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Privatisation In Practice

A study from an insurance 
perspective into the effects of 
privatisation of public sickness- 
and disability programs in The 
Netherlands, Germany and Canada

Casper H
endrik de Jong

Privatisation In Practice

This thesis aims to identify the effects of privatisation of public disability 
programs in The Netherlands, Germany and Canada. It does so from an 
insurance perspective (def ined as: seeking a balance between the extent 
of cover and its cost). Subsequently, some conclusions are drawn as regards 
an optimal allocation of roles between ‘public’ and ‘private’ in disability 
insurance. 
Both public and private disability insurance are being dominated by an 
‘inconvenient truth’, the presence of behavioural effects. Consequently, 
the same applies to the effects of privatisation. Other f indings are – inter 
alia – that market failure (often quoted as the rationale for state intervention) 
is not an issue, but that demand anomalies are.
The thesis concludes that whilst public insurance is probably the best way 
to address demand anomalies, private insurers are better equipped to deal 
with behavioural effects. It therefore suggests that in an optimal allocation 
of roles between ‘public’ and ‘private’ public disability insurance should 
be restricted to ‘basic’ cover (that is less exposed to  behavioural effects) 
and leave it to private insurers to provide additional cover. In this way a 
balance between ‘public’ and ‘private’ will contribute to the required balance 
between the extent of cover and cost.
Casper de Jong graduated in Dutch Law from Leyden University (Nether-
lands) in 1969. He worked some thirty years in the insurance industry and 
held management and supervising positions in several countries. He wrote 
this thesis after he retired. 
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 PREFACE

Three experiences triggered my interest in disability insurance. The f irst 
dates from the start of my career in the early 1970s. After university, military 
service and a one year apprenticeship, I had my first real job. In the years that 
followed I had little reason to complain about the development of my salary. 
It was a time of high inflation and on paper the increases looked even better 
than they were in real terms. One thing was slightly worrying, however: 
the deductions and in particular the contribution to the public disability 
program kept increasing at an even faster pace. I had little knowledge of 
the reasons at the time; still I could see that something had to be done to 
stop that trend.

A second – far more serious – experience I had some f ifteen years ago. 
My younger brother suffered a serious stroke. His right arm and leg were 
partially paralysed and, in some respects even more worrying, he suffered 
from aphasia. Prior to his stroke, he had had a senior management position. 
Despite all his efforts for rehabilitation he has never been able to work 
again; the aphasia was the obstacle. “If need be, I will become a taxi driver,” 
he once said to me, “but I can’t; the street names mean nothing to me.” It 
was a period of many frustrations and disappointments for my brother 
and his family. Luckily there were few worries about the f inancial aspects. 
This experience brought home, more than anything else ever could, how 
important disability insurance is.

The third experience is related to my professional activities. All of my 
working life, I spent in the insurance industry; about two thirds of it I was 
involved in insurance outside the Netherlands. In the course of that time 
I met many insurance managers and discussed various topics. In the late 
1980s I had a meeting with an overseas visitor. He was managing director 
of an insurance company; in its home market that company was a major 
player in disability insurance. Amongst other things I told him about the 
Dutch public disability scheme. At that time the scheme was very generous 
and the costs were way beyond what was initially intended. In summary I 
said: “In Holland we believe, that it is unfair that a person who cannot work 
because of ill health, should get less money than a person who is healthy.” My 
guest was silent for a few seconds and then replied: “In an ideal world – yes.”1

1 Former Dutch Finance Minister, Gerrit Zalm, quotes an American that expresses a similar 
view: Zalm (2009); p. 52.
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This answer seems to describe a dilemma concisely. It is a dilemma with 
which policymakers in public disability schemes have been faced for a long 
time: ‘ideal world schemes’ are very expensive and affordable schemes 
provide a less than satisfactory protection. There is an overwhelming amount 
of literature on the subject and one could argue, that the major thrust of 
all these books, reports and articles is: to contribute to f inding a balance 
in this dilemma; this study f its in that range.

This thesis would not have been possible but for the assistance of a number 
of people. I am happy to mention the most important ones.

First and foremost I am grateful to Professor Philip de Jong who supervised 
the project. When the project was in its very early stages and the outline 
was still far from complete, he endorsed it and gave me every support I 
could wish for. It was a pleasure to work on a project in the knowledge of 
being supervised by someone with such a broad experience on the subject.

The others I mention ‘in order of appearance on stage.’
My former colleague and friend, the late Pieter Brouwer, has contributed 

greatly to my knowledge of insurance during the f ifteen years we worked 
together at Fortis Insurance International.

Professor Meindert Fennema in his course “How to write a thesis” taught 
us, his pupils, the principles of scientif ic research. Most importantly he 
assisted me in f inding a supervisor.

Jacques van Ek, former CEO of Amersfoortse Verzekeringen and of Fortis 
ASR gave me valuable information on the process of privatisation in the 
Netherlands during the 1980s and 1990s.

Frank Romijn, CEO of Amersfoortse Verzekeringen, provided me with 
invaluable introductions to contacts within Amersfoortse and among his 
colleagues. Apart from that we exchanged some 250 emails on what is 
happening in the Dutch private market for disability insurance and why.

Jan-Maarten van Sonsbeek, at the time manager, at the UWV, currently 
Chief Scientif ic Off icer at the Ministry of Social Affairs, provided invalu-
able information on how the public disability scheme of the Netherlands 
functions. The emails we exchanged could easily have f illed one chapter.

Without the assistance of the SCOR Reinsurance Group this project would 
have been close to impossible. On behalf of SCOR Herman van Krekelberg 
pledged his support. He introduced me to his colleagues in Germany, Torsten 
Hefer and Christian Cypris. They provided me with a wealth of information 
on the German private insurance market, on the German public disability 
scheme and f inally introduced me to representatives of a number of Ger-
man insurers. Herman also introduced me to his colleagues in Canada, 
Gaston Meilleur and François Lemieux who played the same role as regards 
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Canadian private and public disability insurance. Gaston organised a number 
of interviews for me in Canada and accompanied me on the same.

Equally I am grateful to the sixty-odd interviewees who were happy to 
give their time to meet me. Each contributed something to my knowledge 
of the topic of this study.

I discovered that behind the somewhat anonymous sounding pref ix 
info@… some very helpful people are hidden. Mr. Gustav Schlueter of the 
Archive of the German Bundestag assisted me in f inding my way in German 
parliamentary documents. Mr. Michaël Dumais of the Library of the Federal 
Parliament of Canada did the same for Canada.

Finally, the wholehearted support for this project of Anja, my wife of 
nearly f ifty years, should be stated. She accepted that I would spend numer-
ous hours behind my desk at a stage in life in which so many tempting 
alternatives present themselves.





1. INTRODUCTION

1.1 Purpose and scope of the thesis

Virtually all developed countries have one or more public disability programs 
and virtually all of these have experienced more or less serious cost overruns 
during the last decades.1 Some countries sought to solve the problems through 
(partial) privatisation of their programs. This is remarkable, because one 
of the reasons for introducing public programs was the perceived failure of 
the private market to provide the necessary cover. It is time to take stock of 
privatisation in this area.

This thesis addresses two questions:
– The effects of privatisation of public disability programs;
– Policy implications as regards the allocation of roles between ‘public’ 

and ‘private’ in disability insurance.

The first question requires further defining. As the title of this thesis indicates, 
it contains four elements: disability insurance, ‘an insurance perspective’, 
privatisation, and the choice of three countries: The Netherlands, Germany 
and Canada. In this paragraph the f irst three elements will be defined for 
the purpose of this thesis; the choice of countries will be accounted for.

Disability insurance
We use a broad definition of disability insurance in this thesis; it includes 
insurance of:
– long term disability
– short term disability or sickness
– disability as a result of work-related accidents or occupational diseases.

The choice for a broad definition is based on practical considerations. Whilst 
the emphasis will be on long term disability, the three types of programs 
are related to such an extent that it would make little sense to focus on one 
program and ignore the other two.

Insurance perspective
The effects of privatisation can be studied from many different angles: e.g. the 
effects on public f inances, poverty, redistribution of income etc. This thesis 

1 OECD (2010).
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approaches the matter from the point of view of f inding a balance between 
cover and cost, more formally from the point of view of rational demand 
for insurance. A potential buyer of insurance cover faces a choice. He/she 
could opt for extensive cover at a high price, limited cover at a low price 
(the very minimum being no insurance at all) or for anything in between.2 
In Chapter 2, we will discuss how to approach rational demand (below, 
2.1.2). Allowance will be made for the fact that in the real world people do 
not always act rationally (below, 2.1.3).

Identifying the effects of privatisation from an insurance perspective 
implies answering the question whether rational demand for disability 
insurance is being met by supply. In private insurance answering that 
question is straightforward: are there products in the market that meet 
rational demand? In social insurance the question is twofold: does manda-
tory cover meet minimum requirements and does it not exceed maximum 
requirements?

The insurance perspective also implies that social disability programs 
that do not have an insurance character (‘public assistance’) are outside 
the scope of this thesis.

Privatisation
The concept of privatisation will be discussed in the next chapter (below, 
2.3.7). Based on that discussion we def ine privatisation of social insur-
ance as the process in which there is a shift from ‘public’ to ‘private’ of any 
combination of production and the decision about the size of consumption (of 
insurance). Translated into insurance terminology there are three varieties 
of privatisation in social insurance:
– There is a shift from a public to a private insurance carrier.
– The decision about the extent of cover3 is no longer made by the state 

but by interested parties themselves.
– Any combination of these two.

In this thesis we will refer to cases in which both the carrier and the 
decision about the extent of cover shift from ‘public’ to ‘private’ as full 
privatisation. Other cases will be referred to as partial privatisation. For 
the purpose of our analysis the def inition of privatisation is extended in 
three ways:

2 In social insurance the legislator makes that choice on behalf of the insured population.
3 We use ‘extent of cover’ rather than ‘size of cover’ to highlight that the decision is not limited 
to the sum insured, but includes the conditions of insurance as well: which risks are insured etc.
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– The case in which a state decides to reduce the level of public cover to 
such an extent, that a rationally acting person would buy additional 
cover in the private market, will also be classified as partial privatisation. 
As will be discussed later, this is what happened in Germany (below, 
4.1.3 and 4.1.4).

– Partial privatisation from inception: the case in which a state decides 
from inception of a social disability program to offer public cover to 
such a limited extent, that a rationally acting person would buy ad-
ditional cover in the private market. As will be discussed later, this is 
what happened in Canada (below, 5.1.2). It could be argued that this 
approach stretches the concept of privatisation too far. Our choice 
for inclusion of Canada is based on the comparison of the position 
of employees in Germany and Canada. They f ind themselves in very 
similar circumstances: public disability cover is insuff icient for the vast 
majority of them and it has been the explicit intention of the legislator 
that they would buy supplementary cover on the private market.

– De facto privatisation: part of the population (e.g. the employees) is covered 
by a public scheme, another part (e.g. the self-employed) is not. Someone 
who changes status from employee to self-employed effectively opts out 
of the public program. If that happens on a large scale that development 
can be called ‘de facto privatisation’. As will be discussed later, this is 
what happened (and is still happening) in the Netherlands (below, 3.5).

Choice of countries
Three countries have been included in this thesis: the Netherlands, 
Germany and Canada. The choice was made on the basis of the following 
considerations:
– At least one public disability program should have been privatised;
– That privatisation should have taken place suff iciently long ago for the 

consequences to become identif iable;
– There should be a sizeable private market for disability insurance.

There were practical considerations too:
– Primary sources of information should be accessible in Dutch, English, 

French or German;
– The number of countries to be studied had to be limited to three.

The three countries mentioned meet these criteria. Furthermore, the 
Netherlands is an obvious choice, as it is the author’s country of birth and 
residence. In the next chapter we will discuss Esping-Andersen’s typology 
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of welfare states. In that typology Germany and Canada represent two very 
different philosophies as regards social insurance. Germany represents the 
‘corporatist-’ and Canada the ‘liberal-regimes’ (below, 2.3.5). In this way 
even a small sample of countries offers a relatively broad perspective on 
privatisation of public disability programs.

Other choices as regards the scope of the thesis
The scope of this thesis is not fully covered by its title. Discussion on the 
subject is strongly influenced by political preferences. We will steer clear of 
these matters as much as possible and limit ourselves to describing cause 
and effect and leave the weighing of the various arguments to policy makers.

In our analysis we will try to isolate the structural effects of privatisation. 
By way of example: as will be discussed later actual premium rates in the 
private insurance market tend to fluctuate around the ‘correct’ level (below, 
2.2.3, ‘pricing’). In social insurance PAYG contribution rates may not reflect 
the ‘true’ cost of the program either. We will eliminate these distortions in 
our analysis of the effects.

1.2 Discussion of the purpose of the thesis

As will be discussed later, the Dutch public disability program ran into 
serious problems in the 1970s and 1980s. DI-recipiency turned out to be much 
higher than had been anticipated (below, 3.1.4). Part of the solution was 
sought in full or partial privatisation of the respective programs. At the time 
these changes have been the topic of a heated debate both in literature and in 
parliament (below, 3.1.5). Empirical evidence on the effects of privatisation, 
however, is limited. Certain aspects of privatisation have been the subject 
of empirical studies. The emphasis has been on specif ic aspects such as the 
effectiveness of rehabilitation by public and private insurers (below, 3.4.7). 
A systematic approach to evaluate the effects, however, seems to be missing.

For different reasons both in Germany and in Canada the public disability 
programs have been partially privatised (below 4.2.1 and 5.2.2). To our 
knowledge systematic empirical research into the effects of these measures 
have not been undertaken either.

In literature reference to the business model of private insurance is 
somewhat sketchy. Indeed, to some authors insurance is ‘the most misun-
derstood industry’.4

4 Kunreuther (2002), p. viii.
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Against that background this thesis aims to contribute to a better 
understanding of the privatisation of disability insurance programs by:
– offering a more complete picture of the effects of privatisation;
– adding a dimension by comparing the effects of different types of 

privatisation;
– analysing these effects not just on the basis of ‘business model’ of social 

insurance but on that of private insurance as well.

1.3 Terminology

This thesis is about insurance and consequently some insurance terminology 
will have to be used. Most of it will be defined in the following chapters and 
a full list will be given in the Insurance Glossary that is added as an Annex 
(below, 7.6). However, we have to start somewhere and provide a brief list of 
the basic terminology hereafter. The order is logical, rather than alphabetical:

Insurance in general
Cover: the protection provided by insurance.5 In private insurance the 
extent of the cover is described in the policy, in public insurance in the act 
that governs the program. Usually it is def ined in two ways: 1) by including 
or excluding certain perils, e.g. f ire, f looding or earthquake; 2) by def ining 
the maximum liability of the insurer in the sum insured.

Premium(rate). Premium, is what the insured pays in exchange for the 
cover the insurer provides him/her with. We will reserve the word premium 
for private insurance and use contribution for its public equivalent. Premium, 
is an amount, the premium rate denotes the premium as a percentage of the 
sum insured and thus indicates the relative cost of insurance.

Claims incidence (or claims frequency): the number of claims in a given 
period (usually one year) expressed as a percentage of the number of policies.

Claims severity refers to the average size of claims in a certain class of 
insurance. Together with claims incidence it def ines the total claims cost.

Social (or public-) insurance
Social insurance: a government sponsored program to which participation 
is mandatory and in which benefits and funding are defined by legislation. 
Other than in private insurance there is no underwriting and the contribu-
tion contains no profit loading.

5 Atkins et al. (2008), p. 276.
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Program/scheme: will be used as synonyms to indicate one particular 
part of the range of social insurances that a state provides.

Contribution(rate): Like premium, contribution is what the insured pays 
in exchange for the cover the insurer provides him/her with. We will reserve 
the word contribution for public insurance. Contribution is an amount, the 
contribution rate denotes the contribution as a percentage of – insurable – 
earnings. It is common practice to def ine contribution rate in this way, but 
note that – other than premium rate – it is not necessarily a measure for 
the relative cost of a scheme because it is not related to the sum insured.

Disability insurance
Disability: the insured peril in disability insurance; it is usually def ined 
as the inability to work as a result of sickness or ailment. The inability to 
work can refer to the ‘own occupation’ of the insured or to ‘any occupation’.

Replacement rate: the ‘sum insured’ or ‘insured benefit’ as a percentage 
of ‘pre-disability income’.

Morbidity: disability claims incidence.
D(isability)I(nsurance)-entries: the number of new cases (entitled to 

benefits) in a public disability scheme.
D(isability)I(nsurance)-recipiency: the number of existing cases (entitled 

to benefits) in a public disability scheme.

1.4 Overview of the thesis

Chapter 2, discusses theoretical concepts and methodology. The theoretical 
concepts to be discussed are those of private insurance, social insurance, 
privatisation and the particulars of disability insurance. This analysis enables 
us to break down the research question into manageable parts. Thereafter 
we will set out the methodology used in this thesis.

Chapters 3 to 5 discuss the effects of privatisation in the Netherlands, 
Germany and Canada. The structure of these chapters is the same. In the 
introduction an overview is given of the economic and political environment, 
history and current status of public disability programs, functioning of the 
private market for disability insurance and the specif ics of privatisation. 
Thereafter follows the analysis proper: an answer to the various subheadings 
of the research question.

In chapter 6, f inally, we will summarise and discuss our f indings and 
formulate the conclusions as regards the allocation of roles between ‘public’ 
and ‘private’ disability insurance.



