compliance
monitoring. Again, several countries have in place, or recently strengthened, monitoring
and control systems:

e In Spain, in 2004, the national social security institute (INSS) established a special
directorate responsible for absence controls. INSS employs over 500 doctors who
monitor and reassess ongoing sickness cases. Selection for reassessment is based on a
rich administrative database with complete sickness absence histories of the entire
workforce, including information on the employee, the employer, the cause of absence
and the full medical history. Information is automatically registered through mandatory
reporting of every case by both the employer and the GP. The INSS controls people with
absences which are longer than the average duration for a specific sickness, as specified
by very detailed lists for almost all possible illnesses.

The Spanish case is probably not easily transferable to other countries because of
privacy and confidentiality issues. The database includes individual information for every
employee and information is automatically updated on a daily basis (OECD, 2007).
However, better controls are possible in many different ways often requiring far less
detailed and transparent information. For instance, monitoring can simply include regular
controls of randomly selected sickness certificates by a higher authority, i.e. by controlling
doctors employed or authorised by the benefit agency or the sickness insurance.

Several OECD countries, including Austria and France, have such control systems in
place. In Austria, for instance, sickness certificates are regularly verified on a random basis,
starting as early as after around one week of absence. Many of those absent from work who
are called in for a control visit will have returned to work before attending the control visit
—in itself indicating the effectiveness of this approach. Notably, in Austria such controls by
social insurance doctors start so early despite an extended period during which sick pay is
provided by the employer (6-12 weeks), recognising the long-run cost for the public purse
of any long-term absence. This is only possible, of course, because of the strict duty of
notification of absences by the employer from very early on.

Financial incentives for doctors

Ultimately, the effectiveness of these tools and interventions — guidelines, procedures,
controls and combinations of those - in terms of actually changing sick-listing practices of
medical professionals will depend on the sanctions subsequently imposed on them. This
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could in the extreme include a (presumably initially temporary) suspension of sick-listing
authorisation which, in turn, would have a negative impact on GPs’ incomes. However, this
is rarely ever done even if it is legally possible, as is the case in Norway.

Instead, encouragement is used in other ways. A promising development recently in
the Nordic countries is the move towards partial return to work from sick leave. For many
illnesses, the question is not one of full temporary incapacity for work. Rather, especially
for many of the growing number of absences due to mental health problems, it would often
be possible for the patient to return to work in a partial capacity, thereby significantly
reducing the duration of inactivity. Recent research from Norway has shown that more
frequent granting of partial absence by doctors leads to less frequent slips into disability
benefit of their patients three years down the road (ongoing research at the University of
Bergen). In one way or another, all Nordic countries today have regulations in place so to
increase the use of partial sickness leave — which is legally not possible in most OECD
countries. In Norway, for example, partial sickness always has to be considered before a full
absence can be granted.

At the broader systems level, the authorities who administer the national (or
sometimes regional) health care entities that licence, employ or in some other way
reimburse the GPs who issue sickness certificates, should have an intrinsic financial
interest in managing their system in ways that promote employment. This issue goes
beyond the scope of this report but one avenue to this may be through transferring a
component of the liability for public expenditure on sick leave from social protection
budgets to the health sector. In doing so, health system authorities who manage medical
practitioners would have an incentive to encourage them to keep the duration and
corresponding cost of sick leave to the minimum necessary for good health and good
employment outcomes.

5.4. Conclusion

Many countries have started to realise the important role employers are playing in
preventing, monitoring and managing sickness absence so to prevent longer-term labour
market exit of their workers. Employers are best placed to ensure health-enhancing work
environments and react at an early stage. Similarly, general practitioners have a key role to
play in minimising sickness absence to the necessary length and setting people’s mindset
early on to a swift return to work rather than a continued sick role. In different ways,
countries are seeking to engage better both employers and general practitioners.

For employers, the key issues will be to fortify, extend, monitor and enforce
responsibilities and corresponding financial incentives, especially in regard to sickness
absence, while at the same time providing sufficient supports for them to fulfil their
strengthened obligations. For general practitioners, a combination of medical guidelines,
clear procedural structures and systematic control will be needed.

A key challenge in stimulating labour demand is how to promote job retention of
workers with chronic health problems or disability without jeopardising recruitment
chances for those without a job. This will require a flexible labour market and a well-
balanced mix of responsibilities and supports, and occasionally specific measures
addressing any imbalances, thereby also requiring the involvement of the social partners.
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Notes

1. Australia is an exception because of the particular sickness benefit eligibility criteria. After
ten days of continued wage payment by the employer, sick employees can be laid off, and without
a valid employment contract they will not be entitled to a sickness benefit. Instead, they will be
directed to the unemployment benefit scheme. Unemployment benefit recipients with temporary
work incapacity are not transferred to sickness benefit. Moreover, casual workers who make up for
around one-quarter of the workforce and one-third of all workers with disability are not covered by
sickness benefit.

2. For Canada, this statement refers to voluntary long-term disability insurance which covers roughly
half of the employed workforce and makes up around one-fifth of total disability benefit spending.
For Switzerland, this refers to both the mandatory second-pillar occupational disability benefit
plans and the equally mandatory sickness cash benefit insurance, which is integrated in private
health insurance.

3. Employment quotas are also only mildly effective for another reason: quotas across the OECD
cover people with a legally registered disability status. This administrative legal status is yet again
different from the definition used by disability benefit systems and defines disability in a rather
narrow way. Hence, even in countries with relatively high quota fulfilment rates of around 60% (e.g.
Austria, France and Germany), the quota will not make a difference for the much larger group of
people with milder chronic health problems.

4. Deadweight losses arise when hiring would also have occurred in the absence of the wage subsidy.
Substitution and displacement effects occur when the jobs created by the wage subsidy replace
jobs for other categories of workers (substitution) or displace jobs elsewhere in the economy as a
result of a distortion in competition (displacement).

5. Workers counting towards the no-risk group include persons who are entitled to a disability
benefit (implying an earnings-capacity reduction of 35% or more); people whose earnings capacity
after two years of illness is reduced by 15-34% (i.e. not enough to be entitled to a disability benefit);
and individuals entitled to sheltered employment. It is applicable to new as well as own
employees. Entitlement holds for five years initially, with the possibility of extension.

6. For example, it was found that workers meeting the criteria for Generalised Anxiety Disorder have
a better prognosis if they stay at work rather than at home because, in isolation, they are more
likely to ruminate excessively and further deteriorate. Likewise, four weeks recuperative leave
following coronary surgery tends to have a better prognosis because becoming active (within
prescribed limits) after this time supports healing and adjustment.

7. Notwithstanding the new guidelines, GPs in Sweden can award absence periods that are longer
than recommended; however, they are required to provide written justification for why the extra
time off work is necessary in a particular case.
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Chapter 6

Getting the Right Services to the Right
People at the Right Time

More people with disability could work if they were helped with the right supports
at the right time. The chapter argues that much can be gained from improvements
in three areas: better cross-agency co-operation; systematic and tailored
engagement with clients; and improved institutional incentives. Currently, in many
countries too many actors and agencies are involved in benefit and service
provision; they do not co-operate effectively; they do not have sufficient incentives to
promote the new employment focus of policy; and they lack the tools and resources
to provide timely services in the mix needed by the client. In seeking to improve their
systems and measures, most countries face barriers stemming from the lack of data
and evaluation of programmes currently in place.
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Many people with chronic health problems or disability can and want to work, yet they
often lack the employment and rehabilitation supports which would make it possible for
them to stay in or enter the workforce. Services should fit peoples’ (and employers’) needs;
they should be provided as timely as possible; and they should be easily accessible. This is
true for all people seeking a job but fine-tuned services are more critical for persons with
disability especially given the large heterogeneity of needs.

