SOCIAL SECURITY DEVELOPMENTS AROUND THE

WORLD

By Tianhong Chen, David M. Rajnes, and John A. Turner

This article surveys social security
developments around the world. We
focus on China, Africa, countries
with privatized individual accounts in South
America and Central and Eastern Europe,
and OECD countries. China, though the
country with the largest population in the
world, is often overlooked in international
surveys.!

CHINA

Some degree of fragmentation in social se-
curity systems exists in many countries, with
some groups of workers covered by different
systems. For example, Canada has the Cana-
da Pension Plan for most of the country and
the Quebec Pension Plan for the province of
Quebec. Tanzania has separate social securi-
ty programs for Zanzibar and for mainland
Tanzania, which is the former Tanganyika.
Nevertheless, by expanding coverage of the
main social security program, merging sep-
arate social security programs, or starting
new programs that are nearly universal in
coverage, some countries are reducing frag-
mentation of social security systems. China
provides social security old-age benefits in
a highly fragmented manner that is virtual-
ly unique among world social security sys-
tems, but it too is reducing fragmentation.

With respect to the social security benefits
programs, China’s population can be divid-
ed into seven groups. The two major groups
in terms of number of participants are urban
employed workers and workers in rural ar-
eas. Five smaller groups are urban unem-
ployed workers, rural migrants to urban
areas, farmers who have had their land ap-
propriated by the government, government
workers, and the military. Fragmentation
also exists within the major programs, with
regional and local variations in the national
programs accounting for much of the frag-
mentation. China has more than 2,000 social
security funds managed by different govern-
ment entities.

China’s social security program for urban
workers provides a traditional defined ben-
efit program plus mandatory individual
accounts. The one for rural workers is vol-
untary, with voluntary individual account
pensions. The mandatory individual ac-
counts have been defunded to pay for bene-
fits in the associated pay-as-you-go system,
while the voluntary individual accounts are
fully funded. The difference is not due to a
greater ability to manage individual account
plans in rural areas than urban areas, but pri-
marily is due to differences in the amount
of implicit pension debt for pay-as-you-go
pensions in the two areas. The mandatory
social security system for urban workers are
supposed to be financed by a tax on employ-
ers of 20 percent of wages, but some em-
ployers understate wages or simply do not
pay the tax because the rate is so high.

China has an innovative program that pro-
vides additional social security benefits at
advanced ages, called the old-age allow-
ance. This benefit starts at age 80 in some
areas, but age 90 or even age 100 in other
areas. Ireland is another country with a spe-
cial social security benefit that starts at an
advanced age.

AFRICA

The majority of workers around the world
lack social security coverage. This is one
of the key problems facing social securi-
ty programs, particularly for middle- and
lower-income countries. On average, social
security programs in Africa only cover 10
percent of workers. For example, less than
five percent of workers are covered in Ugan-
da. Part of the reason is that many workers
work in the informal sector and social secu-
rity programs do not cover workers in that
sector. Many private sector workers who are
covered by law are not participating due to
contribution evasion, which is the failure of
employers to make mandatory social securi-
ty contributions.
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Recognizing the problem of lack of cov-
erage, many countries are attempting to
extend coverage to more workers. Burun-
di has an innovative system where motor-
cycle taxi cab drivers are covered through
contributions to their national association.
To encourage coverage among agricultural
workers, who are typically difficult to bring
into the social security system, Tanzania has
a public relations campaign to encourage
more people to participate in the social se-
curity system. Tunisia charges agricultural
workers a lower contribution rate than urban
workers. Egypt allows self-employed work-
ers to declare their level of income, with the
minimum level varying by occupation.