2. CONCEPTUAL FRAMEWORK AND 
METHODOLOGY

The structure of this thesis is based on the premise that both private- and 
social insurance are species of the genus ‘insurance in general’. The prin-
ciples underlying demand for both are the same. Moreover, it is a feature 
of both that the mere existence of the insurance affects the behaviour of 
the insured, the so called ‘moral hazard’. It is the way in which supply is 
organised – and consequently the way in which cover is structured – that 
defines the difference. In accordance with this premise the structure of this 
chapter is as follows: 2.1 deals with insurance in general: the def inition of, 
and demand for insurance and f inally moral hazard. In 2.2 we will see how 
private insurance addresses that demand and in 2.3 how social insurance 
does. In 2.4, we will discuss what sets disability insurance, the focus of 
this thesis, apart from other classes of insurance. In 2.5 we will ref ine the 
research question. In 2.6, f inally, the methodology used in this thesis will 
be described.

2.1 Insurance in general

2.1.1 Definition and context

Private insurance may be def ined as: “A contractual relationship between 
two parties in which one party, the insurer, is paid a premium by the other 
party, the insured. In return for the premium, the insurer agrees to indem-
nify the insured in the event of a covered loss.”1 If the word ‘contractual’ is 
replaced by ‘contractual or legal’, the definition can be used for insurance in 
general as well. The essence of insurance, in other words, is transfer2 of – the 
f inancial consequences of – risk.3 Insurance has to be seen in its context of 
which we will address two dimensions: ‘risk management’ and ‘tort law’.

1 R. Carter, quoted in Atkins et al. (2008) p. 16.
2 Strictly speaking ‘risk transfer’ is not completely correct. In case of insolvency of the insurer, 
the risk would revert to the insured. ‘Financing’ or ‘sharing risk’ would be more appropriate 
(Atkins et al. 2008, p. 8). However, in accordance with common parlance, we will use ‘risk 
transfer’ in this study.
3 Thoyts (2010), p. 10.
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Risk management
Nowadays insurance is seen as part of ‘risk management’ – “the process of 
making and implementing decisions that will minimise the adverse effect 
of accidental business losses to the organisation. Making these decisions 
involves a sequence of f ive steps: identifying and analysing exposures to 
loss, examining feasible alternative risk management techniques to handle 
exposures, selecting the most appropriate risk management techniques to 
handle exposures, implementing the chosen techniques, and monitoring the 
results.”4 In this concept insurance is one of the ways of ‘handling exposures’, 
also referred to as ‘risk transfer’.5 It is important to note that insurers not 
only play a role in ‘risk transfer’ but also in some of the other steps of the risk 
management process, notably in this other aspect of ‘handling exposures’, 
also referred to as ‘risk control’. Insurers offer discounts for certain approved 
security devices (e.g. burglar alarms) or even impose pro-active risk reduction 
measures like sprinklers.6 It will be clear that a formal risk management 
process is more often found in large organisations than in smaller enterprises 
or in private households.7

Tort Law
Insurance protects against losses. Insofar a loss is caused by a third party, 
insurance is an alternative to, and in some cases coincides with, tort law. In 
comparable cases compensation on the basis of tort law can be higher than 
on the basis of insurance. Insurance usually does not compensate intangible 
losses like ‘pain and suffering’. However, tort law has its limitations as well: 
the outcome is uncertain and transaction costs are high.8 As we will see 
(below, 2.3.3) these disadvantages of tort law were an important reason for 
the introduction of social insurance.

Some authors take this argument further and advocate first-party insur-
ance as an alternative to compensation by tort law. “Under ‘third-party’ or 
‘liability’ insurance one person (‘the f irst-party’) is insured by the insurer 
(the ‘second party’) against the risk of being held legally liable to another 
(the ‘third party’). Under a ‘f irst-party’ or ‘loss’ insurance policy, the policy-
holder (the f irst-party) is insured against the risk of suffering loss specif ied 
in the policy …”9

4 Def inition International Risks Management Institute (IRMI).
5 Thoyts (2010), pp. 286-287.
6 Thoyts (2010), pp. 291-292.
7 Thoyts (2010), p. 286.
8 Barentsen (2003), pp. 44-46 and 237-240.
9 Cane (2013), p. 290; on the disadvantages of the tort system: ibid. in particular chapters 11 and 17.
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2.1.2 Rational demand for insurance

In economic theory demand for insurance is based on the theory of util-
ity: a risk-averse individual is someone with diminishing marginal utility 
of income.10 Consequently, for a risk-averse person losses are – in terms 
of utility – more important than gains.11 Insurance enables one to shift 
money from a high-income state (when one has not suffered a loss) to a 
low-income state (after experiencing a f inancial disaster).12 Risk aversion 
is not just – and not even primarily – a personality trait or a state of mind. 
It mainly depends on the size of the potential loss relative to someone’s 
wealth.13 There are only marginal differences between private and public 
insurance in the applicability of this theory. We discuss the implications of 
rational demand in general terms f irst and turn to the specif ics for social 
insurance thereafter.

10 Barr (2012), p. 84.
11 Pindyck et al. (2013), p. 166.
12 Kunreuther (2012), p. 27
13 Kunreuther (2012), p. 28.

Graph 2.1:  Non-life insurance ‘penetration’ and GDP per head
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The relevance of income levels to demand for insurance is illustrated by 
empirical data at country level. The so-called insurance ‘penetration’ (the 
percentage of GDP spent on private insurance) is a well-known measure. On 
the basis of observations over a thirty years-period Enz found an S-curve 
shaped relationship between GDP per head and insurance penetration. 
The – updated – results are illustrated in graph 2.1.14

The relationship is explained thus: “In low-income countries, the level 
of wealth and also the level of awareness of insurance, are too low to cause 
insurance demand to grow at a faster rate than income … insurance spend-
ing rises fast in countries where GDP per head is in the region of $ 5,000 
to $ 35,000 … In high-income countries … a point of saturation has been 
reached: people are wealthy enough to be able to afford to retain risks 
rather than to pay to insure them.” As the graph illustrates the relationship 
is limited: there are “def initional, cultural and institutional differences” 
between countries. These differences are even more important in life insur-
ance: “state-sponsored social security schemes and tax advantages may be 
major determinants of a decision to buy life insurance.”15

Rational demand is not just a function of income levels, but of transaction 
costs as well. Both private and public insurers incur transaction costs; private 
insurers also aim to make a prof it. Consequently, the premium rates they 
charge to their customers will normally exceed the pure-risk premium/
actuarially fair premium (below, 2.2.3). Therefore, a rational buyer will 
buy less insurance cover (e.g. by choosing a higher deductible) as cost- and 
prof it-loadings increase. This argument can be ref ined, if incidence and 
severity of losses are taken into consideration. Usually (transaction-) cost 
levels of an insurance company are closer related to claims incidence than 
to claims severity.16 Taking that into account, possible actions of a rational 
buyer of insurance can be illustrated by the following matrix (table 2.1).

Table 2.1:  Incidence-severity matrix 

    Incidence

  low high

Severity
low retain insure/retain

high insure insure?

14 Enz (2000).
15 Swiss Re sigma No 4/2015, p. 15.
16 Kunreuther (2012), pp. 28-30
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In words:17

– Low-incidence/low severity risks are generally not worth worrying 
about;

– Insurance is most suitable for low incidence/high severity risks such as 
liability and f ire;

– High-incidence/low severity risks (such as material damage to a motor 
f leet) could be insured but it might be more cost effective to retain 
them (at least partially); insurance might amount to ‘money-swapping’ 
between insured and insurer;18

– High-incidence/high severity claims would be diff icult and expensive to 
insure; it would beg the question why to expose oneself to such a risk in 
the f irst place. By way of example: industrial activities in an enterprise 
which does not comply with normal safety measures.

As was stated above, the principles for rational demand of insurance that 
are indicated in the incidence-severity matrix apply to both private and 
public insurance. In case of the latter the decisions have to be made by 
policymakers (formally by the legislator) on behalf of the insured population.

In summary, there are two factors that determine a rationally operating 
person’s level of risk aversion:
– The degree of wealth; observations at country level (the “S-curve”) 

appear to apply at individual level as well. There is a degree of poverty 
below which people will not buy insurance “as they have little money to 
spend on anything other than the absolute necessities of life.”19 Above 
a certain degree of wealth people are capable of retaining more risks.

– Position of the risk in the incidence-severity matrix (see above).

The dynamics of rational demand follow from this analysis. If someone’s wealth 
changes, his/her demand for insurance might change as well. The same applies 
to the position of the risk in the incidence-severity matrix. If, for instance, in a 
certain class of insurance claims incidence turns out to be much higher than 
anticipated, premium rates in the market will rise. To the insured this means 
that the risk shifts to the right in the matrix. As a consequence the insured might 
wish to retain more of the risk, put more effort on prevention or any combination 
thereof. In other words, rational demand requires a regular feedback between 
price and cover, even if the premium was and is actuarially fair.

17 Atkins et al. (2008), p. 8.
18 Thoyts (2010), p. 294.
19 Atkins et al. (2008), p. 21.
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2.1.3 Demand anomalies

In the real world people do not always behave as rationally as the util-
ity theory assumes. In particular they sometimes: 1) do not buy enough 
insurance at reasonable premiums, 2) buy too much insurance at excessive 
premiums.20

The attitude towards low incidence/high severity events like f lood or 
earthquake may serve as examples of the f irst category. In those cases 
“insurance can make the difference between recovery of their normal 
pattern of consumption and deep and continuing diff iculties.”21 A study in 
the US showed that “most homeowners in earthquake- and hurricane-prone 
areas did not expect to receive aid from the government following a disaster, 
and yet still did not buy coverage [whilst that was possible]…”22 In high 
incidence risks too, there are examples of people not buying insurance, 
whilst premiums are reasonable. A recent Dutch study found that some 
27% of the self-employed (not covered by social insurance) would have 
insuff icient alternative sources of income in case of long term disability, 
as they did not buy private disability insurance.23

Examples of buying too much insurance are even more common. The 
Office of Fair Trading in the UK found that premiums for extended warranty 
on washing machines were between $ 200 and $ 300. The ‘actuarially fair 
premium’ would have been approx. $ 17.60.24 Despite this huge difference 
extended warranty insurance is frequently bought. Deductibles provide 
another example. From an economic point of view they make good sense: 
claims handling costs weigh heavily on small claims and usually the 
premium reduction for taking a deductible is disproportionally large.25 
Nevertheless deductibles are unpopular with the general public. The Insur-
ance Commissioner of Pennsylvania introduced a mandatory deductible 
in comprehensive motor insurance. It would save the public millions of 
dollars. However, it was opposed by the public and had to be rescinded.26

There are a number of explanations why – prospective – insurance 
customers do not behave more rationally:

20 Kunreuther et al. (2012), pp. 48-49; Kunreuther et al. also give examples of people who 
purchase the wrong amount or type of coverage (pp. 113-142).
21 Kunreuther et al. (2012) p. 114.
22 Kunreuther et al. (2012) p. 115.
23 Berkhout et al. (2016b), pp. 32-38.
24 Quoted in Kunreuther et al. (2012) p. 131.
25 Kunreuther et al. (2012) p. 29.
26 Kunreuther et al. (2012) p. 40.
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– A rational choice on what to insure is complicated and many people 
might need expert advice to make the right choice. Advice can be too 
expensive in relation to the cost of insurance. People therefore will not 
seek advice and remain uninsured.27

– Light-heartedness: “life is too short to worry about everything that 
might go wrong.”28

– Budget constraints: insurance might be seen as useful, but cannot be 
f itted into the family budget.29

– Theories other than the utility-theory explain certain elements of 
human behaviour better. The prospect-theory, for instance, describes 
that people experience the pain of a loss about twice as strongly as they 
enjoy gains of the same magnitude.30

Finally, it is important to realise that many insurance purchases, in par-
ticular by private individuals, are not made voluntarily: mortgage providers 
usually require their clients to insure their houses and to take out term 
insurance on the life of the breadwinner(s). Third party motor insurance 
is mandatory in most developed countries.31

2.1.4 Moral hazard

The mere fact that a person is insured, may influence his/her behaviour. He/
she might “incur larger losses, take less care, and/or take additional risks than 
if the person had no coverage.”32 This phenomenon is called ‘moral hazard’.

Two forms of moral hazard can be distinguished: ex ante and ex post. 
Ex ante moral hazard occurs when someone who is insured takes fewer 
precautions then he/she otherwise would have done. Ex post moral hazard 
occurs “when applicants fake or exaggerate the severity of their … [loss] … 
and thus obtain benefits that they otherwise would not have been eligible 
to receive.” As we will discuss in more detail hereafter, ex post moral hazard 
is a major risk in disability insurance (below, 2.4 and chapters 3, 4 and 5).33

In the insurance industry ‘moral hazard’ used to have connotations of 
fraud. It refers, for instance, to the fear that the insured might be tempted to 

27 Kunreuther et al. (2012) pp. 70-71.
28 Kunreuther et al. (2012) p. 71.
29 Kunreuther et al. (2012) p. 110.
30 Tversky and Kahneman (1991) quoted in Kunreuther et al. (2012) p. 97.
31 Kunreuther (2012), p. 4.
32 Kunreuther et al. (2012), p. 80-81.
33 Wagner (2012), p. 32.
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burn down the building, if the sum insured exceeds the value. Economists 
view moral hazard as an issue of incentives: the more insurance someone 
buys, the less risk he/she has, but the weaker the incentives to prevent or 
diminish losses and the greater the overall costs.34 It is one of the sources of 
information asymmetry that may result in market failure.35 We will discuss 
market failure in insurance hereafter in 2.2.6.

In accordance with the view that ‘moral hazard’ refers to incentives rather 
than to fraud, we will use behavioural effects (of insurance) for the same 
concept in this thesis.

2.2 Private insurance

2.2.1 Introduction

As mentioned earlier, to some the insurance industry is ‘the most mis-
understood industry’ (above, 1.2). This notion alone justif ies a somewhat 
extended description of the supply side of private insurance. We will discuss 
subdivisions of private insurance f irst (2.2.2), the generic business model 
of private insurance second (2.2.3) and subsequently some issues that are 
specif ic to private insurance: regulation (2.2.4), premium equivalence and 
premium differentiation (2.2.5) and the theory of ‘market failure’ (2.2.6).

2.2.2 Subdivisions of private insurance

Insurance contracts can be subdivided in a number of ways. We mention 
the subdivisions that are most relevant to this thesis:

Life vs non-life insurance
The distinction speaks for itself. Non-life insurance is also being referred 
to as ‘general-’ or ‘property and casualty’ (‘P&C’) insurance. In this thesis 
we will use the term ‘non-life’ insurance. The distinction is important, 
because the regimes of supervision differ – resulting in different solvency 
and reporting requirements. In many countries it is not allowed to transact 
life and non-life business in one legal entity. As regards the countries covered 
in this thesis, Germany and Canada classify disability insurance as ‘life 
assurance’ and the Netherlands as ‘non-life’. The difference between the 

34 Stiglitz (2000), p. 315.
35 Pindyck et al. (2013), pp. 643-645.
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Netherlands on the one hand and Canada and Germany on the other rests 
on historic reasons rather than on matters of principle. Classif ication as 
‘life assurance’ in Germany and Canada was seen as logical, because the 
long-term nature of disability insurance requires – like life assurance – the 
services of an actuary to calculate premium rates and claims provisions. By 
the time Dutch insurers started to write disability insurance in substantial 
volumes it had become common practice for non-life insurers to use actuaries 
as well. The practical consequences of the differences in classif ication 
are negligible. The differences in solvency requirement do not result in 
signif icantly different premium levels.36

Individual vs group business
Another distinction is that between individual and group business. In 
individual insurance the insured takes out a contract to protect his/her 
own assets and/or income. In group business a company or institution buys 
protection on behalf of a number of employees/members. As we will see 
hereafter (2.2.3), the distinction is important, because group insurance is 
cheaper to administer and less exposed to adverse selection than individual 
business.

2.2.3 Generic business model of private insurers

In this paragraph we discuss the basics of the private insurance business 
model: 1) pooling of risks, 2) prof it targets, 3) pricing, 4) underwriting, 
5) claims handling, 6) sales and marketing, and f inally 7) eff iciency issues.

Pooling of risks
As we have seen in the def inition of insurance (above, 2.1.1) from the 
customer’s point of view the essence of the contract is the transfer of risk. 
By contrast, from the perspective of the insurance company the essence 
is the pooling of risks.37 Provided that the risks are both homogeneous and 
independent and that the insurer has a suff icient number of policies on 
the books, the Law of Large Numbers applies. As a result losses can be 
predicted with a fair degree of accuracy.38 The Law of Large Numbers was 
f irst formulated by Jacob Bernoulli (1654-1705).39 It states that the greater 

36 Information SCOR.
37 Kunreuther et al. (2012), p. 21.
38 Thoyts (2010), pp. 84-85.
39 Bernstein (1996), p. 123.
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the number of trials, the greater the probability that the actual average 
will equal the expected average.40 In other words (and provided that the 
conditions mentioned above are met): a company’s claims experience will 
not deviate substantially from market average.

As one would expect on the basis of the Law of Large Numbers, losses 
are more predictable (and therefore more stable) in high incidence classes 
of business like motor insurance than in low incidence classes of business 
like aviation and even less in energy.41 Whilst there may be demand for the 
insurance of low incidence/high severity risks (above, 2.1.2), supply may be 
very expensive or virtually absent. After the attacks on the World Trade 
Center in 2001 premiums for terrorism cover soared to unprecedented levels.42

As set out above, according to theory a pool of homogeneous and inde-
pendent risks is essential to the operation of an insurance company. It is 
important to bear in mind, that absolute homogeneity and independency 
do not exist in practice. Even within the traditional ‘classes of business’ 
like f ire, motor, transport etc. there are substantial differences. Sports cars 
have a higher claims incidence than family cars etc. Lack of homogeneity 
is overcome by creating different risk classes. As we will see (below, 2.2.5) 
premium differentiation is a result of ref ining risk classes.