Most OECD countries have made considerable efforts to expand the available array of
services and to modify the provision of services. However, these changes, albeit significant
in many countries, have not changed outcomes very much. In brief, the following status quo
emerges:

e The take-up of any single employment measure is very low, often just a few hundred of
people; most people entering disability benefits have never received any such measure.

e The take-up of employment measures is particularly low among older workers, who in
most cases still make up the bulk of all new disability beneficiaries.

e Employment supports are in most cases offered at a very late stage in the process, often
many years after the onset of a health problem or sickness absence. In some countries,
the target group for services is people on disability benefit - by definition implying a very
late intervention.

e For those obtaining an employment measure, per-capita spending is in most cases very
low, compared with the average disability benefit being paid.

e Programme outcomes are rarely measured and, if they are, tend to be highly variable.
Often the only outcome measure available is whether or not a new benefit claim was
avoided. Where employment is used as an outcome measure, usually very little is known
about the persistence of work.

e In several OECD countries with above-average vocational rehabilitation spending,
spending is predominantly on rehabilitation benefits (this benefit is often higher than a
disability benefit) while only a minority of the total is direct costs for services.

e In several countries with relatively high overall spending on employment measures, this
is predominantly covering the costs of subsidies for sheltered workplaces, from which
there is very little transition into the open labour market.

This is not a satisfactory picture. Many of the institutions and agencies involved in
implementing and delivering employment, training and welfare programmes are arranged
in an unco-ordinated and unsystematic way that may contribute to such poor outcomes of
sickness and disability policies. Thus, incentives for system administrators and service
providers and the way their actions are monitored and financed can heavily influence the
ultimate effectiveness of policies. In addition, labour market authorities have often failed
to assess the impact of their employment programmes, as a result of which lack of data in
virtually all OECD countries on the take-up and impact of employment and vocational
rehabilitation measures is a major cause for concern.
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This chapter addresses the main remaining issues in relation to institutional
structures and employment programme delivery that need to be tackled in order to
progress faster and more effectively to a situation that allows people willing and able to
work to get the services they require at the time they need them.

6.1. Improving cross-agency co-ordination and co-operation

Smooth co-ordination and active co-operation between relevant agencies is
particularly important because of the interdisciplinary nature of disability policy. The
health system (treating people if needed and helping them manage their condition
through medical rehabilitation), the benefits system (providing income support when
necessary) and the national employment services (helping those with sufficient remaining
work capacity to find a job) all play a key role, but they do not always follow the same
objectives.

Historically, most OECD countries have developed fragmented welfare and
employment institutions delivering programmes focused on different groups and often
delivered by different agencies by drawing on diverse funding streams. This meant that the
different institutions involved - like the benefit administration authorities, the local social
assistance agencies and the public employment services (PES) — have developed diverging
objectives and practices which have given rise to a number of problems. For example,
disability benefits and employment services are often financed at national (or in some
cases, regional, state or provincial) level. However, employment services are generally
implemented at local level. The national government needs to maintain some control over
local policy administration and implementation, because local employment services do
not necessarily have a strong incentive to enforce eligibility criteria against individuals
capable of working. Secondly, the setup of different agencies means that some local PES
offices try to shift difficult-to-place unemployed workers with health problems from their
own caseloads to other institutions and benefits.

Better co-ordination and co-operation between government agencies can be hard to
achieve, for a number of reasons. In many cases fragmented systems are statutorily
codified, making reform efforts all the more difficult, complicated and vulnerable to
political interests. Especially in federal countries like Canada and Switzerland where the
roles of governmental entities are demarked in the constitution, steadier and more
tenacious political leadership may be required. In particular, it is important for public
authorities to have sufficient incentives to invest in active labour market strategies with
clients who will often need special support, rather than merely doing what they used to do
and what seems easiest for the authority - and might often seem attractive to the client as
well, namely to grant a benefit.

Towards an integrated gateway to benefits and services

Governments have recognised the need to couple policy with organisational reform
and have linked the transition to active benefit regimes with fundamental changes in the
bureaucracies and institutions charged with delivering and administering programmes. A
radical way to induce better co-ordination and co-operation between public entities is to
merge the relevant agencies into so-called “one-stop-shop” services. The one-stop-shop
principle in labour market policy provides for access to labour market programmes as well
as social benefits, where needed, through provision of joint services, even where the
various programmes and benefits are operated by different agencies that maintain legal
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and financial autonomy from one another. Various OECD countries have followed such a
trend in a range of different ways:

e One such case is the United Kingdom, where from 2002 onwards the Benefits Agency
and the Employment Service were merged to form Job Centre Plus. This new agency
provides a single point of delivery for jobs, benefits advice and support for people of
working age. As a result, the practice of shifting people around - e.g. from unemployment
to incapacity benefit and vice versa — has become less common.

e Norway has recently merged the National Insurance Administration (in charge of
disability benefits) and the National Employment Service (responsible for all
employment and rehabilitation programmes) into one national agency, the Labour and
Welfare Administration, which co-operates closely with the local welfare offices. The
main objective of this reform was to provide services in accordance with user needs, and
for that purpose it aims at offering “one door” for all of its services by fortifying the
partnership between central and municipal authorities.

e Australia has established Centrelink as a one-stop-shop statutory agency responsible for
benefit payments and the delivering of a range of Commonwealth services and, if
appropriate, referrals to a service provider. The decision to grant a disability benefit is
also taken by Centrelink, not the work capacity assessor.

e In the Netherlands, when the PES was dismantled, most employment services were
integrated into the Employee Insurance. Initially the two agencies operated with a
shared one-stop-shop front office; later they operated on shared premises so to improve
further service integration and client orientation; and in 2009 the two entities were
merged.

In some cases, including Norway, it is too early to tell whether the ambitious reform
effort has been successful. However, the UK example suggests that merging the
employment and benefit authorities has not only helped to streamline services for the
clients, but also influenced subsequent reform in benefits and employment services
(OECD, 2007).

Similarly, gathering under one roof all case-managers and agencies handling income
and employment policies for persons with disability can equally help to streamline the
benefit mix and establish a system that procures more appropriate employment services
in a timely manner:

e In Finland, separate labour force service centres were introduced with staff detached
from local employment offices and municipal services, and in some cases also from the
national social security institution, to provide specialised assistance for hard-to-place
jobseekers. This new institutionalised co-operation has its limits; largely because of
restricted funding, it targets the long-term unemployed and highly disadvantaged
jobseekers. However, it has generated good-practice models for the establishment of
one-stop-shop services and cost-sharing schemes (OECD, 2009).