Provident funds were established in many
countries that were formerly British colo-
nies or British protectorates, in part because
of their simplicity. They are defined con-
tribution plans that typically provide lump
sum benefits and that have a single invest-
ment pool for all participants. Provident
funds were established in most of the former
British colonies or protectorates in Afri-
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ca—Gambia, Ghana, Kenya, Nigeria, Sey-
chelles, Swaziland, Tanzania, Uganda and
Zambia. Outside of Africa, Singapore and
Malaysia also have provident funds. How-
ever, many countries have ended those plans
and have switched to social insurance types
of plans. Those countries include Ghana,
Nigeria, and Tanzania. Kenya and Uganda
are considering converting their provident
funds to defined contribution pensions, rath-
er than to a defined benefit social insurance
pension. Nigeria subsequently switched to
a mandatory individual account system. In
2010, Egypt passed a law replacing its pay-
as-you-go system with a system of mandato-
ry individual accounts.

COUNTRIES WITH PRIVATIZED
INDIVIDUAL ACCOUNTS

Most countries around the world provide so-
cial security benefits through traditional de-
fined benefit pay-as-you-go systems based
on principles of social insurance. Howev-
er, a number of countries in Latin America,
Central and Eastern Europe, and elsewhere,
have added mandatory individual accounts
as a component of their social security pro-
grams.

In 1981, Chile was the first country to pri-
vatize its social security program. Chile
completely ended its pay-as-you-go system
for private sector workers, replacing it with
an individual account system, while most
other countries that followed it cut back on
the pay-as-you-go system and combined it
with a mandatory individual account sys-
tem. Since 1990, 10 other countries in Lat-
in America have followed Chile. The first
countries (with the year implemented) were
Peru (1993), Colombia (1993), Argentina
(1994), Uruguay (1996), and Mexico (1997).
These were followed by two of the poorest
countries in the region, Bolivia (1997) and
El Salvador (1998). In 2008, Panama added
mandatory individual accounts for new en-
trants into the social security system.



Beginning in the late 1990s, after the fall of
the Soviet Union, a number of countries that
were part of the Soviet Union or that were in
Central and Eastern Europe added mandato-
ry individual accounts as part of their social
security systems. Kazakhstan (1997), Hun-
gary (1998) and Poland (1999) were early
leaders, followed by Bulgaria (2000), Latvia
(2001), Croatia (2002) and Estonia (2002).
Other countries include Bulgaria (2002),
the Former Yugoslav Republic of Macedo-
nia (2003), Slovakia (2005) and Romania
(2008). In addition, Lithuania, the Czech
Republic, Slovenia and Russia have enacted
reforms.

Mandatory defined contribution plans have
also been introduced in countries in other
regions, either in addition to or in replace-
ment of existing traditional social security
programs. In 2011, Thailand introduced the
National Pension Fund as a mandatory de-
fined contribution plan to supplement its tra-
ditional social security plan. In 2010, Brunei
added mandatory individual accounts to its
existing mandatory social security system.
Between 1988 and 2008, 29 countries fol-
lowed Chile and established mandatory in-
dividual accounts.

Contribution rates have increased in some
countries with mandatory individual ac-
counts and mandatory pensions, such as
Mexico, Singapore, Hong Kong, and Aus-
tralia. Australia is raising its contribution
rate for its mandatory pension system from
nine percent to 12 percent.

Some countries that enacted reforms that
privatized social security by adding indi-
vidual accounts have later cut back on those
reforms, reducing or eliminating the contri-
butions to privatized individual accounts.
Argentina ended its system of privatized in-
dividual accounts in 2008, while Bolivia na-
tionalized its system of individual accounts
in 2010. Retrenchment has been more com-
mon in Central and Eastern Europe than in

South America, in part because of the finan-
cial crisis there and the subsequent econom-
ic downturn. In Central and Eastern Europe,
Poland, Latvia, Lithuania, Estonia, Romania
and Slovakia all retrenched their privatized
systems in some way since 2010. Starting in
2010 Hungary ceased funding its mandato-
ry individual accounts and returned most of
the accumulated funds to the participants.
In 2012, the Slovak Republic reduced the
contributions to the mandatory individual
accounts and transferred those contributions
to the pay-as-you-go system. It also tempo-
rarily permitted workers to withdraw from
the system. In 2013, Kazakhstan announced
that it was nationalizing its system of man-
datory pension funds.