To an insurance company the exposure to certain risks might be too 
high and the insurer will then lay off the risks to a reinsurance company. 
The same applies to risks that may be ‘correlated’ from the perspective of 
a locally operating insurance company (examples: hurricanes, f looding 
etc.), but ‘independent’ to a reinsurance company that operates worldwide.

Finally, certain risks are considered ‘uninsurable’ by private insurers. 
That qualif ication applies, for example, to inflation, unemployment and 
war. Even on a worldwide basis these risks are not independent. In these 
cases only states can act as ‘insurers of last resort’, because they can raise 
taxes and shift costs from one generation to another.43

Profit targets
Private insurance companies are required to maintain certain minimum 
levels of solvency (below, 2.2.3). In practice most insurers will set their inter-
nal solvency targets substantially above the legal minimum. Although there 

40 Thoyts (2010), p. 84.
41 Thoyts (2010), p. 86.
42 Kunreuther et al. (2012), pp. 163-164; Kunreuther et al. qualify this as a ‘supply anomaly’; it 
seems more likely that the absence of statistical data was the cause.
43 Thoyts (2010), p. 268 and Stiglitz (2000), p. 360.
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are various ways to meet these requirements, the bulk will be represented 
by capital and reserves. If the insurer has shareholders, they wish to see a 
certain return on the capital they provided. In most mutuals (in which the 
capital has in fact been provided by the policyholders), the situation is hardly 
different. Mutuals normally wish to see a return on their capital as well, if 
only to make sure that the capital grows with the business. The extent to 
which an insurer has to load its products for the desired profitability thus 
mainly depends on two factors: the required solvency and the required 
return on capital. Both vary substantially between countries and companies, 
but as a rule of thumb one can say that prof it loadings are in the order of 
magnitude of 4-5% of premium.44

Pricing
Above (‘pooling of risks’) we found in general terms how pooling of risks 
allows insurers to price a risk. For the purpose of this thesis we have to 
describe the process in more detail; we mention six aspects.

First, the analysis of a certain risk is usually based on historic data. 
As insurance refers to the future, historic data will have to be projected 
forward. That implies assessing future developments in claims incidence and 
severity. It is important to note, that even the most experienced actuaries 
and underwriters cannot predict losses accurately every year.45 Within 
well-managed companies the margin of error will be small most of the 
time, but occasionally things can go very wrong.

Second, as prices are based on estimates, a near permanent feedback-
loop between the underlying assumptions and the actual developments 
is required. If risk premiums turn out to be incorrect, it will take two to 
three years for adjustments to work through into results.46 A simple model 
may illustrate this: an insurance company enters a new class of business on 
1 January in Year 1; it writes policies with annual premium only; business is 
spread evenly over the year; term of notice is three months. Analysis of the 
f irst year’s results is f inished by the end of March of year 2; it shows that 
the company has made a rating error: rates will have to be increased by 
10% to meet the profit target. Given the three months’ notice, the company 
can start increasing the premium of the policies that have a due date from 
1 July in Year 2. The whole portfolio will have been adjusted by June in 
Year 3. In other words: as a result of a rating error the company will receive 

44 A Dutch insurer (below, 7.5.6).
45 Thoyts (2010), p. 84.
46 Atkins et al. (2008), p. 238.
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insuff icient premium income during three years. The time it takes for price 
adjustments to work through in results, illustrates the need for a permanent 
feedback-loop between results and premium rates. We already mentioned 
that rational demand requires feedback between changes in the premium 
rate and the extent of cover (above, 2.1.2).

Third, the feedback-loop presumes that historic results are known. In some 
classes of insurance business it takes a long time before this is the case. The 
subject of this thesis, disability insurance, is a case in point. The exact size 
of a claim will only be known once benefit payments have ended, usually 
many years after the insured became disabled. In cases like these prices are 
not adjusted on the basis of a comparison between ‘estimate’ and ‘actual’ 
but on the basis of a comparison between ‘old-’ and ‘more recent’ estimate.

Fourth, in order to arrive at a commercial premium, the risk premium 
will be loaded for expected expenses and desired profit.47 In theory insurers 
should also take into account the interest they will earn between the moment 
they receive the premium and the moment they will have to pay a claim. 
This theoretical approach requires a level of accuracy in estimates that is 
diff icult to obtain in real life. Therefore, insurers sometimes just load their 
risk premiums for costs, assuming that investment income will be sufficient 
to provide the profit margin.48

Fifth, commercial considerations play an important role in pricing. It 
would make little sense to set commercial premiums at a theoretically 
correct level, if a company cannot sell its products at that price. Conse-
quently, actual premium rates may deviate substantially from the theoretical 
level (risk premium plus loadings).49 It is a worldwide phenomenon that 
underwriting results are cyclical. This is attributed to external factors that 
affect capacity. As will be discussed hereafter, insurers have to meet certain 
solvency requirements (below, 2.2.4). These differ by country and change 
over time. However, in general terms solvency requirements are – inter 
alia – a function of premium volume. Capital and reserves (‘net assets’) are 
an important element in the way these requirements can be met. In other 
words: in a simplif ied approach the ‘capacity’ of an insurance company to 
write business is largely determined by the level of its nets assets. If, for 
instance, stock markets rise worldwide, net assets will rise and consequently 
the capacity of the insurance industry as well. Conversely, capacity will 
decrease if net assets decrease a result of major catastrophes like major 

47 Atkins et al. (2008), p. 185. 
48 Thoyts (2010) pp. 14-15.
49 Atkins et al. (2008), p. 186.
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f looding, hurricanes etc. Cyclicality is exacerbated by insurers aiming to 
increase their market share in the ‘good’ years. On average cycles last about 
six years.50 One could say that actual premium rates fluctuate around the 
‘correct’ level: for a few years they will be too high, for a few years they will 
be too low. As we have seen above there is a time-lag between rate changes 
and results. This explains why the ‘rating cycle’ precedes the ‘underwriting 
cycle’ by about two years.51 Although the particulars of these cycles are 
outside the scope of this thesis, it is important to bear in mind possible 
phase differences in cross border comparisons of premium rates.

Sixth and finally, private insurers – as opposed to their public colleagues – 
have to set their premiums on a ‘fully funded’ basis. Fully funded means that 
the insurer has to have suff icient reserves to pay all outstanding liabilities 
at all times.52 It also means that, if the risk increases (e.g. as the insured 
gets older) but the premium remains unchanged, the insurer has to reserve 
part of the premium in the early years for the increased risk in later years. 
The differences between fully funded, PAYG and intermediate forms will 
be discussed in more detail later (below, 2.3.6).

Underwriting
As regards underwriting, two levels have to be distinguished: the underwrit-
ing management function and front line underwriting. The underwriting 
management function includes activities like: setting rules as regards what 
types of risk will be accepted at what price and what conditions. Front line 
underwriting is the process of assessing individual risks on the basis of a 
proposal form.53 It can be fully automated, as in most personal lines business, 
or manual, as in most group business or industrial risks.54 The outcome of 
the assessment can be that the risk will be accepted as standard, declined, 
or accepted with modif ications (e.g. – in the case of disability insurance – 
excluding pre-existing ailments, higher premium, higher deductible etc.).55

Underwriting is at the very heart of insurance. The rating f irm A.M. Best 
analysed 640 insurance company failures occurring in the USA between 
1969 and 1998. Of the cases in which a cause of failure could be identif ied, 
some 62 – 75% could be attributed to the underwriting risk, in particular to 
the management underwriting function. It manifested itself in rapid growth 

50 Swiss Re Sigma 2001 nr. 5, quoted in Atkins et al. (2008), p. 238.
51 Atkins et al. (2008), p. 238.
52 Barr (2012), p. 155.
53 Atkins et al. (2008), p. 171.
54 Atkins et al. (2008), pp. 171 ff.
55 Atkins et al. (2008), p. 179.
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of premium income as a result of under-pricing and insuff icient reserves. 
The other causes of failure were: market risk, credit risk and fraud.56

Claims handling
In the countries covered in this thesis insurers spend on average some 
65-75% of premiums on claims, making it the largest category of costs.57 
Claims handling is seen as the ‘acid test’ of an insurance company. Or as an 
insurer put it: the role of an insurance company is ‘to get a man out of trouble, 
that’s what he’s paid you for’.58 That being said, the insurer is subject to two 
conflicting pressures; on the one hand: generous settlement of claims and 
on the other: doing so at the lowest possible cost.59 First of all the company 
should use its know-how in mitigating the loss itself.60 Second, insurers 
have to limit insurance fraud as much as possible.61 Both will cost money 
and companies will seek a balance between containing their expenses and 
containing their claims.

Sales and marketing
When insurers speak about sales, they often use the word distribution.62 
Insurance can be distributed through intermediaries or direct. There are 
different categories of intermediaries: agents (operating on behalf of a 
company) and brokers (independent and working on behalf of the customer). 
Intermediaries are remunerated for their services by way of a commission 
(paid by the insurer) or a fee (paid by the customer). Commission, usually 
expressed as a percentage of premium, used to be the norm. Nowadays 
there is a trend away from commission towards fees. They are seen as more 
transparent, because the customer can compare the price being charged 
with the service rendered.63

We already discussed the importance of advice in insurance (above, 2.1.3): 
advice can be expensive in relation to the price of insurance. Indeed it can 
amount to about half of the insurers’ total expenses.64

56 Thoyts (2010) p. 128.
57 See 3.1.8, 4.1.8 and 5.1.5.
58 Cuthbert Heath (1859-1939), Lloyd’s underwriter, quoted in Thoyts (2010), p. 203.
59 Atkins et al. (2008), p. 195.
60 Atkins et al. (2008), p. 201 (specif ically on rehabilitation).
61 Thoyts (2010) pp. 206-208.
62 Atkins et al. (2008), pp. 121-122.
63 Atkins et al. (2008), pp. 51-53.
64 E.g. De Nederlandse Bank, Schadeverzekeraars technische rekening 2015, tabel 1.3-3: ‘Acquisi-
tiekosten’ € 455 M, ‘Beheers- en personeelskosten, afschrijvingen bedrijfsmiddelen’: € 412 M.
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Price usually is an important element in the marketing mix.65 If insurance 
companies wish to compete on price, they can try to do better than their 
competitors in claims, expenses, or both. In most classes of business the 
part of the premium spent on claims (claims ratio), substantially exceeds 
that on expenses (expense ratio). Therefore, the efforts to contain claims 
have usually more effect on premiums than efforts to contain expenses.

Solvency levels too are important for marketing purposes. It is one of the 
factors rating agencies use to assess the strength of a company. Brokers and 
corporate customers prefer to do business with insurance companies that 
have high credit ratings. As we set out under ‘prof it targets’, the higher the 
solvency a company wishes to maintain, the higher the prof it loading in 
its commercial premium has to be. Therefore insurers will seek a balance 
between the two requirements.66

Efficiency issues
Eff iciency of the insurance companies is usually measured in terms of the 
level of their transaction costs – ‘expenses’ in insurance terminology. The 
expenses that insurance companies incur fall into three broad categories: 
those related to 1) acquisition of the business, 2) administering it and 3) claims 
handling. In order to make expense levels comparable between companies 
they are expressed as a percentage of premium income and called ‘expense 
ratios’. Like in other industries expense ratios are – inter alia – determined 
by scale effects and by differences in eff iciency. However, it is diff icult to 
establish the level of either on the basis of public data. Expense ratios at 
company level are usually available, but a number of factors cloud the issue:
– Different (sub)classes of business have different expense ratios. If the 

expense ratios are not known by (sub)class of business, differences in 
expense ratios might just as well indicate differences in business mix 
as in eff iciency.

– Group business (e.g. employer sponsored contracts) has lower expense 
ratios than individual business. Companies that have a substantial 
portfolio of group business tend to be bigger. If a sizeable company has 
a lower expense ratio than a smaller one, is that the result of a scale 
effect or of a different mix of business?

– Claims and expenses are to a certain extent interchangeable. It can be 
good management practice to intensify claims control (and thus incur 
higher expenses) in order to save on claims.

65 Atkins et al. (2008), p. 163.
66 Atkins et al. (2008), pp. 55-56.
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To our knowledge, there is not much information on economies of scale in 
private insurance. There are indications that the effect is not important, 
however. First, insurance companies need few f ixed assets to transact their 
business. Second, in the countries that are included in this thesis there 
are sizeable numbers of insurers. (Limiting ourselves to the insurers that 
transact disability insurance, there are 41 in the Netherlands, some 90 in 
Germany and 20 in Canada). Apparently the barriers of entry are not very 
high. Although not really important within the context of this thesis we 
mention that economies of scale are more important for direct writers than 
for companies that sell their products through intermediaries. The former 
have to invest more in systems and brand awareness and thus have a higher 
level of f ixed costs than the latter.

2.2.4 Regulation

Governments see it as their duty to protect the interests of policyholders. 
In most countries this has resulted in two types of regulation:
– Prudential regulation: aiming to prevent failures of insurance companies;
– Conduct of business regulation: aiming to protect policyholders against 

fraud or unfair treatment by insurers.67

Prudential regulation usually takes the form of: authorisation, minimum 
standards for solvency and obligatory reporting to a supervisory body.68 
In some countries or states premium rates and policy conditions need to 
be agreed as well by supervisory authorities. In the US the supervisory 
authority, the insurance commissioner, has the power to regulate ‘rates 
and policy forms’. Sometimes these powers are used to keep premiums at 
‘affordable’ levels.69 In the following chapters we will discuss the relevant 
regulatory issues by country.

2.2.5 Premium equivalence and premium differentiation

As we have seen (above, 2.2.3 ‘pricing’) premiums that insurers charge consist 
of a component that is equivalent to the risk and a loading for expenses 
and profit. Views on how to charge for the risk-component have developed 
over time. This is related to the change in the nature of risks. Slightly 

67 Thoyts (2010), pp. 107 and 241.
68 Thoyts (2010) pp. 113-116.
69 Kunreuther et al. (2012), p. 159. 
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simplif ied, one could say that the effects of human behaviour-component 
have increased over time.

In the early days of insurance many dangers were beyond the control of 
men. Sailing ships perished, for example, because charts and methods of 
navigation were inaccurate or just because the forces of nature were stronger. 
Similarly extinguishing f ires like the Great Fire of London were beyond 
the technical capabilities of that age. Many disasters were attributed to 
‘acts of God’, or – formulated in a more secular way – happened at random. 
Nowadays – generally speaking – ships founder because of human error, f ires 
are the result of carelessness or faulty maintenance. In motor insurance, 
a class of business of more recent date, accidents can almost entirely be 
attributed to human fault.

Along with this development views changed on how the cost of risk 
should be allocated to the insured. As long as the random-part of the risk 
was predominant, premium rates that were largely uniform, were perceived 
as fair. That changed as human fault element increased: people are usu-
ally willing to pay for someone else’s bad luck, but less so for his/her risky 
behaviour. This resulted in the well-known sequence of adverse selection, 
cherry picking and premium differentiation.

Adverse selection
As we have seen (above, 2.2.3) pooling of risks is the essence of insurance 
from the insurer’s perspective. A pool will consist of ‘good’ and ‘poor’ risks 
and anything in between. The premium an insurer charges is therefore 
based on – estimated – average losses. The prospective insurance customer 
might be better informed about the risk he/she would like to insure. As a 
result ‘poor’ risks are likely to be disproportionally represented in the pool.70 
This phenomenon is called adverse selection.71 Insurers protect themselves 
against the risk of adverse selection by underwriting the risk on the basis 
of a proposal form. The question whether that ‘protection’ is effective, 
cannot be answered in general terms. A great number of studies have sought 
empirical evidence on the occurrence of adverse selection. In some cases 
indications of adverse selection were found in others they were not.72 The 
consequences of adverse selection for the functioning of insurance markets 
will be discussed hereafter (below, 2.2.6).

70 Thoyts (2010), p. 11.
71 Stiglitz (2000), p. 316; Thoyts (2010) uses ‘selection’ p. 11.
72 For an overview see: Cohen and Siegelman (2010) and Kunreuther et al. (2012) pp. 78-80.
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Cherry picking
Whilst the process of underwriting can be seen as a device to counter adverse 
selection – aiming to restore the portfolio to market averages – it can go 
beyond this. The process in which an insurer deliberately targets low risk 
groups, is called cherry picking73 or cream skimming.74 In the 1980s (when 
drink-driving was more of a problem than today) the author was told the 
following story: a French mutual insurance company insisted that applicants 
would come in person to one of their off ices after lunch. If the clerk at the 
reception smelled alcohol, the application was declined, giving the mutual 
a better selection of clients.75

Premium differentiation
Cherry picking has different forms. In Europe in the 1960s and the 1970s car 
ownership increased sharply. Cars had to be insured and motor premium 
became an important item within the family budget. Nationwide operating 
insurance companies offered rates that were based on the price of the car, 
but otherwise largely uniform. Specialist companies were set up for special 
interest groups: residents of the rural areas, civil servants, medical doctors 
etc. These special interest groups had in common that they represented 
better than average risks. Consequently, specialist companies could offer 
premium rates that were substantially lower than those of the nationwide 
operating companies. The f irst gained signif icant market share at the 
expense of the latter.76

Data-processing came to the rescue of the large companies. Vast amounts 
of data could be analysed quickly. Statistical analysis provided information 
to quantify ‘risk factors’ and to differentiate premium rates on that basis.77 
A simple model as shown in graph 2.2, may illustrate the effect of premium 
differentiation on competition.