To conclude, better co-ordination of policies and co-operation of agencies is a huge
undertaking and merging government entities is one but not the only solution. Such
change is only possible with very strong leadership at all levels to overcome genuine
resistance from public servants, caseworkers and others to a comprehensive system
overhaul. Change needs to be carried through by all actors in a transparent manner with
effective information sharing to make sure potential synergy effects can be harvested.
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Streamlining fragmented systems

Greater co-ordination and co-operation between different institutions is one way of
simplifying current complex and fragmented systems. Too many different benefits,
administered by different entities, and too many different types of employment services,
offered by different providers and institutions, also make for a very complicated and non-
transparent starting position. Some countries will further need to make efforts to simplify
their systems, in order to make services more accessible for clients, outcomes more
predictable and the overall system more efficient. Countries with fragmented systems are
generally already acknowledging the problem and undertaking steps to achieve a simpler
and better-structured benefits and services scheme.

Ireland has been such a case. Various long-term health-related benefits are available
for persons with health problems. They are assigned based on the type of disability,
claimants’ insurance records, the nature of health conditions, or a combination of these,
but not necessarily the claimants’ work capacity. Ireland is now taking steps to streamline
the benefit portfolio, merging the benefit responsibilities that were remaining under the
Department of Health and Children into the Department of Social Protection for example.

In the case of Canada, benefit complexity remains an issue. The federal disability
insurance programme and provincial workers’ compensation programmes usually play the
role of the first payers, with other benefits — including provincial social assistance, tax
credits and private disability insurance — existing alongside. Benefit-stacking is allowed,
usually with off-setting of other entitlements, but not explicitly encouraged (except by
private insurers). Overall, one in four beneficiaries receives two or more benefits.

Spain has successfully integrated the benefit structure into one national agency while
devolving the authority for labour market policy implementation to the regional
headquarters which in turn direct their local agencies. The centralised benefit structure in
combination with decentralised employment services does not lead to the level of co-
ordination of benefits and services needed to help more persons with disability into the
labour market.

In Finland, the problem of fragmented policy structure is most apparent in its
vocational rehabilitation system, with too many actors being involved. The PES, the health
care system, various insurance institutions and the municipalities all have their own roles,
which make it almost impossible to identify the right path not only for potential users but
also for the authorities involved. This situation is not atypical. Countries could follow the
example of Germany which, in 2001, has streamlined its well-developed but rather
complex system of vocational rehabilitation by harmonising the legal basis of service
provision, thereby also granting more choice to rehabilitees.

Matching and sharing funding responsibilities

Methods of promoting cross-agency co-ordination and co-operation will differ subject
to the country context and political choices and will include a physical merger or co-
location in some cases but not in others. In any case, however, it will be important to
identify and ensure the right role for the right agency and to match resources and funding
responsibilities accordingly, especially when countries shy away from reshuffling or
merging government bodies.

Matching funding mechanisms with responsibilities is even more difficult in cases
where the roles and power are distributed not just horizontally between ministries or their
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agencies but also vertically between central and local government bodies. Ideally, the
responsibility for a specific policy should be closely matched by the budget and the
required expertise. To give an example illustrating the challenge, the Netherlands has
experienced a sharp increase in the number of beneficiaries of its “Wajong” scheme, a
nationally-funded disability benefit programme targeting persons who acquired a
disability at a young age.! A big part of the reason for the increase has been the
municipalities’ incentive to encourage people on their own caseloads to apply for such a
nationally-paid benefit instead of municipal social assistance so as to lower their own
spending.

Trends in countries that have changed their financing arrangements in the case of
long-term unemployment support the idea that local and regional co-financing can reduce
caseloads. For example, in 2006 Finland introduced 50% municipal financial responsibility
for spending on long-term unemployment, in addition to previously introduced national-
municipal co-sharing of the costs of social assistance. After these changes, the relevant
caseloads fell for several years (OECD, 2008) partly because local co-financing encouraged
the introduction and implementation of activation measures.

Direct financial incentives are still relatively rare and mostly found across levels of
government. In the Netherlands, for instance, although this is not directly related to
disability, municipalities are now receiving a two-tiered budget, with one part of the
transfer reserved for benefit payments and the other part for work-related measures.
Unused spending on the latter has to be returned to the central government so as to
stimulate a more active approach. Denmark is the most suggestive example of a country
experimenting with financial incentives for its main public body, the municipalities:

e Through 16 years of continuous adaptation, Denmark has established a unique incentive
system by reimbursing more favourably from central government funds work-related
measures like wage subsidies and vocational rehabilitation than sickness or disability
benefit payments. More precisely, the central government reimburses only 35% of the
costs for short-term benefits (sickness benefit) and none of the costs for disability
benefits, whereas the rate of reimbursement is 65%, for instance, for vocational
rehabilitation spending. Furthermore, this system is matched by municipal tax
collection accounting for almost 60% of total income tax revenues. Experience over the
years has shown how strong the incentives need to be for municipalities to react in line
with the federal government’s goal to increase employment of persons with disability,
and how important it is to close all loopholes (OECD, 2008).

e Another example of well-conceived funding, though on a much smaller scale, is the
strategy in Sweden to enhance co-ordination between the Social Insurance Agency (SIA)
and the PES. To help activate more persons with disability, the government opted to
allocate funding to the SIA for the special purpose of working more closely with the PES,
instead of the SIA just sending clients who are capable of engaging in vocational
rehabilitation to the PES. This funding articulation helped to overcome the problem of
funding in silos and to build a more positive relationship between the two government
bodies, also at the local level (e.g. with staff from both agencies planning together the
best use of the resources).

Setting direct financial incentives for public entities is often difficult, and more
difficult than doing so for their private counterparts (see Section 5.3). Some countries have
chosen to go for a “naming and shaming” approach, whereby results of regional (e.g.
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Switzerland) or even local offices (e.g. Denmark) are being shared across offices, in the hope
to stimulate a race to the top. Anecdotal evidence from those offices suggests that this
approach can lead results.

Governance: monitoring regional and local authorities

Monitoring regional and local authorities is another way to ensure policy at the local
level is being implemented as intended. Monitoring requirements for the national
government are a direct function of the structure of a system. The more institutions and
government levels involved, the more difficult it is to scrutinise and control actions and
outcomes. Conversely, a concentration of benefit and employment matters in a single
ministry and only a few agencies not only facilitates processes and cross-agency co-
operation, but also secures better accountability of regional bodies and, thus, reduces
considerably the need for supervision, especially when financial liability for revenues and
spending also match. Accordingly, the challenges in supervising local administrations and
encouraging them to follow the new policy line differ widely across countries.

Key players involved in many OECD countries are the PES, often under the auspices of
the labour ministry, responsible for administering employment services, and the Social
Insurance or a corresponding Benefit Authority, often under the auspices of the social
ministry. Yet, in many cases several other agencies are also involved, and in some
countries, municipalities are taking much of the responsibility. The PES in many countries
has considerable experience in monitoring its regional and local entities, typically with
more or less binding performance targets at various levels of the administration, including
country-wide and regional targets and sometimes even targets for each office and
caseworker. Targets are frequently modulated on an annual basis and do include in some
countries, e.g. Norway, targets related to e.g. the share of people with disability participating
in employment measures. However, in many cases (again including Norway) these
operational targets are process-oriented rather than outcome-related, and financial
transfers to local offices are not linked to the fulfilment of targets.

Such target-setting has yet to be introduced in most countries for the benefit
authorities but a few promising examples exist:

e In Switzerland, where the cantonal disability offices are the key players in policy
administration, the harmonisation of large cantonal differences through improved
monitoring by the national supervisory body has become a driving force for policy
change in the past few years. A better reporting and monitoring system and more
frequent controls (on an annual rather than three-yearly basis) have strengthened
competition between cantons. This is complemented by target agreements with each
cantonal office, similar to those existing for a number of years between the PES and its
supervisory body. Such type of management-by-objectives is still quite innovative for
disability benefit or insurance authorities.

e Denmark also uses targets for its municipalities which run the benefit system and,
through its job centres, also the employment system, with one of the three targets
in 2009 for example being that “each job centre must ensure that the number of sickness
benefit cases exceeding 26 weeks is lower than in the previous year”.