Retrenchment has occurred in part because
of the double payment problem, where
payments are being made into the new in-
dividual accounts, while payments are still
required into the traditional pay-as-you-go
system to pay the benefits promised from
that system. Some governments have found
that it was too expensive to pay for the ex-
isting pay-as-you-go system and for the new
individual accounts, particularly in circum-
stances of an economic downturn.

OECD

Though they have generally not been de-
scribed this way, historically social security
programs were designed as longevity in-
surance programs, meaning programs that
provided benefits at advanced ages where
roughly half of those entering the workforce
had died. Over time, they have gradually
shifted to being retirement benefit programs
due to the increase in life expectancy and
decreases in benefit eligibility ages. For ex-
ample, while the United States Social Secu-
rity is now a benefit that most people who
enter the workforce survive to receive, it
was originally structured like a longevity in-
surance benefit. In 1940, when benefits were
first provided, the benefit eligibility age was
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ENDNOTES

" The material for this article is taken
from the sources in the list of refer-
ences, where a full list of referenc-
es can be found.
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65. Taking into account that people entered
the workforce at earlier ages than currently,
from U.S. life tables for 1910 for the popu-
lation age 18 that year, at age 65, 54 percent
of the population would still be alive.

Because of rising old-age dependency ra-
tios, a number of OECD countries have cut
back on the generosity of their social secu-
rity benefits, resulting in falling income re-
placement rates in old age. These countries
include France, Japan, Sweden, Greece,
South Korea and the United States. A num-
ber of countries have reduced benefits in
traditional social insurance old-age benefits
programs by increasing the years used in
the earnings averaging period for calculat-
ing benefits. Spain has done so, resulting in
more years of relatively low earnings being
included, lowering average earnings in the
benefit calculation. Finland, Austria, France,
Italy, Greece and the United Kingdom have
also increased the number of years used in
benefit calculation. In Italy, the increase was
from the worker’s last five years of earnings
to lifetime earnings.

Contribution rates have been increased in
many OECD countries, including Den-
mark, Finland, France, and Sweden. Social
security contributions also can be increased
by raising the contribution base. Countries
that have completely eliminated the ceil-
ing on taxable earnings for social securi-
ty financing include Finland and Norway.
In 2001, Ireland eliminated the ceiling on
taxable earnings for social security for em-
ployer contributions. The United Kingdom
also requires employers to pay social secu-
rity taxes on employee earnings without a
ceiling on those earnings. In 2014, Japan
increased its value added tax (VAT) from
five to 10 percent, with the increased reve-
nue being used to finance its social securi-
ty program. Although all OECD countries
use contributions from employers and em-
ployees to finance social security old-age

benefits, nearly all those countries also use
general revenue funding.

At least twelve countries have adopted au-
tomatic adjustment mechanisms as a way
to maintain the solvency of their pay-as-
you-go social security programs. Finland,
Portugal, Norway and Sweden adjust the
generosity of benefits received at retirement
automatically for changes in life expectan-
cy. Portugal passed legislation in 2007. A
sustainability coefficient was introduced in
the benefit formula for calculating pensions.
This coefficient equals the ratio between life
expectancy in 2006 and life expectancy in
the year preceding retirement. The level of
statutory pension is multiplied by the coef-
ficient, reducing the benefit level as life ex-
pectancy increases.

CONCLUSIONS

This article provides a quick trip around the
world, surveying selected developments in
social security. In most countries, social se-
curity is a work in progress, with develop-
ments continuing as countries face the chal-
lenges of aging populations. Hl

REFERENCES

Chen, Tianhong and Turner, John A.
2014. "Fragmentation in Social Secu-
rity Old-Age Benefit Provision in Chi-
na.” Journal of Aging and Social Policy,
forthcoming.

Gillion, Colin; Turner, John A., Bailey,
Clive, and Latulippe, Denis (eds.) 2000.
Social Security Pensions: Development
and Reform. Geneva, Switzerland: Inter-
national Labour Office.

Turner, John A. and Rajnes, David M.
2014. “Social Security and Pension
Trends Around the World.” In Social Se-
curity and Pension Reform: International
Perspectives, edited by Marek Szcze-
panski and John A. Turner, Upjohn Insti-
tute, pp. 13-38.