In a certain class of business there are two competitors: company A and 
company B; the product is price sensitive. Company A charges a flat rate for all 
insured persons between the age of 20 and 30. Through analysis of its claims 
data company B has found out that the risk decreases with age and it sets its 
rates in accordance with the red line in the graph. In this case company A will 

73 Thoyts (2010), p. 268.
74 Stiglitz (2000), p. 318.
75 The source of this story was lost.
76 Own experience by the author in the Dutch market; in other European markets there were 
similar developments.
77 Premium differentiation can take different forms; apart from straight differences in premium, 
the well-known ‘no claims bonus’ and ‘bonus-malus’ structures are examples.
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lose out on all fronts. It will lose ‘good risks’ (over the age of 25) to company 
B, because it is not competitive. It will attract more ‘bad risks’ (under the 
age of 25) and incur losses in that segment because it is under-priced. This 
phenomenon is also referred to as ‘silent killing.’78 It is clear that Company 
A has no choice but to follow company B in its new rating structure. For the 
same reason it is clear that premium differentiation is a ‘one way street.’79

Premium differentiation is one step beyond cherry picking: whilst the 
latter leaves the ‘poor’ risks in the cold, the f irst quotes them a premium. 
Like selection, it nevertheless remains a politically sensitive issue. The 
borderline between selection and discrimination is thin.80 There appears 
to be some kind of consensus along the following principles:
– Selection and/or premium differentiation on the basis of race (and in 

some cases gender) is not allowed. In most countries the constitution 
forbids discrimination on the basis of race. The Court of Justice of the 
European Union judged that premium differentiation on the basis of 
gender is not allowed. The judgement took effect as of the end of 2012.81 
As we will see, premium differentiation on the basis of gender is allowed 
in Canada (below, 5.1.5).

78 Cuelenaere et al. (2013a), p. 77.
79 Cane’s arguments why insurers might be ‘reluctant to [differentiate]’ seems to be somewhat 
out of date, based as it is on a source from 1950 – Cane (2013), p. 452.
80 E.g. Atkins et al. (2008) – referring to the UK Disability Discrimination Act.
81 Judgement dated 1 March 2011, no. C-236/09.

Graph 2.2:  the effect of premium differentiation
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– Medical preconditions can be taken into account, provided they pose 
a higher risk;82 however, in the US ‘risk-rating’ is not allowed in ‘group 
health’.83

– Premium differentiation may be useful as a disincentive for risky 
behaviour, e.g. careless driving or an unhealthy lifestyle.84 Even the 
consequence that poor drivers might be unable to f ind insurance cover 
is acceptable ‘as it is their own fault.’85

– Apart from the incentive effect, the thinking seems to be along the lines 
of the-polluter-pays-principle: compulsory motor insurance operates on 
that basis: it is fairer that the driver pays for the damage he/she causes 
than the tax payer.86 Employers liability insurance is based on the same 
principle.

2.2.6 Market failure

As we have seen, private insurers cannot insure every risk. Mostly this is 
based on ‘technical arguments’: the pool of risks is too small, the risks are 
not independent etc. (above, 2.2.3). According to economic theory supply 
can also disappear as a result of information asymmetry. In a much quoted 
article George A. Akerlof explains how low-quality goods (‘lemons’) may 
drive out high-quality goods (‘cherries’), if sellers have better information 
than buyers.87 This phenomenon is referred to as ‘market failure’. This 
concept was further developed for insurance markets by Rothschild and 
Stiglitz.88 As regards insurance markets the theory of market failure runs as 
follows: information asymmetry can manifest itself as ‘adverse selection’.89 
Consequently, more ‘bad’ than ‘good’ risks will be insured. This drives up 
the premiums, resulting in the insurance of even less ‘good’ risks and so 
on. Eventually the ‘bad’ risks drive the ‘good’ risks out of the market.90 This 
phenomenon is referred to as the ‘death spiral’.91

82 Atkins et al. (2008), p. 176.
83 Kunreuther et al. (2012), p. 79.
84 Stiglitz (2000), p. 318.
85 Thoyts (2010), p. 223, who compares this to the outcome of an adverse genetic test.
86 Thoyts (2012), p. 267.
87 Akerlof (1970).
88 Rothschild and Stiglitz (1976).
89 Barr (2012), p. 90.
90 Pindyck et al. (2013), p. 634.
91 Cutler (1996), p. 30.
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Several authors have tried to establish whether the theory of market 
failure as a result of adverse selection holds. The usual approach – mostly 
referred to as ‘testing for adverse selection/information asymmetry’ – has 
been to seek empirical evidence of a correlation between risk and coverage: 
does the insurance coverage people buy depend on elements of their risk 
profile that are known to them but not to their insurer?92 In these studies 
the ‘risk profile’ is usually measured in terms of ex post claims incidence. 
The level of ‘coverage’ is either determined by the size of the deductible 
(the higher, the less ‘coverage’) or by the presence/absence of any form of 
insurance cover.93 As mentioned earlier, these studies produced different 
outcomes. In some cases the correlation between coverage and risk was 
found to exist, in others it was not (above, 2.2.5).

By way of comment we add that the usual way of ‘testing for adverse 
selection’ is not necessarily conclusive in predicting market failure. Cohen 
and Siegelman quote 22 studies in which adverse selection/information 
asymmetry was tested. In half of these studies some form of adverse selec-
tion was found to exist, but in only one a ‘death spiral’ was reported.94 
Apparently adverse selection below a certain threshold value does not result 
in ‘market failure’. Indeed, insurers have been using tools “for a long time 
(even before economists began to be interested in them)” to overcome the 
problem of information asymmetry.95 It is also relevant to note that nearly 
f ifty years have passed since Akerlof published his article. As regards the 
availability of information, the world has changed substantially in those 
f ifty years. We already mentioned that large scale data analysis allowed 
insurers to differentiate their premium rates in accordance with the risk 
(above, 2.2.5). Market failure as a result of adverse selection arises because 
potential clients select against an average premium. Insofar premium rates 
have become more differentiated and – consequently – less average, the 
risk of adverse selection appears to have been reduced to ‘levels below the 
threshold’ mentioned earlier, or – formulated differently – to manageable 
levels that result in minor ineff iciencies only.96 Against that background 
it seems safe to reverse the argument and assume that the insurer has at 

92 Cohen and Siegelman (2010).
93 Chiappori et al. (2000).
94 Cutler and Zeckhauser (1998) quoted in Cohen and Siegelman (2010), table 1.
95 Richaudeau (1999), p. 98.
96 By way of anecdotal evidence we add that the author of this study attended some 200 
board meetings of insurance companies in the course of his professional career. Only once an 
adverse-selection-related topic was discussed. Kunreuther et al. (2012), pp. 78-80 conclude: “… 
adverse selection does occur… but it is far from ubiquitous.” 
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least as much information as the potential client (and will price accordingly) 
unless there are indications of the opposite.97

Indications of the opposite could either be that there are impediments to 
gathering and/or using relevant information or that there are new techni-
cal developments that shift the balance of information. We mention two 
examples of the f irst, impediments to gathering and/or using relevant 
information. There is the case that insurers are not allowed to use all avail-
able information. United States Health Insurers, for instance, are not allowed 
to use information on pre-existing conditions.98 Another example is: the 
power of US insurance Commissioners to regulate ‘rates and policy forms’ 
(above, 2.2.4). Hoy refers to these cases as regulatory adverse selection.99 An 
example of a shift in the balance of information could be genetic information. 
If the potential client has access to “… genetic information that will permit 
tight predictions of future health status” and the insurer has not.100 Finally, 
it is important to note, that market failure may not just arise as a result of 
information asymmetry but also as a result of lack of information. After 
the 9/11 attack premiums for terrorism insurance skyrocketed, making 
cover virtually unavailable at a time that many realised it was necessary.101

In summary: there are cases in which information asymmetry between 
insurer and client causes problems in insurance markets, but in general 
terms information asymmetry –in insurance markets – does not seem 
to have the relevance it might have had in the past. Policy makers should 
be aware that restricting premium differentiation could cause regulatory 
adverse selection. Market failure caused by adverse selection can be solved by 
making insurance mandatory for the population as a whole or for groups.102

Related to the theory of information asymmetry is the contract theory. 
Recently the Royal Swedish Academy of Sciences awarded the Nobel prize 
in Economic Sciences to Oliver Hart and Bengt Holmström for their research 
on the subject. Apart from the effects of moral hazard, this theory highlights 

97 This approach goes one step beyond that of Cohen and Siegelman (2010), p. 41, who focus on 
“… factors leading to the absence of coverage-risk correlation …” It is not new; it is a well-known 
and long established phenomenon that underwriting allows life assurers to experience mortality 
among their clients that compares favourably to that of the population as a whole. This was 
recently conf irmed by McCarthy and Mitchell (2003) for the UK and the USA.
98 As a result of the Kennedy-Kassebaum bill, quoted in Rothschild and Stiglitz (1997). 
99 Hoy (2006).
100 Rothschild and Stiglitz (1997), p. 74. 
101 Kunreuther et al. (2012), p. 48 mention this example and refer to it as ‘supply anomaly’; it 
seems more logical to attribute it to a temporary lack of information on the incidence of this 
type of losses.
102 Pindyck et al. (2013), p. 635.
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the challenge of measurement: if the insurance company could see every 
careless action it could take measures accordingly. Since it cannot, it has 
to rely on measures like mandatory deductibles.103

Moral hazard too was discussed above (2.1.4). In the context of insurance 
it was defined as the phenomenon that insured people tend to “incur larger 
losses, take less care, and/or take additional risks.” To economists ‘moral 
hazard’ has a broader meaning: it includes all cases in which one party who 
does not carry the risk, has more information on its actions and intentions 
than the party paying for the consequences of the risk. Moral hazard is thus 
seen as a special case of information asymmetry which may, like adverse 
selection, result in market failure. The difference between ‘adverse selection’ 
and ‘moral hazard’ then is, that the f irst is the result of ‘hidden information’ 
and the second of ‘hidden actions.’104

2.3 Social insurance

2.3.1 Introduction

In the following paragraphs we give a summary of current views on social 
insurance. Many writers present their comments in the context of ‘the 
welfare state’ in general. Our focus will be on views that apply to social 
insurance in particular. Successively we will discuss: the definition of social 
insurance and its context (2.3.2), its rationale (2.3.3), the history of social 
insurance (2.3.4), the classif ication of welfare states (2.3.5), f inancing of 
social insurance (2.3.6), and f inally, views on privatisation (2.3.7).

2.3.2. Definition and context

Social insurance is usually defined in relation to private insurance. In brief: 
social insurance is mandatory, insurance conditions are uniform, the risk 
carrier is a state monopoly (or some state sponsored and guaranteed body) 
and it is funded on a pay-as-you-go basis. Finally, within the framework of 
social insurance it is possible to impose solidarity between good and bad risks 
(‘risk solidarity’) and between rich and poor (‘redistributive effect’).105 Some 

103 Royal Swedish Academy (2016).
104 Varian (2010), pp. 725-726.
105 Barr (2012), p. 145.
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authors see this redistribution as an essential element of social insurance.106 
For the purpose of this thesis it makes little sense to include the requirement 
of a redistributive effect as an element of the def inition. As we will see 
hereafter (chapters 3 to 5) its importance for the disability programs covered 
in this thesis is limited. Still these countries consider their respective social 
disability programs as ‘social insurance’; we will follow that qualif ication.

In developed economies social insurance is seen as only one element of 
the Welfare State. Usually the following classif ication is made in the services 
a welfare state provides:
– Social security

– Social insurance (contributory)
– Social assistance (non-contributory)

– Education, health care, housing and other welfare services.107

Most countries have some form of social insurance that protects (part of) 
the population against the risks of old age, unemployment, sickness and 
disability, and ill health.108 There are differences as regards coverage (the 
extent to which the population is covered by a certain social insurance; 
coverage varies from a certain group of employees to the whole population), 
and benefits which can be: 1) flat rate: everyone receives the same amount, 
2) expressed as a percentage of previous income or 3) means-tested: income 
and or capital of the household of the beneficiary are below specif ied limits.

Finally, it should be noted that not all forms of insurance organised by 
or provided for by the state are ‘social insurance’. As was discussed earlier 
(above, 2.2.3 ‘pooling of risks’), sometimes the state assumes the role of 
‘insurer of last resort’ for risks that cannot be covered in the private market 
because the risks are not ‘independent’. Examples (of insurances provided 
by the state that are not social insurance) are insurances against f looding, 
war risk etc.

2.3.3 The rationale for social insurance; from ‘law-failure’ to ‘market-
failure’

In the course of time various arguments have been put forward why states 
should provide insurance for – part of – their population. We give a brief 
summary of how views developed.

106 inter alia Stiglitz (2000), p. 355.
107 Barr (2012), p. 8.
108 OECD (2012a).
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Law failure
Social Insurance, as we know it today, f inds its origins in the consequences 
of industrialisation. Family structures were disrupted as people moved to 
the cities and the incidence of work-related accidents increased. In theory a 
worker who had become disabled as a result of an industrial accident, could 
sue his employer for damages, but in practice that was not much help.109 The 
problems the victim faced fall into three categories. First, he had to start legal 
procedures; these were costly and time consuming. Moreover, the outcome 
was far from certain, because the employee had to prove negligence on the 
part of the employer and causation between negligence and harm. In the 
meantime the claimant had no income. Second, assuming the employee was 
partially disabled, he faced the risk of souring the relation with his employer 
and thus losing his prospects for work. And third, there was no liability in cases 
in which there was an element of own fault.110 By the end of the 19th Century a 
consensus emerged that the resulting misery had to be addressed. Industrial 
Injuries Acts sought to remedy the inadequacies of common law by offering 
workers a first party insurance for work-related accidents. In other words: ‘law 
failure’ was seen as the rationale for the first forms of social insurance. Within 
that context, it was logical that employers had to pay the premium and – as 
a quid pro quo – were granted immunity against tort claims by employees.111

Market failure
Nowadays economists see ‘market failure’ as the most important reason for 
state intervention.112 We discussed the concept of market failure already: as 
a result of information asymmetry ‘bad’ risks could drive ‘good’ risks out of 
the market and consequently the market could disappear altogether (above, 
2.2.6).113 The argument runs as follows: market failure is to be avoided, 
because eff iciently functioning markets are a prerequisite for a Pareto 
eff icient allocation of goods (defined as the allocation in which no one can 
be made better off without making someone else worse off).114 If markets fail, 
this automatically results in a Pareto ineff icient allocation. Even although 

109 Barentsen (2003), p. 136.
110 E.g. MvT Ongevallenwet, Kamerstukken 1897-1898, no. 182 pp. 10-11; obviously the legal 
position of the worker differed from country to country. See Cane (2013), p. 326 for the defences 
for the protection of employers in Britain.
111 Barentsen (2003), p. 18.
112 inter alia Stiglitz (2000), pp. 358-262
113 Literature on the subject identif ies other causes for market failure as well, e.g. the presence of 
externalities, public goods etc. As regards social insurance, the focus is on information asymmetry.
114 Pindyck et al. (2013), p. 602.
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a Pareto eff icient allocation is not necessarily an equitable allocation, 
economic eff iciency, and therefore market eff iciency, is “an important aim 
under all def initions of social justice…”115

Demand anomalies
We already discussed the phenomenon of demand anomalies: even if a 
market functions well, people do not always buy the insurance cover they 
would need (above, 2.1.3). If a society does not accept – as most developed 
countries do – that people live in extreme poverty because they failed to 
make a provision for old age, disability or some other mishaps, then there 
is a – paternalistic – argument for making these insurances mandatory. 
Otherwise, those who did make provision for themselves still would have 
to contribute for those who did not. This is seen as an argument for social 
insurance, although, strictly speaking, it is only an argument for compelling 
people to take out insurance.116 Aarts and De Jong found an additional 
argument for mandatory social disability insurance: “if the welfare losses 
of those who lose [from mandatory insurance] are smaller than the gains 
of the winners.”117

Other arguments pro and contra State intervention
Correcting market failure is not the only argument used for State interven-
tion. Other reasons mentioned are: 1) social justice,118 2) high transaction 
costs of private insurance119 and 3) the inability of private markets to insure 
social risks like unemployment and inflation.120 A number of provisos are 
being made:
– Moral hazard is a special case of information asymmetry; this can 

result in market failure and market failure can be a reason for State 
intervention. However, the sequence cannot be reversed: moral hazard 
affects social insurance just as well or perhaps even more so. It provides 
“a limitation on the extent of insurance that can or should be provided, 
privately or publicly.”121

115 Barr (2012), p. 46.
116 Stiglitz (2000), p. 362.
117 Aarts and De Jong (1999b).
118 Barr (2012), pp. 41, 64-70.
119 Stiglitz (2000), p. 359; Stiglitz refers to the transaction costs of annuities, but the issue is 
probably applicable to other forms of insurance as well. 
120 Stiglitz (2000), pp. 359-360.
121 Stiglitz (2000), p. 362.
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– State intervention does not per se correct market failure. Occasionally 
the nature of government itself causes ‘government failure.’122

– State intervention does not necessarily mean that the State has to 
take over ‘production’; the alternative is that the state limits itself to 
regulating the market in one way or another.123

– Barr argues that providing social insurance ‘because the poor cannot 
afford adequate cover’ is a fallacy, because this is the result of income 
distribution and not of market allocation.124

2.3.4 History of social insurance

We limit ourselves to the elements of history that are relevant to our thesis, 
i.e. the major steps in the development of (social) disability insurance. We 
distinguish f ive periods: 1) Before 1880, 2) 1880 – 1920, 3) Great Depression 
and World War II, 4) The ‘Golden Age’ of the Welfare State (1950 – 1970) and 
f inally 5) The oil crises and subsequent economic downturns.125

Before 1880
There were no specif ic provisions for the sick and the disabled. The ‘needy’ 
were looked after by their family and religious bodies. In the Middle Ages 
the guilds played an important role in the support of their members. After 
the abolition of the guilds around 1800, this role reverted to religious bodies 
and later increasingly to public institutions. Some communities provided 
help merely through a ‘licence to beg.’ Assistance was given on the basis of 
actual need (was ‘means-tested’ as we call it today). In many cases the poor 
were expected to work in return for the benefits received.126

1880 – 1920
As we have seen (above, 2.3.3) Industrial Injuries Acts were the f irst forms of 
social insurance. New Zealand, Italy and Germany were the f irst countries 
to introduce this protection for the working population in 1882, 1883 and 
1884 respectively. Other countries followed their examples.