An example showing the difficulty of designing a well-working funding and
monitoring scheme is Canada, where the responsibilities for income supports and
employment services are split between the federal and provincial governments. The
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federal government allocates considerable budgets to provinces to help improve
employment of persons with disability, with limited control over the use of funds and
modest reporting requirements for provincial governments. Such mismatch between
funding responsibility and service programming is not ideal. This discrepancy can be
solved in different ways, including by handing over to the regional jurisdiction, the
provinces in the case of Canada, the entire funding and tax-raising responsibility.

In most countries where regional or local governments, or local offices of public
agencies which accord considerable influence to local governments, have authority for
employment services and/or benefit schemes while relying upon the central government
for the budget to administer it, central governments stay away from using their
disbursement and monitoring powers due to the heavily political nature of such
distribution. The size of transfers to the local authority, or government, is typically decided
through a mutual bargaining process between the two levels of government. This process
is not driven by the results of performance assessment but rather such simple variables as
population size and, maybe, composition (taking into account equity concerns between
local governments), and transfers are typically given in block amount rather than as a
calculated reimbursement. Moreover, national governments generally stay away from
outcome monitoring at the local level. This is far from optimal.

Measuring outcomes and evaluating programmes

An improved governance structure also has an influence on the extent to which labour
market authorities assess the impact of their labour market programmes and use this
information to manage them better. A major challenge all across the OECD is the lack of
data on the outcomes of active labour market policies for people with health problems or
disability, and where data exist, the limited flow of information across institutions and
governments. With the shift towards a more employment-focused disability policy, the
need for better and more comparable data based on jointly-agreed standards is becoming
ever more evident.

However, little policy-relevant evidence is collected or generated, and even less is
shared with others. A few plausible reasons can be given for the lack of data accumulation
and dissemination, such as the relatively short history of employment and rehabilitation
measures for persons with disability; the untradeable and local nature of services; or the
excessive demand for such services which will negatively affect the incentives of service
providers to innovate and seek out information about better services elsewhere.

Where data are produced, sharing of information is another bottleneck for policy
improvement. This is particularly unfortunate in federalist countries, like Canada and the
United States, or countries where municipalities play a key role in organising and/or
supplying services. These countries in theory have great potential for gradual policy
improvement. Different regions all operating under the same system or policy
environment can develop and trial their own, creative policy responses, and the outcomes
of diversified approaches be shared among all regions in order to hasten the identification
of optimal policy alternatives. This could generate a healthy race to becoming the top-
performing region or locality, but in practice this happens too rarely. Denmark and
Switzerland have addressed this “missed opportunity” recently and are currently trying to
achieve better overall results by publicising and sharing process outputs and employment
outcomes obtained by municipal job centres (in Denmark) and regional disability benefit
authorities (in Switzerland), respectively.
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In the absence of high-quality information, it will be both difficult and costly to
develop better policies and programmes. Often in such a situation the only way to develop
policies may be by trial-and-error. Trial-and-error can indeed be a useful approach as part
of a strategy, and often is - e.g. countries trialing a new scheme or approach in a region, or
in a few service units, before a country-wide roll-out, as is often done for instance in the
United Kingdom. But in order to benefit from such an approach, and to minimise the
probability of error when rolling-out the scheme, the trial needs to produce evidence on
which the ultimate roll-out can build. To the extent possible, evidence should be based on
rigorous scientific evaluation with a comparison/control group. For instance, a country
may initially decide to set aside, say, 5% of total spending for programme evaluation, as
was done as a part of general labour market policy reforms (the Hartz-reforms) in Germany
earlier this decade. This has had a major impact on the amount of evidence available and,
in turn, led to a complete overhaul of many labour market programmes.

6.2. Engaging with clients systematically and in a tailored way

To deliver the right service to the right people at the right time, a series of conditions
need to be fulfilled. Potential clients should have easy access to supports that can help
them and face no problems in identifying the right gateway to services. The authorities
should have tools to identify, as early as possible, whether or not a client’s sickness is at
risk of developing into a more enduring work-capacity reduction and, therefore,
demanding early intervention. They must have the means to procure a broad range of
services tailored to the clients’ needs as much as possible. Achieving this will in most
countries require fresh resources or a considerable shift in resources towards employment
programmes and away from passive benefits to ensure that service supply matches service
demand.

Investing more to ensure that service supply meets service demand

Among the main weaknesses of disability employment services in most OECD
countries are the low take-up of services, the low per-capita spending and the highly
variable outcomes of services. These weaknesses are related to a number of things,
including restrictive eligibility criteria which exclude too many and do not necessarily
serve the right group of people, and a general under-investment in services. These
limitations have to be addressed.

Table 6.1 briefly summarises, country by country, entitlement criteria to qualify for
subsidised, supported and sheltered employment programmes. By and large, services
require the existence of a rather significant disability. Often eligibility is linked to the
relatively narrow status of legally-registered disability (see note 40) and with only limited
recognition of the person’s actual work capacity. The result of such tight criteria can be that
many of those formally eligible might not have enough work capacity to move into the
open labour market even with the help of a wage subsidy, for example, thereby reducing
the measured impact of the support offered. At the same time, many of those with capacity
that is reduced but not enough to qualify for comprehensive support may be excluded from
several of these services.

Another problem is that in some countries certain types of intensive counselling and
employment programmes are restricted to beneficiaries of a disability benefit. For
example, until recently people not entitled to income support payments in Australia were
only entitled to a more restricted set of services or often faced considerable waiting lists
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before they could access intensive re-employment services (OECD, 2007). With recent
reform of its disability employment service, however, this is no longer the case. Linking of
the eligibility for comprehensive services to disability beneficiary status can be especially
problematic in combination with means-testing of income support and in countries with
very tightly-controlled access to benefits.

On the contrary, as a general guideline, governments should make every effort to
ensure that employment services reach all clients who want to and can work with the help
of appropriate supports. In most OECD countries, such a situation can only ever be
achieved with significant additional investment to equip the PES and, where applicable,
other (sometimes private) service providers with the necessary funds. Today, on the
contrary, many countries including e.g. Luxembourg and Spain have seen supply-demand
mismatches of disability employment services due to a lack of human and/or budgetary
resources. The result of this can be long waiting lists, or that people are offered
inappropriate or in other ways not very useful services, in turn partly explaining the
variable outcomes of these services.

Early identification of problems

Service intervention must come at the right time. In reality, disability employment
services are only offered at a very late stage, typically after a person has been inactive for
years and in many cases after a disability benefit has been granted; in short, at a time when
people’s mindset is no longer focussed on getting back into work. Timing is of the essence,
especially at the early stages of a sickness absence. Chapter 5 discusses this issue and the
respective roles for employers and the medical profession. However, benefit granting and
employment authorities also have an important role to play, in particular but not only for
people who do not, or no longer, have an employer.