The introduction of these programs made cases that were not covered all 
the more unsatisfactory. Over time most countries extended cover in a number 

122 Stiglitz (2000), p. 89
123 Stiglitz (2000), p. 195, Barr (2012), p. 8.
124 Barr (2012), p. 97.
125 As in Cousins (2005), chapter 5.
126 Cousins (2005), p. 78.
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of ways. First, the notion of ‘work-related’ was extended to include accidents 
during travel to and from work. Second, occupational diseases were included. 
And finally, laws were introduced to cover loss of income as a result of illness. 
By 1920 almost all European countries had established a social security program 
that provided protection against the results of work related accidents. Many 
had also introduced schemes for sickness, old age and unemployment.127

The Great Depression and World War II
The rise of unemployment to unprecedented levels during the Great De-
pression had a major impact on social security. In the short term it led to 
signif icant cutbacks across Europe.128 It also stimulated the feeling that 
something had to change structurally. President Roosevelt’s ‘New Deal’ in 
the United States is one example, the so-called ‘Beveridge report’ another. 
The latter was presented in 1942 to the British government and had an 
influence far beyond the borders of Britain. Its concept of protection ‘from 
cradle to grave’ provided inspiration for other countries.

Whilst unemployment inf luenced the thinking on the benef its, the 
inflation that occurred during and after the second World War influenced 
thinking on funding. ‘Pre-funded’ schemes were replaced by ‘pay-as-you go’ 
schemes (“PAYG”). A def inition and implications of the change will follow 
later (below, 2.3.6).

The ‘Golden Age’, 1950 – 1970
After the Second World War the Western economies experienced a period of 
high economic growth. This allowed many countries to “expand coverage and 
benefits enormously”; spending on social security increased substantially as 
a result. It has been called the ‘golden age of welfare state development’.129

The oil crises and subsequent economic downturns
By contrast, the years after the ‘Golden Age’ have been labelled as years 
of ‘crisis’ and ‘retrenchment, restructuring or resilience [of the welfare 
state].’130 Welfare states were faced with a number of ‘challenges’, inter alia: 
demographic changes, economic and labour market change, globalisation and 
budgetary limitations.131 In the following paragraph we focus on the last item.

127 Cousins (2005), p. 85.
128 Cousins (2008), p. 88.
129 Cousins (2005), p. 92.
130 Cousins (2005), p. 97 – Cousins discusses European welfare states only.
131 Cousins (2005), chapter 3 and p. 193 – like in the previous note: Cousins discusses European 
welfare states only, but his remarks are probably applicable to the majority of OECD countries 



CONCEPTUAL FRAMEWORK AND METHODOLOGY 45

The 1973 and 1979 oil crises not only caused recessions, they also changed 
the longer term economic growth perspective. The ‘expansion of coverage 
and benefits’ in the 1950s and the 1960s partly resulted in ever increasing 
costs in the 1970s and 1980s. That was not a problem as long as economic 
growth continued but the change in perspective caused a rude shock.132 The 
zeitgeist is probably reflected by a statement of the Dutch minister for Social 
Affairs in his 1979 budget. Confronted with the downward adjustment of 
the medium term economic growth perspective from 3.75 % to 3.0% (!), he 
complained: “ … consequently the outlook [ for financing social expenditure] 
becomes very bleak indeed.”133

States reacted in different ways to the challenges of the last decades.134 
One of these responses, privatisation, the subject of this thesis, warrants a 
special paragraph (below, 2.3.7).

Many years later the OECD commented: “… in general it seems that 
public social spending-to-GDP ratios increase with economic crises but 
only decline slowly afterwards, if at all. On average across the OECD, public 
social spending-to-GDP ratios increased by about 2.5 percentage points 
after the economic shocks in the early 1980s and 1990s, without a strong 
subsequent decline. So far, there is little evidence that this trend will be 
different following the increase in the spending-to-GDP ratio in 2008/09.”135 

This development is illustrated in graph 2.3.
Finally, gender issues are not a specif ic subject of this thesis and have not 

been mentioned in this brief historic overview. In general terms all the early 
social programs were based on the male breadwinner concept. Over the 
last f ifty years this has been addressed and formal gender discrimination 
has disappeared from most programs.136

2.3.5 Classification of welfare states

Esping-Andersen developed a method of ‘clustering’ welfare state regimes.137 
As we have seen the ‘welfare state’ is a broader concept than social insurance. 
However, as the latter plays an important role in Esping-Anderson’s typology, 
it applies to social insurance as well. Three clusters are being distinguished:

outside Europe as well. 
132 Similar: Stiglitz (2000), p. 367.
133 W. Albeda, Begroting van Uitgaven, MvT, (Kamerstukken 15 300 XV nr. 2), p. 5.
134 Cousins (2005), chapter 10.
135 OECD, (2012b), p. 5.
136 Cousins (2005), p. 203.
137 Esping-Andersen (1990)



46 PRIVATISATION IN PRAC TICE 

– The ‘liberal’ regimes. The characteristics: “… means tested assistance … 
moderate social insurance plans predominate. Benef its cater mainly 
to a clientele of low-income, usually working-class, state dependents. 
… the state encourages the market, either passively – by guaranteeing 
only a minimum – or actively – by subsidizing private welfare schemes.” 
Examples of liberal regimes are: Australia, Canada and the United 
States.138 As will be discussed in chapter 5, the Canadian disability 
scheme has the characteristics of a ‘liberal’ regime: it provides very 
limited cover and thus encourages the market (below, 5.1.3).

– The ‘corporatist’ regimes. The characteristics: “rights [are] attached to 
class and status … private insurance and occupational fringe benefits 
play a truly marginal role … its redistributive impact is negligible … 
strongly committed to the preservation of traditional familyhood … 
social insurance typically excludes non-working wives…” Examples 
of corporatist regimes are: Austria, France, Germany and Italy.139 
As will be discussed in chapter 4, the German disability schemes 
have many characteristics of a ‘corporatist’ regime: f irst, there are 
twelve different publicly f inanced schemes depending on ‘class or 

138 Esping-Andersen (1990), p. 26-27.
139 Esping-Andersen (1990), p. 27.
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status’ (below, 4.1.2), second, these schemes are fundamentally non-
redistributive (below, 4.2.9).

– The ‘social democratic’ regimes. The characteristics: “… all strata are 
incorporated under one universal insurance system, yet benef its are 
graduated according to accustomed earnings. This model crowds out 
the market …” Examples of social democratic regimes are the Nordic 
countries.140 No example of a ‘social democratic’ regime will we discussed 
in this thesis. The reason follows from Esping-Andersen’s description: 
these regimes ‘crowd out’ the private market. Indeed the private market 
for disability insurance is very limited in the Nordic countries.141

Typology of ‘welfare state regimes’ is outside the scope of this thesis. It is 
worth noting, however, that a number of countries have taken an approach 
that does not easily f it into one of Esping-Andersen’s ‘regimes’. This system 
is referred to as one of individual welfare accounts. In broad terms these 
systems operate as follows. Contributions to the account are mandatory, 
earn interest and can be topped up by voluntary deposits. Benefits can be 
withdrawn from the account on the occurrence of certain risks. When the 
account is exhausted benef its continue to be payable on a means-tested 
or other conditional basis. The f inal amount in the account is available for 
pension payments.142 The rationale behind this approach is that the savings 
element of the welfare state is much more important than its redistributive 
effect. A Swedish study found that some 75-80% of spending on social 
transfers “merely smooths income over the individual’s life cycle … 20-25% 
of social transfers actually distribute between individuals …”143 “… there 
could be substantial eff iciency gains [by focusing on this 20-25%].”144 Some 
form of individual welfare accounts has been introduced in e.g. Brazil, Chile, 
Malaysia, Singapore and the USA.145 The Dutch welfare state is hybrid as it 
does not easily f it into Esping-Andersen’s framework either. It is a mixture 
of the ‘corporatist’ and the ‘social democratic’ regimes.146

Esping-Andersen’s typology of welfare states has been called ‘theoretical 
rather than statistical’ and has been criticised both from an empirical and 

140 Esping-Andersen (1990), p. 28.
141 Information SCOR.
142 Cousins (2005), p. 220.
143 Fölster (1997).
144 Fölster et al. (2002), p. 4.
145 Cousins (2005), p. 221.
146 Esping-Andersen (1990), p. 74.
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a theoretical perspective.147 Nevertheless it is widely used as a point of 
reference. Building on Esping-Anderson’s typology, the OECD developed in 
a recent study “disability policy indicators”, in which both ‘compensation 
measures’ and ‘integration measures’ are quantif ied.148 Whatever the merits 
of these classif ications, they have limited value for this thesis, as our focus 
is on privatisation and not on social insurance itself. However, we made 
reference to Esping-Andersen’s classif ication in our choice of countries to 
be covered in this thesis (above, 1.1).

2.3.6 Financing social insurance

The way in which social insurance benefits have been structured and the way 
in which they are being f inanced are inextricably linked. In this paragraph 
we highlight the developments in this respect. We limit ourselves to two 
forms of social insurance that are relevant to this thesis: disability insurance 
and old age pensions (the latter is relevant because in two of the countries 
covered in this thesis, Germany and Canada, disability and old age pensions 
are integrated into one scheme).

Definitions and their relevance
There are different ways of f inancing insurance. The differences are par-
ticularly important in ‘long term’ classes of business: insurance in which 
the payment of benef its stretches over a long period of time such as old 
age- and disability pensions. As we have seen, private insurers have to set 
their premiums on a ‘fully funded’ basis. It means that the insurer has to 
have suff icient reserves to pay all outstanding liabilities at all times and 
also that provision has to be made for a risk that increases over time whilst 
the premium remains unchanged (above, 2.2.3 ‘pricing’).

By contrast, social insurance is usually f inanced on a pay-as-you-go-basis 
(“PAYG”) nowadays: the contributions received in any year cover only the 
current year’s benefits and expenses. There are a number of intermediate 
forms between fully funded and PAYG. In the early stages of social insurance 
programs were usually f inanced on a pre-funded basis.149 ‘Pre-funding’ 
implies that once a claim is accepted, full provision is made for the expected 
future payments of benef its, but not for changes in the risk as a result of 

147 Cousins (2005), p. 110.
148 OECD (2010), pp. 85 – 90.
149 This was for instance the case in the f irst versions of the Industrial Insurance Acts and the 
Invalidity Acts in Germany and the Netherlands.
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ageing. Another intermediate form of f inancing is adopted in the public 
old age and disability program in Canada. It aims for reserves that equal 
approx. 6-7 years of benefits.150

The differences between the various ways of f inancing come to the fore 
in the balance sheets of private and social insurers respectively (as set out 
above, we limit ourselves to disability insurance and old age pensions). In 
descending order of magnitude we f ind:
– Private insurers that are fully funded, carry substantial technical 

reserves on their balance sheets.
– Social insurers that are f inanced on a pre-funded basis will also have 

substantial reserves but less than if they had been fully funded.
– The Canadian scheme, mentioned above, has reserves that will be in 

the same order of magnitude as if it had been f inanced on a pre-funded 
basis.

– Social insurers f inanced on a PAYG-basis do not need any reserves other 
than for the purpose of liquidity.

It will be clear that the reserves of private insurers for old age pensions 
usually will be substantially higher than those for disability pensions: 
whereas the vast majority of people will reach retirement age (a few will 
die before), only a minority will become disabled.

Drawbacks of fully funded financing
As mentioned above, early social programs were usually f inanced on a 
pre-funded basis. Consequently, state agencies administering these programs 
amassed large pools of capital. In particular before, in and shortly after 
World War II these schemes proved to be vulnerable to two risks. First, the 
prolonged period of high inflation (or more precisely: the prolonged period 
of low or negative real interest rates) eroded the real value of the assets of 
many schemes.151 Second, “squander[ing] by ambitious politicians.”152 (In 
Germany the Nazi-regime used the assets of the pension program to f inance 
their arms program.)153 After the war many governments were faced with 
benefits of fully funded schemes that had been reduced to levels that were 
considered unacceptable.

150 Actuarial Report CPP (2015), p. 31.
151 Myles et al. (2001), p. 310.
152 Wissenschaftliche Beirat (1998), nos. 48-49, pp. 29-30; similar but less specif ic on the 
‘squandering risk’: Myles et al. (2001), p. 310.
153 Metzler (2003), p. 119.
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In order to alleviate the need of the pensioners, governments had to top up 
the benefits out of revenue, making the working generation pay. Effectively 
this meant a partial switch to PAYG. A theoretical basis for the change was 
found in the work of the Beveridge commission (“The State with its power 
of compelling successive generations of citizens to become insured and its 
power of taxation is not under the necessity of accumulating reserves for 
actuarial risks …”)154 and from the German historian Mackenroth (“… all 
social expenditure has to be covered by current GDP … in the economic 
sense there is only PAYG.”)155 Apart from these theoretical arguments, 
there was the very practical issue that “PAYG-systems offered enormous 
front-end political benef its during the initial phase-in period.”156 Most 
countries started f inancing their social insurances on PAYG-basis from 
the 1950’s onwards.

Drawbacks of PAYG-financing
More recently PAYG presented two serious problems. The f irst emerged, 
when economic growth levels started to come down after the oil crises 
of the 1970s. “During the ‘golden age’ politicians could make generous 
promises while deferring the cost (i.e. high payroll tax rates). Today’s politi-
cians, rather than being in a position to claim credit for new initiatives, 
act primarily as the bill-collectors for yesterday’s promises,” as Pierson 
puts it.157 The second is connected to demographic changes: decreasing 
birth-rates combined with increased longevity have changed the ratio of 
beneficiaries to contributors.158 How these ‘challenges’ affected the various 
disability programs and how decision makers responded will be discussed 
in chapters 3 to 5.

The transition from fully funded to PAYG and vice versa
Relevant within the context of this chapter is the transition from one way of 
f inancing to another. It will be clear that the change from fully- or pre-funded 
to PAYG is very easy; whatever there is in terms of assets can be used to 
support benef its. We already mentioned the political benef its of such a 
change. This is what happened in the 1950s. The change back is a different 
matter altogether. From the perspective of fully- or prefunded f inancing, 

154 Beveridge Report (1942), no. 23.
155 Mackenroth (1952).
156 Pierson quoted in Myles et al. (2001), p. 310.
157 Pierson (2001), p. 424.
158 E.g. Barr (2012), p. 346, Stiglitz (2000), pp. 364-366 and OECD (2012b), p. 6.
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PAYG creates ‘unfunded liabilities.’159 These liabilities have to be f inanced 
and along with the normal costs of the program result in a ‘double-charges’ 
problem.160 According to an estimate, it would take the USA 75 years of 
increased taxes, to switch back to a fully funded system of old age pensions.161 
This phenomenon has been the basis of the ‘path dependency’ theory: it is 
virtually impossible to change the f inancing of mature pension schemes, 
once they are on a PAYG-basis.162

The disability programs in the Netherlands and Germany that have been 
privatised and are the subject of this thesis all used to be f inanced on a 
PAYG-basis. The resulting ‘double-charges’ problems and how these have been 
dealt with will be discussed in the chapters 3 and 4. As mentioned earlier, 
Canada’s public program has an ‘intermediate form’ of f inancing. The effects 
of privatisation on double charges in that case will be discussed in chapter 5.

2.3.7 ‘Government failure’ – privatisation as a solution

Background
As illustrated in graph 2.3 social expenditure has grown substantially in 
OECD countries over the last 55 years (above, 2.3.4). That development has 
to be seen against the background of ever increasing roles of governments 
in the economy as a whole since World War II. The Great Depression of 
the 1930s had been the def ining event in starting this trend. The misery 
of mass unemployment led to a widespread view that markets had failed 
and that governments had a role to play. The British economist Keynes had 
considerable influence with his arguments that governments should and 
could do something about economic slumps.163 As we have seen, views on 
the role of governments versus that of the private market has been one of 
the central themes in modern economics. During the f irst few decades after 
World War II the prevailing view was that ‘market failure’ could and should 
be corrected (above, 2.3.4 ).

‘Government failure’
Subsequently numerous government programs were introduced, aiming 
to correct market failure. However, they often fell short of achieving 

159 Stiglitz (2000), pp. 377-378.
160 Myles et al. (2001), p. 313 – who use ‘double-payment’.
161 Stiglitz (2000), pp. 377-378.
162 Myles et al. (2001), p. 313.
163 Stiglitz (2000) pp. 6-7.
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what was intended. This resulted in the introduction of the concept 
of government failure in literature. Research identif ied four factors 
that explain “systematic failures of governments to achieve its stated 
objectives”:
– Limited information on the consequences of government actions;
– Limited control over private market responses;
– Limited control over bureaucracy;
– Limitations imposed by political processes: e.g. politicians may act for 

the benefit of special interest groups or the public may have a preference 
for simple solutions to complex problems.164

Apart from these general factors explaining government failure, there are 
two categories of specif ic factors why social insurance programs failed to 
achieve their aims:
– The f irst category is connected with moral hazard/behavioural 

effects to which some social insurance programs – and in particular 
sickness- and disability programs – are more exposed than their 
private equivalents. The reason is, that there has been insuff icient at-
tention for controlling claims. Better control and more re-integration 
efforts will result in lower aggregate benef its. If one assumes that 
the costs of control are proportional with control efforts and that 
incremental returns of those efforts (in terms of benef it expendi-
tures saved) will diminish, total costs will develop as illustrated in 
graph 2.4. Control is eff icient when total costs reach a minimum 
(point E).165 This notion was overlooked in the Netherlands in the 
past and still does not always seem to be clear to the responsible 
authorities (below, 3.2.7).

– The second category f inds its origin in PAYG-financing. It allows politi-
cians to make generous promises whilst deferring the cost. This clouded 
the issue of f inding a balance between extent of cover and the cost 
thereof. On top of that the anticipated economic growth rates turned 
out to be unrealistic after the oil crises of the 1970s and subsequent 
economic downturns. Consequently, even if future charges were 
estimated correctly, they turned out to make up a larger share of GDP 
than anticipated (above, 2.3.4 and 2.3.6).

164 Stiglitz (2000), pp. 9-10.
165 Aarts and De Jong (1999c) – Aarts and the Jong use ‘monitoring’ rather than ‘control’. 
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Privatisation
Now returning to the increased role of governments in general, the identi-
f ied problems had made some economists very critical of government 
intervention. Notably Milton Friedman stated that government failures 
“are suff iciently important that the government should be restrained from 
attempting to remedy … deficiencies in markets.” The UK prime minister 
Margaret Thatcher was an important advocate of Friedman’s ideas and in 
the 1980s the UK government started selling off state-owned enterprises. 
This process of privatisation has become a trend in Europe since (much less 
in the USA, because there were fewer state-owned enterprises).167

The concept of privatisation is complicated. In the view of its advocates 
it is sometimes reduced to a shift along two axes. First, the production 
moves from ‘public’ to ‘private’. Second, the same happens to f inancing: 
production is no longer paid out of tax revenues but out of prices charged 
to the consumers. That view may go a long way towards describing what 
is happening in the case of privatising state owned enterprises. However, 
it is a simplif ication that does not do justice to the various levels at which 
governments are involved in the provision of goods and services. In an 
approach that is ‘as simple as possible’ Barr distinguishes four levels of 
government involvement:168

166 Ibidem.
167 Stiglitz (2000), pp. 4-5.
168 Barr (2012), pp. 71-74; Barr mentions the British National Health Service as an example of 
social insurance.
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– In which sector (public or private) does production take place;
– In which sector rests the decision about the size of production;
– In which sector rests the decision about individual consumption;
– Which sector f inances production (public f inancing means f inancing 

out of tax revenues).

Privatisation then, is a shift from ‘public’ to ‘private’ on any of these four levels.
In Barr’s framework most forms of social insurance are ‘public’ on the 

f irst three criteria and ‘private’ on the fourth: the insurance carrier, the 
producer, is a public agency. The size of ‘production’ and ‘consumption’ are 
regulated by law and thus ‘public’ as well. Financing f inally, is ‘private’ as it 
is not based on tax revenue but on contributions by the insured. (Schemes 
that are non-contributory have been qualif ied as ‘social assistance’ rather 
than as ‘social insurance’; above, 2.3.2).

In social insurance there is no difference between ‘production’ and 
‘consumption’; the state insurance carrier automatically ‘produces’ the 
cover that is def ined by the act that regulates the specif ic scheme. Conse-
quently, privatisation of social insurance can be seen as a shift from ‘public’ 
to ‘private’ of any combination of production and the decision about the size 
of consumption. How we define privatisation for the purpose of this thesis 
has already been set out in the Introduction (above, 1.1).

More recent views on the role of government
We conclude this paragraph by returning to the issue of privatisation as a 
solution to the problems of government intervention in the economy as a 
whole. Nowadays many economists argue in favour of a balance between 
the role of the market and the government. “… government should direct its 
energies only at those areas in which market failures are most signif icant 
and where there is evidence that government intervention can make a 
signif icant difference.” – as Stiglitz puts it.169 More specif ically: government 
interference should be based on a ‘social cost-benefit analysis’.170

2.4 Disability insurance

After our brief overview of insurance in general, private- and social insur-
ance, we zoom in on the specif ics of disability insurance. The following 

169 Stiglitz (2000), p. 10.
170 Stiglitz (2000), p. 274.
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remarks equally apply to both the public and the private variety. We use 
a def inition of disability insurance that covers short term disability or 
sickness and work-related disability as well (above, 1.2). Even so the focus of 
this paragraph is on disability in the strict sense of the word unless stated 
otherwise. The following topics will be discussed successively: 1) preven-
tion and rehabilitation, 2) def inition of disability, 3) the exposure to moral 
hazard/behavioural effects, 4) policy measures to contain behavioural 
effects, 5) management information; headline-number, 6) other determinants 
of claims incidence, 7) policy mix, 8) compartmentalisation and f inally 
9) the feedback-loop.

Prevention and rehabilitation
As we have seen, ‘risk control’ is an essential element of insurance (above, 
2.1.1). In disability insurance risk control takes the form of prevention 
and rehabilitation. As both relate to people’s health, they are usually 
not seen as responsibilities of the insurer and the insured only. Govern-
ments have been involved in prevention of disability through work 
safety measures since the early days of the industrial revolution and 
increasingly so after the introduction of the Industrial Injuries Acts. 
Procuring health care has been increasingly seen as state responsibility 
as well and in that way governments indirectly also became involved in 
rehabilitation. In the following chapters we will see how responsibilities 
for prevention and rehabilitation have been allocated to insurers and 
the state respectively.

Definition of disability
A key difference between disability- and other classes of insurance is, that 
the insured risk is less clearly def ined; there is a grey area in which it is not 
clear whether the insured is disabled or not. This touches upon the very 
heart of insurance, because risks that are not clearly def ined are diff icult 
to price and to control.

The usual definition consists of two elements: f irst, there has to be ‘sick-
ness or ailment’ (or a comparable description) and second, ‘the inability to 
work as a result thereof’. Both elements can be qualif ied. E.g. ‘sickness or 
ailment’ may have to be ‘severe and prolonged’ (Canada) or the inability 
to work may be restricted to those who are unable to work at least three 
hours per day (Germany). The second element can be qualif ied by the type 
of work the claimant is unable to do: e.g. his/her ‘own occupation’ or ‘any 
occupation’. The relevance of all these qualif ications will be discussed in 
more detail hereafter (chapters 3 to 5).
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The various def initions have in common that they do not mark out the 
insured risk precisely.171 Regardless of the qualif ications both elements 
of the def inition contribute to the ‘grey area’. As regards the ‘sickness or 
ailment’-element the problem is that some disorders are hard to diagnose 
(e.g. soft-tissue disorders), and others are not clearly def ined themselves 
(e.g. some mental disorders). The second element has its challenges too: it 
is hard to establish whether someone could work, even if a certain disorder 
has been diagnosed: “disability does not mean incapacity”, as Burkhauser et 
al. put it.172 The grey area in the definition of the insured risk does not only 
manifest itself at the moment someone makes a claim under a disability 
insurance, but also in case of a possible recovery.

Claims in the grey area are usually referred to as subjective claims. It will 
be clear that the size of the grey area – and consequently the number of 
subjective claims – depends on the definition of disability: the stricter the 
definition the smaller the number of subjective claims. The Dutch public 
disability program distinguishes two types of disability: claimants who meet 
the stricter criterion are entitled to higher benefits (below, 3.1.6). A recent study 
found, that the percentage of subjective claims among claimants who meet the 
stricter criterion is about 12% whilst in the other category it is about 50%.173

Exposure to moral hazard/behavioural effects
The existence of a ‘grey area’ means that claimants of disability insurance 
“have some discretion about whether to continue working versus claiming 
benef its.” This discretion is obviously limited to the grey area, i.e. to the 
least severely disabled.174 ‘Discretion’ by the insured is just another way of 
indicating that disability insurance is – more than other types of insur-
ance – exposed to the risk of ‘moral hazard’. Terminology in this respect 
varies: some writers refer to this phenomenon as moral hazard, others as 
labour supply effects.175 As explained earlier, the more neutral expression 
behavioural effects will be used in this thesis (above, 2.1.4).

The usual distinction between ‘ex ante moral hazard’ (the insured brings 
about the insured risk) and ‘ex post moral hazard’ (the insured ‘fakes’ or 
‘aggravates’ the consequences; above, 2.1.4) is not quite satisfactory in the 
context of disability insurance. First, ‘ex ante’ moral hazard is not seen 

171 Gruber (2000) and literature referred to in that article.
172 Burkhauser et al. (2014).
173 Sleijpen et al. (2017), pp. 49-50; this study does not use the term ‘grey area’ but claims ‘that 
are diff icult to establish objectively’ (“moeilijk objectiveerbaar”).
174 Autor et al. (2012), pp. 18-19.
175 Inter alia: Burkhauser et al. (2015).
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as a serious risk; the hurdle to expose oneself to extreme risks is high.176 
Second, ‘faking’ and ‘aggravation’ – that both undoubtedly occur – do not 
quite catch the third possibility, namely that the insured just uses his/her 
‘discretion’ in the grey area. An example may illustrate this. An employee 
has a complaint that lies in the ‘grey area’. In other words: he/she has a 
choice between continuing to work or to receive disability benefits. If the 
disability insurance offers a replacement rate of, say, 70%, continuing to work 
is an implicit choice for reduction in remuneration to 30% of the original 
level (70% he/she would have received as well, if he/she had chosen for 
disability benefits instead). It is not very realistic to assume that there are 
many jobs that offer so much satisfaction that the employee would be happy 
to continue doing that job for 70% less. A similar reasoning applies to the 
employer. In case an employee both does not meet the performance criteria 
and has some health complaints within the ‘grey area’, an exit via a disability 
program might be cheaper (and more convenient) than the alternatives. It is 
notoriously diff icult to quantify the various categories separately. Therefore 
most studies on the subject quantify behavioural effects in their entirety.

The impact of the economic cycle on claims incidence has behavioural 
aspects as well. Benítez et al. distinguish work disability and health disability. 
The levels of the former are related to economic conditions, in particular 
unemployment. That is less the case with the latter category.177 Cypris et al. 
found that on the one hand sick leave is likely to decrease during economic 
downturns, because people are afraid to lose their jobs. On the other hand 
long term disability is likely to increase. This is partially the result of objec-
tive causes (stress etc.) and partially of subjective causes. Effects vary by 
country and to a large extent depend on how narrowly disability is defined 
and how strict claims handling is.178

Policy measures to contain behavioural effects
Since the invention of disability insurance a number of policy measures 
have been used to contain the behavioural effects. Four categories can be 
distinguished:179

176 Wagner (2012), p. 32; Wagner limits this comment to “occupational hazards where the 
workers’ health and safety are at stake and where the amount of compensation falls short of 
actual losses.” It is diff icult to see why the insured would behave differently in case of other 
than occupational hazards. 
177 Benítez-Silva et al. (2010).
178 Cypris et al. (2009).
179 One could argue that there is a f ifth category: premium differentiation. Insofar premium 
differentiation targets behaviour of the employer, its effect is mainly indirect. It is an incentive 



58 PRIVATISATION IN PRAC TICE 

– No full compensation. There are two varieties. First, a limited replacement 
rate (benef its as a percentage of pre-disability earnings). Second, a 
waiting or elimination period (deferral of the payment of benefits for a 
certain period of time after the insured has become disabled).

– Narrowing the definition of disability. Examples are the change from an 
‘own occupation’ to an ‘any occupation’ definition and the exclusion of 
certain types of disability.

– Introduction of a qualifying period: cover of the insurance only becomes 
effective after a certain period of paying premium.

– Control: a ‘catch-all’ phrase for the strictness of the adjudication pro-
cess, the frequency and the strictness of re-assessments once someone 
receives benefits etc.

There is a large body of literature on the effect of changes in the replace-
ment rate. The f indings all point in the same direction: higher replacement 
rates result in more disability claims. However, the extent to which that 
is the case (the elasticity), varies greatly. In public disability insurance the 
level of benefits relative to that of other programs (e.g. unemployment or 
early retirement) influences DI-recipiency as well; reductions in the level 
of unemployment benef its have resulted in higher numbers of disability 
cases.180 Similarly, it was found, that increasing the length of the waiting- or 
the qualifying period decreases the number of claimants.181 The variety 
in elasticities mentioned earlier implies that it is hard to isolate the exact 
effect of changes in the replacement rate from other factors such as the 
‘taste for work’.182 It also implies that the various ‘policy measures’ are to 
some extent interchangeable.183

If both replacement ratio and definition of risk are combined under the 
heading ‘extent of cover’, a picture emerges in which there is an increasing 
discrepancy between ‘ideal- ‘ and ‘real world’ cost, as cover is extended (see 
graph 2.5). The ‘ideal world’-line represents the cost of disability insurance in 
the hypothetical case that there would be no behavioural effects at all. The 
‘real world’ area represents the same in the more realistic case that they do 
play a role. It is an area rather than a line because of the unpredictability.

for the employer to control better for behavioural effects and as such grouped under our 
fourth category.
180 Burkhauser et al. (2015), p. 9.
181 Campolieti (2015) and Autor et al. (2012) respectively.
182 Gruber (2000), p. 1165.
183 Campolieti (2004) and Campolieti et al. (2012); Campolieti makes that observation specif ically 
as regards the effect of ‘stringent screening’ balancing an increase in replacement rate.
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Management information; headline-number
Both in private- and in public disability insurance the insurers/administra-
tors monitor a substantial number of data: the number of claims broken 
down by age-groups, occupations, diagnosis, rates of recovery and death 
etc. All these data are relevant for f ine-tuning premium rates and/or policy 
conditions. In particular in public disability insurance there is also the 
need for a headline-number to focus on. Preference for such a number has 
changed over time.

Connected with PAYG-financing policy makers used to be interested in 
the total number of people receiving disability benefits, the disability (or 
“DI”) recipiency. Average benefits did not vary greatly and thus recipiency was 
a good measure for the cost of the scheme. In an environment of a growing 
population, absolute numbers became unsatisfactory and a switch was made 
to the recipiency as a percentage of the insured population, the DI recipiency 
rate.184 Disadvantage of these measures is that they react very slowly to 

184 E.g. Burkhauser et al. (2015).
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policy- and other changes. As we will see, on average people stay some 
ten years in the disability programs (below, chapters 3 to 5). More relevant 
therefore are (disability) claims incidence rates, the number of DI-entries as a 
percentage of the insured population. This is our preferred headline number 
and it is the quantity on which the focus will be in this thesis.

Determinants of claims incidence
Intuitively one would think that the state of health of the insured population 
is an important determinant of the disability claims incidence. In that view 
the emphasis on measures to contain behavioural effects seems to distract 
the attention from the ‘real issues’: enhancing good health, preventing 
accidents etc. The remarkable fact is, that there is increasing evidence in 
literature that the impact of ‘health’ or age is very limited. Burkhauser et 
al. (2014) f ind (based on observations in f ive OECD countries) that “neither 
health nor population characteristics can explain the cross-country dif-
ference in disability recipiency rates, either levels or trends …” Campolieti 
arrives at the same conclusion on the basis of changes in the Quebec 
(Canada) disability program.185 Finally, as will be discussed in more detail 
later, the reduction in disability claims incidence in the Netherlands around 
the turn of the century can hardly be explained as the effect of changes in 
the general state of health (below, 3.1.5).

Even allowing for a certain margin of error in these f indings, the conclu-
sion has to be that variations in disability claims incidence are largely 
determined by the effects of policy measures. We would suggest that this 
f inding can be explained in the following way. Once a country has reached 
a stage of ‘state of the art’ health care and work safety, the effects of further 
improvements in those areas become insignif icant compared to the effects 
of the ‘policy measures’ affecting the structure, generosity and accessibility 
of DI-schemes. The effects of medical progress emerge only slowly and affect 
longevity more than disability.

Medical vs behavioural approach; policy-mix
It is important to realise that there are two approaches to containing the 
number of DI-recipients: the medical and the behavioural. The elements of the 
medical approach are well-known: prevention, therapy and rehabilitation. 
The elements of the behavioural approach (narrowing the def inition of 
disability, lowering the replacement rate, control etc.) have been mentioned 
in the previous paragraph. There are inherent frictions between the two 

185 Campolieti (2015).
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approaches. The ‘policy measures’ mentioned above may be effective in 
containing claims incidence, they have unpleasant ‘side effects’. They have 
in common that all claimants are affected and not just those who have the 
discretion to work or not. Conversely, it is clear that efforts for rehabilitation 
will be largely ineffective as regards those who prefer disability benef its 
over work (and who have the ‘discretion’ to make that choice).

As we have seen, the various policy measures are to some extent inter-
changeable. In other words there is more than one policy-mix possible to 
keep claims incidence at a certain level. How much emphasis is put on the 
medical or the behavioural approach respectively is a matter of personal or 
political preference. Consequently, different disability programs are based 
on different ‘policy-mixes.’ Replacement rates, def inition of disability and 
levels of ‘control’ differ; some countries have qualif ication periods, others 
have not etc. Each policy-mix implies a certain level of disability incidence, 
not necessarily constant over time: behavioural effects may change, because 
people learn.186

Compartmentalisation
In certain programs these effects have been alleviated by what we would 
describe as compartmentalisation: public and private insurers have ap-
plied different types of policy mix for different categories of disability. As 
will be discussed in more detail in the chapters 3 to 5 four examples of 
compartmentalisation can be distinguished:
– the distinction between disability caused by work-related accidents 

or occupational diseases and disability from other causes; in the f irst 
category benefits differ by industry, but they are usually higher than 
those in the general disability program (Germany and Canada; below, 
4.1.6 and 5.1.3).