Sickness absence monitoring of workers

Public authorities can support early identification and monitoring of sickness in many
ways, and manage the services for the persons concerned. They can set the stages for
doctors, employers and other players to play their parts, because most sickness benefit
schemes in the OECD are institutionalised in the form of public social insurances.? The
municipal caseworkers, responsible for the sickness benefit scheme in Denmark, for
example, have at their disposal a series of tools to monitor their clients, including where
necessary organising a roundtable discussion with physicians and employers.

There is a very strong case for public authorities to monitor sickness absence very
closely and seek possibilities to intervene actively early on. Prolonged sickness benefit
periods can easily become the main hindrance for beneficiaries’ successful return to the
workplace, or the labour force more generally. Long-term absence may effectively become
a substitute for long-term disability benefit dependence and may preclude the sick person
from the possibility to receive appropriate services. It is not surprising that, once a long
sickness benefit period comes to an end, the sick person already cut off from the previous
workplace frequently ends up claiming a disability benefit.? In this vein, countries have
strengthened their systems and the monitoring role of their public authorities in different
ways:

e Countries with hitherto unlimited sickness benefit duration have recently introduced
time limits — two and a half years in the case of Sweden, and two years in Ireland.
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Table 6.1. Eligibility criteria for employment supports are very restrictive
Eligibility criteria for subsidised, supported and sheltered employment

Subsidised employment

Supported employment

Sheltered employment

Australia Eligibility is assessed on the basis of minimum work capacity (of at least eight hours per week) and support needs;

all eligible people with disability can approach service providers directly.

Austria Registered supportable disabled, i.e. at least 30% Severely disabled, most with mental or sensory Registered disabled whose output matches
disability, unable to find job without such measures.  disabilities or psychological disorders. at least 50% of that of an average productive

worker.

Belgium Long-term limitation in opportunities for social or professional integration and registered with the regional disability agency; some regions in addition require

a minimum incapacity level depending on the type of disability.

Canada Provincial programmes, often with differing definitions; federal wage subsidies target unemployed persons having difficulties finding work; supported

employment focuses on people with intellectual or developmental disabilities.

Czech Republic Acknowledged by the social security authorities as disabled or by the Labour Office as having reduced working capacity.

Denmark Ability to work permanently significantly impaired, Permanent and substantial physically or mentally Considerably reduced functional capacity or
normal employment impossible, possibilities of reduced functional capacity. special social problems, unable to get a job
rehabilitation exhausted. on normal terms on the labour market.

Finland A disabled person is a worker referred by an employment office whose potential for gaining employment, job retention or career advancement has diminished

significantly due to an appropriately diagnosed injury, iliness or other disability.

France Assessed as disabled by assessment commission, work injury victim, Assessed as disabled by assessment

disability benefit recipient or war veteran. commision, owner of an invalidity card or
non-contributory disability beneficiary.

Germany “Registered severely disabled” (see next column) “Registered severely disabled”, i.e. disability of Extent and type of disability makes open
and registered as unemployed. at least 50% or equal status (e.g. 30-49% and employment impossible, but able to do

unable to obtain a job). some productive work.

Greece Disability percentage of at least 50% with limited potential for employment due to a chronic physical or mental

or psychological disease or damage and registered as unemployed.

Hungary Reduction of working capacity at least 50%.

Italy “Registered disabled”, i.e. 45% general work-ability reduction, or 33% work-related ability reduction, or military service disability, or visual/hearing/speech

impairment (“compulsory placement list”).

Japan Disability (physical, intellectual, mental or Considerable restrictions in vocational life because ~ Those who have difficulties getting
developmental) or intractable disease. of a disability, or great difficulty in leading a vocational employed by usual establishments.

life over long period.

Korea Considerable restriction in working life caused Severely disabled or judged to have difficulty Severely disabled living in the community
by disability for an extended period of time in finding proper work/need on-site support. who are difficult to employ.
(medical definition).

Netherlands Classified as work disabled: current or former disability benefit recipient or on sheltered employment Severe disability, i.e. can only work under

waiting list or passed the work disability test, which is valid for five years. adapted circumstances.

New Zealand Il health and/or a disability that is likely to continue for a minimum of six months and to result in a reduction of

independent function or social well being to the extent that support is required.

Norway Registered at the Labour and Welfare office as vocationally disabled. Registered at the Labour and Welfare office

as severely vocationally disabled.

Poland Disability assessment carried out by local assessment teams — to determine degree of disability and identify appropriate training and employment measures;

assessment obtained to receive social insurance benefits is also recognised.

Portugal Difficulty in either securing or retaining Disabled in training at work Inferior productivity, unable to work in open

a suitable job.

(initial integration phase).

employment, registered with department.

Slovak Republic - Reduced capacity to carry out gainful activity owing to physical, mental or behavioural impairment as determined by a decision or by a statement of the Social
Insurance Agency, or by an assessment produced by the Social Security Unit.

Spain Assessed to be handicapped, i.e. certified degree of handicap of at least 33% and registered as unemployed.
Sweden Registered vocationally disabled at regional Registered as severely vocationally disabled. Registered as severly vocationally disabled;
employment office. can work half-time but cannot obtain any
other work.
Switzerland For early job retention measures: work incapacity and threat of invalidity. For measures to create Subsidy to institution requires 50%

conditions of a vocational rehabilitation: work incapacity of at least 6 months. For rehabilitation measures: ~ disability.
(threat of) invalidity according to Invalidity Insurance Act.
United Kingdom  Eligibility and suitability for a range of disability employment programmes (mainstream and special, supported and unsupported) is assessed on the basis of
the type of benefit being claimed and individuals’ employment aspirations and support needs.
United States Disability-label neutral, i.e. access is determined by
programme characteristics.

Eligibility varies with the
funding agency.

State programmes use their own
configurations and criteria.

Source: Information provided by national authorities.
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e Other countries, e.g. Finland and Denmark, have introduced a categorisation so as to
better identify cases at risk of developing into long-term absence.

e Some countries such as France and Spain have strengthened controls by social insurance
doctors of sick-leave certificates granted by general practitioners.

e Several countries have introduced clearly-set regulations as to when exactly certain
steps will have to be taken by the authorities, including assessment of rehabilitation
needs and the setting up of a rehabilitation plan (OECD, 2006, 2007, 2008 and 2009).

Health monitoring of unemployed and inactive people

Public authorities play a particularly critical role in health monitoring and early
identification of rehabilitation and other service needs of sick people who are unemployed
or inactive in order to minimise shifts onto disability benefits, for two reasons. First, rates
of sickness absence have shown to be much higher for unemployed individuals than for
workers; based on data for Austria, sick leave of the unemployed averaged 32.5 days
compared with 12.5 days for the employed, with only around half of this gap being
explained by a selection effect (Leoni, 2010). Secondly, long-term unemployment increases
the likelihood of a transfer to disability benefits; in the United Kingdom, for example, more
than one in five of those people coming from unemployment onto disability benefits had
been on unemployment benefits for two years or more (OECD, 2007).

Case information gathered from various benefits or instruments that the unemployed
or inactive person might have been enrolled in may help identify such cases. Especially in
cases where a recipient is transferred from unemployment benefit to sickness benefit, a
fortified monitoring process should kick in. Only a few countries have set up a special
strategy for this group to address the issue of early identification.

e In the Netherlands, where the sickness monitoring responsibility for workers is
predominantly in the hands of the employers, the employee insurance authority has
exactly the same obligations (including to set up a rehabilitation plan, etc., see Chapter 5) for
sick people without an employer.

e In Australia, after a certain period of prolonged sickness absence, the sick unemployed
person is called in for an assessment of both work capability and support needs.

For people outside the labour force, early identification of employment-hampering
health problems and subsequent early intervention will often be particularly important but
difficult to accomplish. One such group is young adults who have not yet entered the
labour market. In a number of OECD countries, including most of the Nordic and the
English-speaking countries but also the Czech Republic, the Netherlands and Switzerland
(Figures 2.A1.2), the share of young adults receiving a disability benefit is high or has
increased considerably over the past decade. Many of those young people have not
completed secondary education and they are in urgent need of educational, transition and
guidance services to be able to access the labour market. School dropout is probably the
best early signal for identifying those in need of services. Nonetheless, in terms of
identifying and helping young people early in life, there is still a long way to go to close this
action gap.

Earlier intervention to prevent disability benefit claims

There are a number of other stages at which monitoring and, where needed,
intervention would help prevent long-term disability benefit dependency. One such marker
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is a disability benefit rejection, a rather frequent event (see Chapter 4). When applying for
a disability benefit, people are typically already at a considerable distance from the labour
market which is why many of the rejected claimants will reapply at a later stage and often
end up on the disability rolls eventually. Denied applicants are an at-risk group in need of
special scrutiny and more than usual support to get back into the labour force; hence, it is
a missed opportunity not to target them.

The new redeployment procedure introduced in Luxembourg in 2002 is an example of
a reform aimed at preventing a disability benefit application. For people ineligible for a
continued sickness benefit payment (as identified through tighter absence monitoring) but
nevertheless unable to return to their job, the new redeployment procedure kicks in - with
considerable obligations for both the employer (who has to explore possibilities for internal
job shifts) and the public employment service (in cases where it is impossible for the
worker to stay in the company).

The main focus of the 2004 reform in Switzerland also was on earlier identification of
health problems and earlier intervention if needed, in this case by the disability insurance,
in an effort to reduce the inflow into disability benefit (OECD, 2006). Workers with disability
themselves and all other actors involved, including family members, employers and
doctors, are encouraged to report to the disability insurance cases where the health
problem may need early intervention to prevent longer-term disability. New short and
specially-focused services are offered to enable the worker to stay at the current workplace
- a solution that is considerably cheaper than finding a new job which may require a whole
new set of services including a new assessment, new training and possibly new
accommodations at the new workplace. These efforts have contributed to the fall in
disability benefit inflow rates in the past few years.

Identifying the right mix of services
Profiling service users

Clients identified as being in need of help, through timely and attentive monitoring,
will in a next step have to undergo careful assessment to find out exactly what services
could help most. The importance of accurate, activation-oriented assessment was
addressed already, in relation to the benefit system. Employment and rehabilitation
services need to profile their clients in line with the results of assessments. The profile
should be sufficiently individualised and effectively bring together all the relevant
information for each client, based on medical files, the employment history, and any
services hitherto provided. At the same time, the profile should be sufficiently
standardised so that its quality and homogeneity is independent from who had profiled
the case and where it had been kept:

e Australia’s Job Seekers Classification Index, which is performed when a jobseeker first
registers with Centrelink for employment assistance, is an example of an individual but
streamlined profiling approach. It recognises the jobseeker’s labour market
disadvantage, identifies people at risk of long-term unemployment and, especially for
people with disability, may trigger a Job Capacity Assessment. The latter in turn has a
dual role, i.e. to assess work capacity and refer the person to appropriate assistance.

e Norway, in 2008, introduced a work-ability assessment operated by the new Labour and
Welfare Administration. This is a new profiling tool for all claimants, aimed at
identifying those in need of more help at an earlier stage, assessing what measures
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would be required to maintain labour market attachment, and developing an individual
action plan.

Ireland is one of those countries lagging behind in the development of employment
approaches but aiming for ambitious change, through its National Development
Plan 2007-2013. In the future, people of working age, whether unemployed, lone parents, or
having a disability, will receive case management support, guiding them to education,
training and employment. For the success of this Plan, elaborate customer-profiling at
the first point of engagement is integral, and currently various pilot projects are under
way experimenting, inter alia, with more advanced case management tools in line with
the Plan.

Following the result of the assessment or profiling, clients should be channelled to the
most appropriate service, or provider. The type and intensity of service will vary with the
clients’ needs, and also partly depend on the specific service environment in a country. In
the following, a few issues in relation to the nature and structure of good service provision
are addressed.

Flexibly adjusted services

Services need to be adapted to the needs of the client all along the process, not the
needs of providers. Services should be designed and delivered in such a way to encourage
clients to move into the regular labour market whenever possible. A close relationship with
caseworkers should be maintained over the duration of service use, so that caseworkers
can systematically refer their clients to the services needed at each stage and continue to
help them adapt to the labour market. Critically, all negative incentives - for either clients
or caseworkers — that may hamper such progress should be removed.

In this regard, conflicts of interests may arise for service providers, depending on the
funding system in place. For instance, service providers may have an interest in keeping
clients on their programmes. Such adverse effects can be reduced by a well-developed
funding scheme focusing on outcomes rather than inputs or outputs (see Section 6.3). This
is critical in countries with a weak PES or in poorer communities, where non-profit and
private providers effectively assume the role of case-managers as well, thereby making it
more difficult for the public authorities to oversee the process.

In a similar vein, sheltered employment — which was and still is widely used in many
countries, most notably the Netherlands and Poland - can become a trap for people with
more labour potential. For some people, sheltered employment will be the only option to
do meaningful work. However, there is a risk that existing places are maintained because
providers of sheltered employment tend to hold on to their best workers. Employees in
sheltered workplaces rarely get the opportunity to develop their skills and knowledge to
compete in the regular labour market. As such workplaces depend heavily upon public
subsidies (for initial investment, working expenses, etc.), and maintaining them will often
come at the expense of an under-development of new support strategies helping people
into the regular labour market. In response to this challenge, Poland has extended its
generous subsidies to non-sheltered workplaces; Hungary has introduced a better
accreditation system and clearer subsidy rules, thereby providing persons with disability
with services that better match their reduced work capacity; and the United States in their
employment service funding regulations have eliminated sheltered employment as a
measure of a successful employment outcome.
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One particular issue in relation to the provision of flexibly adjusted services is the
need in many cases to follow the previously inactive or unemployed all along their
experience into sustainable work rather than interrupting services when a placement is
achieved. This philosophy is important for several groups served by employment services
but especially so for people in need of a multifaceted mix of health, employment and
maybe also social services. One of the main characteristic of supported employment, or
individual placement and support, models used in an increasing number of countries is to
provide service (and also financial support) on an ongoing basis, in line with the individual’s
needs. Moreover, these models are used for placing people in competitive jobs in the open
labour market. There is unequivocal evidence on the effectiveness of supported
employment from a series of randomised controlled trials around the OECD, as summarised
e.g. in Drake and Bond (2008).* However, because it is a resource and staff-intensive service,
the number of people served in this way is still very small and many countries have yet to
adopt such approach altogether. Supported employment is currently targeted
predominantly on people with more severe health problems, while models have yet to be
adapted e.g. to the large and growing number of people with often more moderate mental
health problems.