– The distinction between those who are ‘completely and permanently’ 
disabled and those who do not meet that criterion (the Netherlands; below, 
3.1.6). The first category is entitled to higher benefits (a replacement ratio 
of 75%, the other to an initial replacement ratio of 70% that – depending 
on the particulars of the case – gradually decreases over time).

– The distinction between those who have contributed to the public dis-
ability program for a number of years – met the criteria for a qualifying 
period – and those who did not (Germany and Canada; below, 4.1.6 and 
5.1.3). The f irst category is entitled to benefits in case of disability, the 
second is not.

186 Teulings et al. (1997).
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– Finally, some private insurers make a distinction between those who 
suffer subjective complaints and others. The latter are – effectively – 
entitled to higher benefits. In Canada this practice was discontinued 
after the Canadian Supreme Court had judged it a violation of non-
discrimination rules (below, 5.2.3).

Abstracting from current legislation, these practises beg the question how 
it can be justif ied that different types of disability are being dealt with 
differently. The rationale of the programs for work-related accidents and 
occupational diseases was the assumed negligence of the employer. That 
connection has gradually been eroded as the programs were extended. By 
way of example: it is not evident that employer’s negligence plays a role in 
road accidents whilst the employee is commuting. Conversely, as the experi-
ence with the Dutch program learned, also apart from the pure negligence 
cases, employers’ behaviour can influence disability incidence rates.

The distinction between those who meet the qualifying criteria and 
those who don’t, appears to be based on practical arguments only: it keeps 
a number of dubious cases out. It is diff icult to explain why someone who 
contracts a disabling disease just after meeting the qualifying period should 
be entitled to benefits and someone who did so just before, should not. The 
arguments of the Dutch government for introducing different benefit levels 
for the ‘completely and permanently’ disabled were rather pragmatic (or 
perhaps even cynical): it was – inter alia – made dependent on disability 
incidence rates dropping below a certain level.187

A more logical justif ication for different levels of benefits appears to be 
the degree of uncertainty that is attached to a particular case of disability. 
It would be comparable to the position of the claimant in a court case. If 
his/her case is weak, he/she would be wise to settle for less than the full 
amount of the claim; if the case is strong, he/she should not. That approach 
also seems to be an answer to the discrimination argument used before 
the Supreme Court of Canada. Mental health claims are being paid less 
than other claims, because it is more diff icult to establish whether the 
mental health condition (still) exists. In that sense the case for the claimant 
seemed to rest on a circular argument: the claim was not denied on the 
basis of discrimination, but because it was unclear whether the claimant 
still suffered a mental health problem. ‘Degree of uncertainty’ may not be 
a very satisfactory justif ication for differences in levels of benefits, but at 
least it seems to be less unsatisfactory than other explanations.

187 WIA, MvT, p. 58 (Kamerstukken 30 034 no. 3).
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The feedback-loop
As regards insurance in general we discussed the need for a feedback-loop in 
demand. We presented a case in which the premium increased as a result of 
higher than anticipated claims incidence. If that happened, we concluded, 
the insured would have to consider retaining more of the risk, putting more 
effort on prevention or any combination thereof (above, 2.1.2).

In disability insurance the feedback-loop works in a slightly different 
way. Variations in claims incidence are mainly driven by changes in policy 
measures, we found. Therefore in case of the assumed unexpected rise in 
claims incidence, a third alternative has to be considered: change of the 
policy mix. In the strict sense of the word, that alternative is open to the 
(public- or private-) insurer only. In a private insurance market the insured 
can select his insurance on the basis of the policy mix he/she believes gives 
him/her the best value for money. In social insurance the insured has to 
wait until the legislator acts.

2.5 The research question revisited

The f indings in our conceptual framework allow us to ref ine the subject of 
our thesis. The subheadings of the central research question can be grouped 
into different categories:
– Introduction. There are different varieties of privatisation and different 

motives to privatise (above, 2.3.7); we will analyse variety and motives 
by type of privatisation (subheading 1). For each case rational demand 
for disability cover will be analysed (above, 2.1.2; subheading 2).

– Rationale for social insurance. As we have seen market failure has been 
one of the main motives to introduce social insurance (above, 2.2.6 and 
2.3.7). Consequently, we will analyse whether privatisation has resulted 
in market failure (subheading 5).

– Characteristics of social insurance. As opposed to private insurance, social 
insurance is mandatory, and conditions are uniform. It can impose risk 
solidarity and redistribution of income. Finally its transaction costs are 
usually lower (above, 2.3.2 and 2.3.3). Therefore we will analyse whether 
privatisation has resulted in demand anomalies (subheading 6), what 
has happened to cover (subheading 3), what has been the effect on risk 
solidarity, redistribution of income and price (subheadings 8, 9 and 7).

– Consequences of change. Privatisation usually means a transition from 
PAYG to fully funded f inancing. This will result in a period of double 
charges which is seen as an impediment to such a transition (above, 



64 PRIVATISATION IN PRAC TICE 

2.3.6). We will analyse whether these ‘double charges’ created problems 
and, if so, how these were dealt with (subheading 4).

– Other. If social insurance covers the disability risk of an employee, 
privatisation means that a choice has to be made to whom to allocate 
the risk: the employee or the employer. That question will be addressed 
(sub-heading 11). Finally, we will investigate whether there are any other 
effects (subheading 10).

This results in the following subheadings that will be addressed by type 
of privatisation (and – for practical reasons – in a slightly different order):
1. Nature of and rationale for privatisation. As regards the rationale for pri-

vatisation we will limit ourselves to the arguments used by government 
and/or parliament in deciding on this particular part of privatisation.

2. What would be the rational demand for disability cover? In the real world 
buyers are not (always) rational. To analyse the problem we take a 
two-step approach. First, we will analyse what the theoretical ‘rational 
buyer’ would do and subsequently see what anomalies occur under 
Demand anomalies (sub-heading 6).

3. What have been the effects of privatisation on disability cover? Three 
different aspects will be addressed. First, what happened to the extent 
of cover (definition of disability and replacement rate). Second, is there 
more flexibility in cover: can the conditions of the insurance be tailored 
to individual demand? Third, is there more adaptability: do changing 
circumstances result more quickly in changes of cover?

4. Did privatisation result in a ‘double charges’ problem?
5. Did privatisation result in market failure?
6. Did privatisation result in demand anomalies? This is the sequence to the 

‘rational demand’ that will be discussed under 2. ‘Real world’ problems 
will be discussed; in particular we will address the question whether 
people who should insure their sickness or disability risk, actually do.

7. What have been the effects on the price of cover? According to theory social 
insurance should be cheaper than an equivalent product sold as private 
insurance. In most cases a straightforward comparison of prices is impos-
sible. We will therefore analyse the effects of privatisation on the basis of 
the underlying cost factors. As such can be distinguished: 1) prevention, 
2) rehabilitation, 3) control, and 4) transaction costs (inclusive of profit 
loadings). It should be noted that the borderline between ‘prevention’ 
and ‘control’ is thin. For the purpose of our analysis ‘prevention’ will 
be def ined as measure taken to prevent actual illnesses or accidents. 
‘Control’ is def ined as ‘measures’ taken to prevent behavioural effects.
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8. What have been the effects on risk-solidarity? For the purpose of our analysis 
it is necessary to refine the definition. Risk solidarity in the broadest sense 
of the word is an essential element of both private- and social insurance; 
all people that are insured pay for those who incurred an insured loss: the 
‘lucky’ pay for the ‘unlucky’. This can be labelled as ex post risk solidar-
ity. Within the context of social insurance risk solidarity usually has a 
different meaning. It refers to the fact that people with different risk 
profiles pay the same contribution rate: the ‘healthy’ and the ‘unhealthy’, 
‘young’ and ‘old’ and f inally male and female. (Contribution rates that 
differ by industry or occupation are not considered as an infringement 
of risk solidarity. Indeed they have been one of the key elements of work 
injury programs since inception). This characteristic of social insurance 
can be labelled as ex ante risk solidarity. It follows from the respective 
definitions that our analysis will be limited to the latter category.

9. What have been the effects on redistribution of income? In order to avoid an 
overlap with risk solidarity, in this thesis a definition will be used that is based 
on contribution rates (contribution as a percentage of the insured income): 
a public insurance scheme has a redistributive effect, if the contribution 
rate increases – in one way or another – with income. This will, for instance, 
be the case if flat rate benefits are financed out of a contribution that is 
a percentage of income. In general terms ‘disability risk’ and income are 
negatively correlated: the ‘high income earners’ are less exposed to the risk 
of disability than the ‘low income earners’. The explanation is, that manual 
labour both pays less and involves a higher risk of disability.188 In other 
words: if both groups pay the same contribution rate, it would be a matter 
of ‘risk solidarity’ rather than ‘redistributive effect’ in our definition.189

10. Have there been any other effects? A catch-all paragraph for any effects 
that fall outside any of the previous categories.

11. What would be a rational risk allocation between employer and employee? 
Whenever applicable, we will analyse if the allocation of the sickness- 
and/or disability risk with respect to employer or employee is rational.

Service levels are absent from the list of questions above. This not an indica-
tion that they would be unimportant to the clients. On the contrary, there are 
indications that differences in service levels may be a decisive factor in the 
choice between one insurer and another and – given the choice – between 

188 Information SCOR. 
189 Note that e.g. Caminada et al (2001), p. 3 use a different definition: “There is … a redistributive 
effect if, for instance, lower income groups apply more often for social insurance benef its.”
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a public and a private insurer. Nevertheless they have been excluded. The 
scope of this thesis has been limited to structural effects of privatisation 
(above, 1.1). It is diff icult to establish what would be structural service levels 
in the private and the public sector.

2.6 Methodology

In this paragraph we discuss the methodology of this thesis. Successively 
we will discuss: 1) the question how to isolate effects of privatisation from 
other influences, 2) the sources of information, 3) quantifying results, 4) the 
methodology as regards the second part of the research question, the policy 
implications and 5) finally some remarks on the objectivity of the data and the 
independence of the author of this thesis with respect to the insurance industry.

Isolating the effects of privatisation
Starting point for answering the subheadings of the research question is a 
comparison between the functioning of a ‘pre-privatisation’ public disability 
program and the ‘post privatisation’ functioning of its private counterpart. 
In case of partial privatisation – in which the public program still exists – it 
is a comparison between the functioning of an existing public program and 
its equivalent in the private market. Obviously, differences in ‘functioning’ 
do not imply causality. We distinguish between differences that follow from 
the ‘characteristics’ of both and ‘volume/price effects’.

Examples of the f irst category are: effects on demand anomalies, risk 
solidarity, extent -, f lexibility – and adaptability of cover. Differences be-
tween ‘public’ and ‘private’ in these categories follow from the def inition 
and/or characteristics of public and private disability cover respectively 
and, consequently, indicate effects of privatisation.

The basic ‘volume question’ was formulated as: What have been the effects 
[of privatisation] on the price of cover? (above 2.5). We use a simple model to 
isolate the effects of privatisation from other influences.

Assume a completely stable environment:
– size of the insured population remains unchanged;
– determinants of disability claims incidence (health and composition of the 

insured population, rules of the scheme/insurance etc.) remain unchanged;
– transaction costs of the scheme/insurance remain unchanged;
– no price- or wage inflation;
– the scheme has ‘matured’ in the sense that the number of recipients 

has stabilised.
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Under those assumptions the cost of a (public or private) disability program 
is a function of: 1) the number of entrants in a given year (‘Numberentrants’), 
2) the average duration of the disability benefit payment (‘Daverage’), 3) the 
average disability benef it (‘Benefitav erage’) and 4) the level of transaction 
costs (‘TC’ – expressed as: 1 + a percentage of total benefits). Total cost of 
the scheme in that year can then be expressed as:

(1) Cost = Numberentrants × Daverage × Benefitaverage × TC

If the total cost of the scheme is expressed as a percentage of aggregate 
insured earnings, the number of entrants as a percentage of the insured 
population and the average benef it as a percentage of average insured 
earnings (1) becomes:

(2) CR = MR × Daverage × RRaverage × TC
In which:
CR =  the contribution rate: the total cost of the scheme expressed 

as a percentage of aggregate insured earnings.190

MR =  the disability claims incidence rate (‘morbidity rate’): the 
yearly number of entrants as a percentage of the insured 
population.

RRaverage =  the average replacement ratio: Benefitaverage expressed as a 
percentage of average insured earnings.

The disability claims incidence rate (‘MR’), is a function of: the composi-
tion of the insured population in particular as regards age, job and health 
(below, 3.1.8, 4.1.8 and 5.1.5).191 For a specif ic scheme it is a function of: 
the insurer-specif ic def inition of disability, insurer-specif ic prevention 
measures (as opposed to general health and safety measures imposed by 
the government and applicable to everyone) and insurer-specif ic control 
measures to contain behavioural effects (above, 2.3.7).192

190 In our terminology paragraph (above, 1.3) the term ‘contribution rate’ was reserved for public 
programs. In order to keep the equation simple, it is used for the ‘private’ equivalent as well in 
this case.
191 Government imposed work safety measures and the state of health care have been ignored 
in the equation. We concluded earlier that once a country has reached ‘state of the art’ level in 
those areas, further improvements become insignif icant compared to the effects of the ‘policy 
measures’ (above, 2.4).
192 The replacement rate (‘RR’) influences the claims incidence as well; however, we assumed 
it would remain constant.
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The average duration of disability benefit payment (Daverage) is a function 
of: the rates of: recovery, death and expiry (the recipient reaches pensionable 
age or the end of a f ixed term for which benefits are payable). As regards 
recovery one has to distinguish between rehabilitation as a result of efforts 
by the insurer and other causes.

The contribution rate can be written as:

(3) CR = F1 (def; pop; prev; contr) × F2 (rec; rehab; death; exp) 
 × RRaverage × TC

In which:
def =  the insurer-specif ic def inition of disability;
pop =  the characteristics of the insured population;
prev =  insurer-specif ic prevention measures;
contr =  insurer-specif ic control measures;
rec =  end of benefit payments as a result of recovery independent 

of actions of the insurer;
rehab =  end of benefit payments as a result of insurer-specif ic 

rehabilitation efforts;
death =  end of benefit payments as a result of death of the beneficiary;
exp =  end of benefit payments as a result of expiry of the agreed 

term of benefit payment.

Our assumptions imply that the characteristics of the insured population 
and the terms and conditions of insurance (the definition of disability and 
disability benefits) of the public- and the equivalent private program are the 
same. If these two conditions are met, differences in disability claims incidence 
(‘ΔMR’) between ‘public’ and ‘private’ would be a function of: insurer-specific 
prevention measures (‘prev’) and insurer-specific control measures (‘contr’). 
Differences in the duration of benefit payment (‘ΔDaverage’) would be a function 
of: insurer-specific rehabilitation efforts (‘rehab’) – normal recovery, death 
and expiry are insurer-independent. If differences in transaction costs are also 
taken into account, the differences in contribution rates can be expressed as:

(4) ΔCR = F1 (Δprev; Δcontr; Δrehab; ΔTC)
In which:
ΔCR =  difference in contribution rates between ‘public’ and ‘private’.
Δprev =  difference in effects of prevention measures between 

‘public’ and ‘private’.
Δcontr =  difference in effects of control measures between ‘public’ 

and ‘private’.
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Δrehab =  difference in effects of rehabilitation efforts between 
‘public’ and ‘private.

ΔTC =  difference in transaction costs between ‘public’ and ‘private’.

Our approach to analyse the volume effects of privatisation rests on equa-
tion (4). It is reflected in the breakdown of question 7 about the effects of 
on the price of cover mentioned earlier (above, 2.5). We try to identify the 
effects of these four factors. As we will see that analysis is hampered by 
the fact that the conditions for its applicability are not always met: the 
characteristics of the insured populations are not the same and/or the 
def inition of disability differs.

In the f irst part of this paragraph we identif ied the starting point of our 
analysis (a comparison between the ‘functioning’ of ‘public’ and ‘private’) 
and a distinction was made between differences that follow from the ‘nature’ 
of public and ‘private’ respectively and volume-effects. We indicated how 
effects from both categories could be identif ied. Now, we turn to the sources 
of information on both the ‘public’ and the ‘private’ side.

Sources of information; public schemes
Data on the respective various public programs were derived from public 
sources:
– Intentions of the legislator when introducing or changing the various 

public schemes: parliamentary history of the relevant legislation.
– Extent of cover, contribution rates etc.: applicable legislation.
– Volume data (recipiency, claims incidence, outflow etc.): annual reports 

and comparable publications by the state agencies administering the 
respective schemes.

– Other: whenever available and relevant, all the above was supported 
by literature on the subject.

Sources of information; private insurance
Assembling comparable data on the functioning of the private market for 
disability insurance adds two dimensions: f irst, there is more than one 
risk carrier; second, there is more than one type of cover. In the countries 
covered by this thesis, these data could be found in public sources to a 
limited extent only:
– Regulatory environment (both as regards private insurance in general 

and disability insurance in particular): applicable legislation.
– Extent of cover and premium rates: insofar available, data were 

unstructured.