Mainstreamed and specialised services

“Mainstreaming”, i.e. giving people with disability access to generic employment
programmes, is a policy used in many OECD countries. For instance, in Poland in 2005
disability beneficiaries became entitled to services hitherto restricted to those formally
registered as unemployed. With the change in mind-sets and policy orientation, to seeing
a person’s ability rather than the disability, general labour market services were
increasingly charged with offering services to people with disability as well. In some
countries, including especially the Nordic countries, the PES or its complement became
fully responsible for labour market integration of all people of working age. As such, not
only are new services potentially accessible for jobseekers with disability, but also service
procedures and objectives are harmonised with those used for other target groups in
similar need of improved employability, such as the long-term unemployed, youth with
incomplete education or older workers with outdated skills.

A first challenge is for mainstreamed employment services to ensure that new client
groups are sufficiently represented on the various programmes. However, the ever stronger
focus on targeting services to the individual implies that specialised services will also be
needed. Denmark, for instance, has solved this by having one expert for disability
employment in each employment office plus one specialised centre in the country
providing advice to all communities. In this way, the merits of mainstreamed services - e.g.
a stronger orientation and simpler gateways to the regular labour market — are harvested
without losing the benefits from special services for special needs. Other countries, for
example Australia, have kept the strict distinction between general and disability
employment services so to ensure that services are provided by specialists, while at the
same time harmonising the processes and funding regimes. Some countries, for example
New Zealand, provide special funds to develop innovative services that can be more finely
customised to the varying needs of persons with disability.

Ultimately, sufficient resources need to be provided to help people with chronic health
problems or disability access the regular labour market. Without sufficient staff capacity
and resources, countries will fail to provide employment supports for a sufficiently large
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number of people. Even in a country like Finland until recently but even more so, for
instance, in some of the countries in southern Europe, the already heavy-burdened PES will
not be able to take on the new caseloads or continue to focus on the traditional target group
of unemployed clients. This can quickly turn into a big problem particularly during a job
crisis like the current one, with a very rapidly rising PES caseload.

Work-first and train-first services

Generally, services more directly geared to the workplace are more successful in
increasing employment than services focused on training. Most surveys of the programme
evaluation literature have found that supports to regular employment (including wage
subsidies, job coaching, workplace adaptation, and personal assistance) fared better than
training programmes, including vocational rehabilitation, and workplace training better
than general education programmes (e.g. Kluve, 2006; Martin and Grubb, 2001). This is
equally true for the unemployed in general and for people with disability. These findings
explain why some countries, e.g. Sweden, have in recent years gone through a transformation
of their employment services, with a strong move away from education and towards work-
first measures and wage subsidies.

Finland and Denmark offer interesting examples on the effectiveness of wage
subsidies for people with disability. The small-scale, well-targeted system in Finland was
shown to be effective, but it is helping very few people. To the contrary, Denmark’s system
of heavily and permanently subsidised flex-jobs is large-scale (offering employment to
some 5% of the labour force), but comes with enormous substitution and deadweight loss
— effectively subsidising a transition to part-time employment (see Chapter 5). Hence, the
right balance needs to be found between the size and the degree of targeting of a scheme.
This partly explains the high effectiveness of supported employment models, as described
above, which also aim to place people into work first, followed by ongoing support on the
job — for both the worker and the co-workers and management - by a job coach so as to
ensure a sustainable placement.

On the contrary, outcomes from vocational rehabilitation measures have been mixed
and ambiguous, with employment outcomes ranging between 20% and 70%. The
effectiveness of vocational rehabilitation has been called into question by many studies
which have identified creaming or selection effects as the driver for good results and lock-
in effects (participants not looking for a job intensely during the rehabilitation period,
hence, being locked into non-employment) for bad results. However, other researchers
report positive results of educational measures on the probability of returning to work (e.g.
Bach, 2007 and Westlie, 2008). In any event, there is a good argument for providing training
(and also other social or medical programmes) to those people who cannot return to work
immediately.

There is no clear-cut answer to the question whether work-first approaches are to be
preferred over train-first approaches, and the answer will partially depend on the state of
the economic cycle. The more important principle to tailor services to the clients’ needs
implies that job-ready clients will benefit most from ordinary employment-oriented
services, while others in need of training and pre-employment services will benefit from
vocational rehabilitation and other educational measures. Even so, however, existing
vocational rehabilitation measures will often benefit from a stronger employment
orientation, including a focus on trial work, as is being used increasingly for example in
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Norway. The work experience programmes developed in some countries, like Ireland, are a
move into this direction.

6.3. Addressing incentives for private service providers

Provision of disability services by private providers has long been an integral part of
disability policy all over the OECD. Long before the new employment-oriented approach
was established, NGOs and communities were already helping persons with reduced
ability to reintegrate into the workforce. With the new work focus of policies, governments
are now generally investing more resources in private providers, and seeking to build better
networks with them. Traditionally, private providers used to be non-profit NGOs but more
recently private companies are increasingly becoming involved in many countries, still
operating predominantly on a non-profit basis. In a few countries, however, for-profit
private companies have entered the market.

Whether governments should develop their own public service capacity or contract
out most services to the private sector has been the subject of an ongoing debate (e.g. Zaidi,
2009). Proponents of contracting-out refer to cost-savings, efficiency gains and
innovations, while opponents emphasise the risk of cherry-picking by private providers.
The latter, however, can also be a problem where services are provided by PES offices. In
some countries, including e.g. Ireland, the main policy issue is one of how to best resource
the private, traditional NGO sector around which the service network has developed and
which is strongly rooted in the local community. Other countries, including Australia and
the United Kingdom, have chosen a different route and have over the past years outsourced
employment services to the private sector, through a competitive tender process.

An issue in both groups of countries is the division of roles between private providers
and public agencies, with the aim to get the best possible results. Contracting-out can
potentially come with a number of risks at various steps of the process, including client
intake, client assessment and case management, since in these phases the interests of
private providers may be in conflict with those of the client.> Governments need to address
this by enhancing the accountability of service providers so as to secure “value for (public)
money”. An outcome-based funding mechanism is the best-suited tool for doing so.

Towards outcome-based funding

Various funding methods have been and are being used to reimburse and reward
service providers, including - from least differentiated to most differentiated - annual
block grants, per capita grants, output-based, fee-for-service and outcome-based funding.
The trend in many countries is away from block grants which preserve the existing service
landscape and are often inflexible, towards outcome-based funding which can promote
innovation and change. Outcome-based funding has been introduced in recent years for
employment services in Australia, the Netherlands (“no cure-less pay”) and the United
Kingdom and for the vocational rehabilitation programme in the United States.

Outcome-based funding in terms of accomplishing the ultimate goal of raising
employment of persons with disability is superior to other funding mechanisms for a
number of reasons.® Outcome-based funding best addresses several of the potential
weaknesses of privatisation. Since the providers are paid according to how many persons
they have successfully helped into employment rather than how many persons they have provided
with services, there is no reason for them to keep the clients in their services for longer than
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necessary and to offer inappropriate services. There is still a risk of cream-skimming in the
intake phase, but this problem can be addressed by a carefully-adjusted funding structure.
In Australia, fees are differentiated between clients depending on the assessed level of
disadvantage in the labour market.

Quality, competition and service vouchers

A key concern in building a private, for-profit provider market is the quality of services
delivered and the need to ensure continuous quality improvement. Australia offers an
example of good practices in this area:

e Through its comprehensive Star Rating performance management system, Australia has
gone furthest in monitoring the performance of service providers. A good rating is crucial
for a provider to be included in the next round of tenders and thereby stay in the market.
Employment outcomes for more difficult clients would raise the rating, for instance.

The United Kingdom has not gone as far as Australia in this regard, but uses a rigorous
licensing system to ensure good-quality service. The Netherlands has so far chosen to
leave this to the market itself to a large extent; a credibility check is the only control in the
tender process, but many providers are registered with a branch association which grants
a quality seal.

Competition is a strong tool for better accountability and, to a degree, also quality. In
this sense, in countries outsourcing employment and vocational rehabilitation services to
private companies the competitive tenders themselves can contribute to overcoming some
of the quality risks involved - as long as the government manages well the bidding process;
monitors and assesses the performance of the providers; and feeds the results back to the
contract extension or renewal. Evaluation of the level of competition induced varies. The
United Kingdom aims to have at least two competing providers in each of its employment
zones. Findings for the Netherlands suggest that the level of competition has not helped
providers with superior results flourish enough at the expense of those with poor results,
but has been sufficient to generate a “race to the bottom” in terms of the price of contracts
(Groot et al., 2006). Outcomes in the United States show that, although beneficiaries have a
choice of receiving employment services from private and/or public providers, almost 90%
are receiving services from a state vocational rehabilitation agency.

Voucher systems aim to give customers control over the choice of service as well as
provider. As such, service vouchers can stimulate further competition among service
providers, who are not just seeking for the authorisation from the government but for the
purchase of their services by the client as well. This requires, however, sufficient market
transparency for clients to be able to compare and select suitable providers, either on their
own or with the help of their case-manager. Service vouchers are still rare in the OECD and
the two foremost examples provide interesting lessons:

e “Individual reintegration plans” introduced in the Netherlands in 2004 give people the
possibility to decide on the best means for their own reintegration. These plans which
have to be approved by the responsible authority seem to have been remarkably
successful: They are now responsible for almost 70% of all reintegration trajectories due
to enhanced client satisfaction, and employment outcomes are better.

e In the United States, since the phased-in rollout of the “Ticket to Work” programme,
in 2002-04, disability benefit recipients can voluntarily use their Ticket to obtain
vocational rehabilitation, job placement or other employment supports from registered
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providers. Contrary to the Netherlands, take-up of the ticket is low (around 2.4% of those
who have received a Ticket) and so is, therefore, its impact - despite a number of
incentives to use the Ticket.

The main explanation for the success in the Netherlands compared with the
somewhat disappointing outcome in the United States is probably the different time of
intervention: The Ticket targets (long-term) beneficiaries and is therefore coming too late,
whereas the individual reintegration plans in the Netherlands will often be used by
workers on extended sick leave. The Ticket is likely to have more impact, for both the
person and the Social Security Administration, were it offered e.g. to rejected disability
benefit applicants or people filing applications for other benefits where there is an
indication that health conditions have contributed to the job loss or inability to work. Other
countries like the Czech Republic and Germany are also experimenting with vouchers
which give clients the possibility to buy the service they want.

Addressing problems for private providers

Virtually any reform efforts to strengthen the accountability of private service
providers will involve more administrative and financial burden and workload for
providers. For example, the Dutch “no cure, less pay” funding scheme has fuelled price
competition between providers, which has led to less investment in long-term efforts to
enhance the employability of clients. In reaction, the Netherlands is now experimenting
with longer-term contracts which allow reintegration companies to invest. A similar
problem of too-little long-term investment by providers has also been identified in three
provinces of Canada that have been introducing project-funding schemes, which
ordinarily require the service providers to report their performance results on an annual
basis (OECD, 2010).

These issues become more acute in countries where individual service providers rely
on a range of different sources - including e.g. different levels of government, the PES and/or
the Social Insurance Authority, charities, etc. - which they have to combine or package
together. Multiple sources will imply multiple and varying accountability, thereby
increasing administrative costs for providers to an unhealthy level.

Notwithstanding its advantages, outcome-based funding schemes need to be
developed wisely. Measuring employment outcomes, especially longer-term employment
outcomes ideally including information on career development and the person’s earnings
path, is more difficult and complicated than monitoring outputs. Providers will find it
burdensome to keep up with the requirements and the changing developments of a new
scheme. Moreover, if a funding scheme becomes too complex and sophisticated, it might
become unmanageable for the public authorities monitoring and procuring it; for instance,
it will become difficult to judge if charges for individual service units are appropriately
priced.

6.4. Conclusion

A complex and fragmented institutional setup, imperfect governance of service and
benefit-granting institutions, and lack of co-operation across institutions and among various
levels of government can contribute to poor outcomes of sickness and disability policies.
Across OECD countries, the current welfare and labour market institutions are arranged in
ways that provide either weak incentives to local institutions to assist disadvantaged clients
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in improving their employability, or strong incentives to shift people in need of assistance to
another institution. Better co-operation and co-ordination among various stakeholders
involved is critical to improve employment outcomes for people with health problems.

Recent efforts to overcome this dilemma include comprehensive mergers of different
services and institutions into one-stop-shops that provide a single point of entry to joint
services; adjustments to financing mechanisms in order to reflect the decision structure,
hereby establishing direct implications of bad case management and over-generous use of
benefits at the local or regional level; and improvements in governance of regional and
local actors through better supervision and control from the national government, the
national social insurance and the national public employment service.

In addition, progress is being made in many cases in providing services in a timely
manner; and in identifying the right mix of flexible services including work-first and train-
first elements. Ultimately, one of the biggest challenges will be to ensure that service
supply meets service demand so that all those people who could work with appropriate
support are helped into the labour market.

Notes

1. Most new claimants of this benefit are young people, often aged 18-19 years. However, the
eligibility criterion is not age itself but the age at which the work-capacity-limiting disability was
acquired. Hence, a person 50 years of age, just to give an example, can also qualify if it can be
established that the disability originated before age 18.

2. The exceptions in the OECD are Korea and the United States. In those two countries, except for
workers’ compensation cases, sick leave and related payment are down to the individual
employment contract between the employer and the employee. Switzerland also has no public
sickness benefit scheme but instead mandates sick-pay regulations through private health
insurance, comparable to those in other OECD countries.

3. Conversely, too-short sickness benefit periods - like the maximum of 15 weeks in Canada - can
also be problematic. For instance, in a search for income security the sick person may instead of
adapting to the new situation be pushed to apply for a disability benefit too early.

4. Drake and Bond (2008) is a Meta analysis of 11 randomised controlled trials from various states in
the United States, Canada and Australia. On average, these studies show that the likelihood of
open employment is 61% compared with 23% with more traditional interventions; the proportion
of those working more than 20 hours is 44% compared with 14%; the time until the job placement
is shorter and the average duration of a job some 50% longer.

5. Private providers may seek to avoid persons with severe disability and cream-skim those with
milder conditions. They may prescribe services not in the best interest of the clients but which are
more profitable for their business, offering easier or cheaper or available rather than the most
effective service. Moreover, they may have an interest in keeping clients in their services longer
than necessary (OECD, 2010).

6. Consider the alternative of output-based funding. Outputs are immediate actions or results of
spending activities, while outcomes are the ultimate impacts of the activities that relate to the
underlying policy goal. In this field of employment services for persons with disability, “people
using a programme” is an example of an output while “post-programme employment rates” are an
example of an outcome (OECD, 2010 and OECD, 2009a).
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