70 PRIVATISATION IN PRAC TICE 

– Aggregate market volume data: supervisory authorities and/or profes-
sional organisations of insurers publish data such as premium volume, 
claims and expenses. However, in the countries covered in this thesis, 
these data are rarely available at class of business-level (disability insur-
ance) and never at product-level.

– Company volume data: information provided to shareholders (annual 
reports in particular) and to supervisory authorities. These sources of 
information have their limitations as well. Usually they contain data 
such as premium volume, claims and expenses. Like aggregate market 
data, however, these data are rarely available at class of business-level 
(disability insurance) and never at product-level. Sometimes information 
provided to supervisory authorities contains more information, but it 
is not always completely public.

– Other: whenever available and relevant literature on the subject was used. 
This, however, was a very limited source of information, in particular 
on ‘soft data’, like ‘market practice’.

Interviews
Additional information was sought from two sources: f irst, from a locally 
operating reinsurance company and second from interviews with repre-
sentatives of insurance companies that transact disability insurance. The 
internationally operating reinsurance group SCOR, present in each of the 
three countries covered in this thesis, was prepared to assist in providing 
the required information and to introduce me to potential interviewees.193 
Realisation of the interviews proved to be a challenge. Private insurers are 
generally unwilling to provide information on their performance in disability 
insurance beyond what is being provided to their shareholders and the 
supervising authorities. Understandable as that stand may be in view of 
obligations towards the f inancial markets and competitive pressures, it is an 
impediment to a full comparison based on hard data. Some companies even 
refused to be interviewed on qualitative issues. Eventually, representatives 
of 7 insurers in the Netherlands, 5 in Germany and 3 in Canada could be 
interviewed. Some insisted on being interviewed as a private person rather 
than a representative of their company. All were guaranteed that they would 
be quoted on an anonymous basis only.

The format of the interviews with private insurers was semi-structured. 
The questionnaire contained both a number of open-ended questions (e.g. 

193 In the Netherlands the insurance company Amersfoortse, one of the top-3 disability insurers, 
played a comparable role.
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“What are the most important ‘issues’ in disability insurance currently?”) and 
closed-end questions (e.g. “Does your company require certain prevention 
measures from the insured?”). Notes of the interviews were submitted to 
the interviewees for approval. All but three insurance interviewees reacted: 
some added corrections and/or clarif ications others just confirmed their 
approval. A summary of the insurance interviews is presented in Annex 7.5.

In view of the small sample and also to correct for a possible bias of the 
interviewees (i.e. presenting too rosy a picture of their role) the results of 
the interviews were validated in at least one of four ways:
– Some information could be checked against – hitherto unknown – public 

data.
– In the Netherlands views of private insurers on the ‘hybrid system’ 

(below, 3.4.1) were supplemented with those of representatives of the 
State Off ice (‘UWV’).

– ‘Competitive logic’ was applied: if e.g. three interviewed companies 
state that they do not see a role for themselves in prescribing preventive 
measures, it is very unlikely that other companies would do otherwise, 
because this would have put the respondents at a serious competitive 
disadvantage (of which there were no indications).

– Information from the respondents was checked with SCOR.

Eventually most of the answers to the research questions could be based on 
public information. Only in a limited number of cases (e.g. the ‘preventive 
measures’ mentioned earlier) the interviews were the sole source of informa-
tion. Together with the fact that most information from the interviews was 
qualitative rather than quantitative these measures guaranteed a reasonable 
level of reliability.

In view of the qualitative nature of most of the questions there was no 
need to develop a method for ‘weighing’ the various answers. Generally the 
answers supplemented rather than contradicted each other.

Sources of information; other
A number of people outside the insurance industry (e.g. civil servants 
responsible for public disability schemes, members of parliaments, actuar-
ies, HR-managers etc.) were interviewed in order to acquire additional 
information. These interviews were ‘free format’ and mainly consisted 
of questions like “Do I correctly understand that …” or “How should I 
interpret …”. These interviews were not used as an independent source of 
information. In some cases they resulted in referrals to hitherto unused 
sources of information, in other cases in a confirmation or correction of the 
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interpretation of already used sources of information. Two retired Dutch 
insurance executives provided information on the ‘private insurance’ side 
of the process of privatisation in the Netherlands.

Sources of information; summary
In summary the analysis in this thesis was based on secondary information, 
most of it from public sources and earlier literature on the subject. Interviews 
with insurers and were indispensable for getting an understanding the 
characteristics of the respective private insurance markets. Interviews with 
other parties served to falsify information from these sources.

Quantifying results
The answers to the questions formulated earlier (above, 2.5) were quantif ied 
in a limited way only. In order to give some kind of appreciation the effects 
were rated as: ‘++’ (very positive’), ‘+’ (positive), ‘0’ (negligible), ‘-’ (negative), 
‘--’ (very negative) or ‘?’ (effect not available/inconclusive). Plusses and 
minuses were attributed on the basis of comparison of the strength of the 
various effects. E.g. the issue ‘identifying and pricing’ risks was rated ‘++’ 
(‘very positive’) in most cases, because the equivalent public insurance 
scheme has an undifferentiated contribution rate. It was rated ‘+’ (positive) 
in case of the partial privatisation of the disability risk of employees in the 
Netherlands, because the equivalent public scheme has a certain level of 
premium differentiation (below, 3.4.10).

We pointed out earlier (above, 1.2) that weighing the various effects 
is a matter of personal or political preference. For ease of reference we 
nevertheless used ‘positive’ and ‘negative’ effects. They were attributed in 
accordance with generally accepted views on these matters. In other words 
the effect of a particular type of privatisation is negative if it results in: 
market failure, demand anomaly, higher price of cover, less risk solidarity or 
redistribution of income and positive in case of opposite effects. Someone 
who has a different view on any of these positives and negatives can still 
use our structure but has to reverse the respective sign.

Policy implications
The second research question, “policy implications as regards the allocation 
of roles between ‘public’ and ‘private’ in disability insurance”, requires some 
further comments on methodology.

As the way in which the question is formulated indicates, no complete 
discussion on the roles of ‘public’ and ‘private’ is intended. It is merely a 
‘translation’ of the identif ied effects of privatisation into arguments for 
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the roles of both. What we identif ied as the negative effects of privatisation 
indicate strengths of public insurance and weaknesses of private insurance 
and vice versa. Effects that are negligible/inconclusive (‘0’), not available/
inconclusive (‘?’) or ‘one-off ’ will be ignored as regards the allocation of 
roles. Starting point for the conclusions is the well-known management 
consultants’ saying that organisations should ‘build on their strengths’ in 
choosing their role in society.

Objectivity
I held various functions in the insurance industry. My last employer was 
the – then – Belgian/Dutch banking and insurance group Fortis NV. My 
most recent responsibilities included memberships of the board of direc-
tors of a number of Fortis insurance subsidiaries outside Belgium and the 
Netherlands. The focus of these companies was on personal lines life, motor 
and household (f ire) insurance; none was involved in private disability 
insurance at any signif icant level.

I took early retirement in 2002 and receive my pension from Fortis’ legal 
successor in the Netherlands, ASR. The Amersfoortse, representatives of 
which contributed to this thesis as described above, became part of Fortis 
NV in 2000.

I never transacted business with any of the interviewees or the companies 
they represent. Prior to the inception of this thesis I had met with the current 
and the previous CEO of the Amersfoortse on a social level only.

As indicated above, SCOR supported this thesis. They were prepared to 
do so as it is part of their strategy to contribute to selected research projects 
in the area of insurance. SCOR’s contribution was in kind rather than in 
money. Representatives of the company provided factual information on 
the private disability insurance markets for which they were responsible 
and introduced me to potential (insurance) interviewees.





3. NETHERLANDS

3.1 Introduction

The structure of this chapter is as follows. In 3.1 an introduction to the 
Netherlands is presented: the economic and political environment (3.1.1), 
the history and the current status of public sickness and disability programs 
(3.1.2 to 3.1.7), the equivalent thereof in private insurance (3.1.8) and an 
introduction to privatisation (3.1.9). Thereafter we turn to the analysis 
proper, the effects of privatisation in 3.2 to 3.5. The f indings of this analysis 
are summarised in 3.6. Unless stated otherwise, all amounts in this chapter 
are expressed in Euros (€).

3.1.1 Economic and political environment

By way of introduction we start by quoting some key economic data. Like 
most countries in the European Union the Netherlands were seriously 
affected by the economic crisis that started in 2008. Yet, today many of the 
major economic indicators compare favourably with other OECD countries: 
an unemployment rate of 6.6%,1 a government balance of -1,8% of GDP,2 
real economic growth of 2.0%3 and a current account surplus of 8.6%.4 
Some thirty years earlier, the situation had been very different: economic 
growth was below average, unemployment above average and the govern-
ment balance was a serious worry for the best part of the 1970s and the 
1980s. In the mid-1980s social spending, was some eight percentage points 
higher than OECD-average (see graph 3.1). Most of the – sometimes drastic 
– measures aimed at containing social spending that will be discussed later 
in this chapter, have to be seen against that background.

1 2015 f igures; OECD (2016), Harmonised unemployment rate (indicator). doi: 10.1787/52570002-
en (Accessed on 27 October 2016).
2 2015 f igures; OECD (2016), General government def icit (indicator). doi: 10.1787/77079edb-en 
(Accessed on 29 September 2016).
3 2015 f igures; OECD (2015), Real GDP forecast (indicator). doi: 10.1787/1f84150b-en (Accessed 
on 27 October 2016).
4 2015 f igures; OECD (2015), Current account balance (indicator). doi: 10.1787/b2f74f3a-en 
(Accessed on 27 October 2016).
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 Source: OECD5

For the sake of completeness, we mention a number of other developments 
that affect disability insurance in some way. Most of these are common to 
western countries:
– Ageing population: in reaction to this phenomenon the statutory retire-

ment age was increased and will be increased even further in the future. 
This is likely to increase the cost of disability cover (below, 3.1.5).

– An increasing share of women in the labour force. It affects the cost of 
disability cover, because male and female ‘risk prof iles’ differ. It also 
resulted in an increase in the prevalence of ‘double income couples’. 
This has affected rational demand for disability cover (below, 3.2.2).

– A shift in employment to the service sector. This generally means a shift 
to less physically demanding labour and thus to less work related ac-
cidents (however, also to an increase in mental and nervous disabilities).

– A marked increase in the number of self-employed, in particular 
the number of freelancers Between 2000 and 2014 the number of 
self-employed increased from 11.6% to 16.5% of the total working 
labour force; this increase is well above EU-average.6 This development 

5 OECD (2015), Social spending (indicator). doi: 10.1787/7497563b-en (Accessed on 
22 September 2015)
6 Hasekamp et al. (2015), pp. 1-2. 

Graph 3.1:  Social expenditure as % of GDP in the Netherlands and in the OECD
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is relevant to our thesis, because the disability risk of employees 
is covered by a public scheme and that of the self-employed is not 
(below, 3.2).

On the ‘political environment’ we limit ourselves to just one comment. The 
Netherlands have a system of proportional representation without election 
thresholds. This results in a higher degree of fragmentation in parliament 
than other systems. Usually a government needs the support of at least three 
political parties to achieve a majority in parliament. The consequence is 
that sometimes complicated compromises are needed to realise legislation 
and to amend wayward policies.

3.1.2 Social insurance: history (1) – before 1967

Before 1967 the Netherlands followed more or less (and with some delay) 
the development of social insurance in other countries. If we limit ourselves 
to schemes that cover loss of income as a result of sickness or disability the 
most important were: the Industrial Injuries Act (“Ongevallenwet”) enacted 
in 1901,7 the Invalidity Act (“Invaliditeitswet”) enacted in 1919,8 and the 
Sickness Act (“Ziektewet”) that came into force in 1930.9

There were further similarities with other countries: 1) cover of the 
Industrial Injuries scheme was later extended to occupational diseases 
(as of 1921),10 2) ‘old age’ was seen as a special case of ‘invalidity’, 3) benefits 
under the Invalidity Act were modest compared to those under the Industrial 
Injuries scheme, and f inally 4) the schemes were ‘pre-funded’.

One element of these schemes set the Dutch system apart. Right from the 
start in 1901, employers had the opportunity to ‘opt-out’ of the public scheme. 
This was the outcome of a heated debate between government and parlia-
ment. A f irst bill for the Industrial Injuries Act was even defeated, because 
parliament would not accept the proposed monopoly for a State Insurance 
Off ice (“Rijksverzekeringsbank”).11 A second bill allowed employers to 
become risk carriers themselves or to transfer the risk to some other body. 
The ‘risk transfer’ had a limited nature: it remained the responsibility of the 

7 Ongevallenwet, wet van 02-01-1901, Staatsblad 1901, no. 1.
8 Wittert van Hoogland (1930), p. 133.
9 Ziektewet, wet van 05-06-1913, Staatsblad 1913, no. 204.
10 MvT, Kamerstukken 7171 no. 3, p. 5.
11 “Rijksverzekeringsbank”; the bill had been accepted by the Second Chamber but was rejected 
by the First Chamber of Parliament (‘Senate’); Wittert van Hoogland (1930), p. 60.
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State Insurance Office to establish whether and to what extent someone was 
entitled to benefits under the Act. After these changes the bill was passed.12

The arguments used at the time in favour of and against a state monopoly 
are worth noting. Some of the latter would play a role in later proposals of 
privatisation (below, 3.3.1 and 3.4.1). In the original bill the government 
argued that: 1) there should be one risk carrier; 2) there should be the highest 
possible guarantee that the insured benefit would be paid, 3) the insurance 
should be as cheap as possible and 4) the insurance should contain incentives 
for the employers to prevent accidents.13

The f irst argument (single risk carrier) was based on a comparison with 
Germany. In that country the risk was carried by “Berufsgenossenschaften” 
organised by industry. In the Netherlands, the number of workers in the 
manufacturing industry was too small to spread the risk over more than 
one carrier.14 The second argument (solvency of the insurer) has to be 
seen against the background of the structure of the insurance industry 
at the time. Supervision as we know it today, was virtually non-existent 
and as a result thereof there was an effective ‘freedom of service’. A great 
number of foreign insurance companies operated in the Netherlands, and 
the government stated that its power to supervise insurers stopped at the 
Dutch borders.15 The third argument (cheap insurance) was based on the 
view that a State Off ice would not incur acquisition costs and would not 
have to make a prof it. The fourth argument (incentives for employers) 
f inally, was based on the view that the State Insurance Off ice would be 
better at differentiating premium rates according to risk. Experience in 
Switzerland had demonstrated that competition was an impediment to 
setting the correct rates.16

Arguments in parliament (fed by an active lobby of the employers) against 
a state monopoly for the State Insurance Off ice were mainly twofold: f irst, 
involvement by the State itself and second, the ‘complete centralisation’ of 
the administration.17 More specifically it was doubted whether a public body 
would be capable of setting the appropriate contribution rates. Examples 
were quoted of private insurers that were charging signif icantly lower 
premium rates than the proposed system.18

12 Wittert van Hoogland (1930), pp. 61-63.
13 OW, MvT, (Kamerstukken 1896-1897, no. 159 – 3, p. 12).
14 OW, MvT, (Kamerstukken 1896-1897, no. 159 – 3, p. 19, erroneously numbered 17).
15 OW, MvT, (Kamerstukken 1896-1897, no. 159 – 3, p. 12).
16 OW, MvT, (Kamerstukken 1897-1898, no. 182 – 3, p. 15).
17 Wittert van Hoogland (1930), pp. 17-26. 
18 OW, Voorloopig Verslag, p. 274 (Kamerstukken 1899-1900, no. 6).
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Box 3.1:  The quest for correct contribution rates19

The Industrial Injuries Act stipulated that contribution rates should be dif-
ferentiated by industry. The scheme was administrated by a public body, the 
“Rijksverzekeringsbank” (“RVB”). The Act required it to produce a ‘Scientific [i.e. 
actuarial] Report’ every five years and to adjust its contribution rates on the 
basis of experience in those five years. In the absence of historic data, the initial 
rates had been based on data from a comparable Austrian scheme. In their first 
‘Scientific Report’ the RVB reported both a serious financial loss and important 
losses in ‘market share’ to private risk carriers. Both problems were attributed to 
rates that turned out to be incorrect.

First, the rate for the loading and unloading of ships had been completely 
inadequate. As Austria was (with the exception of the harbour of Trieste) a land-
locked country, its data had been mainly based on experience with river barges. 
Claims experience with see going vessels in the Rotterdam harbour was much 
worse. The inadequate rates in this area caused about half of the financial loss.

Second, some rates in the construction industry had been about double what 
was required. This had given Unions of builders and painters cause to start the 
own ‘mutual scheme’ resulting in loss of customers for the RVB.

The opportunity to ‘opt-out’ of the public system proved to be very popular. 
After 1920 the ‘market share’ of private insurers and risk carriers stabilised 
at about 60 – 70%, that of the State Insurance Off ice at about 30 – 40%. 
Private insurers had relatively higher market shares among the big employ-
ers and in the constructing industry.20 By far the most important player 
in the private market was “Centraal Beheer”, a mutual company founded 
by employers.

The high market share of private insurers was remarkable: the State 
Insurance Off ice awarded benef its and the employer did not have any 
influence on that decision. What was the reason why so many employers 
nevertheless ‘opted-out’ of the public system? It has been argued, that this 
was the result of ‘cherry picking’.21 It is more correct to say, that some of the 
premium rates of the State Off ice did not reflect the risk properly (see box 
3.1). In itself rating errors are a common feature in new types of insurance. 
However, the public scheme also lagged behind in adaptability. The Act 
allowed it to adjust the rates every f ive years. The market leader, “Centraal 

19 Rijksverzekeringsbank (1908).
20 Van Wieringen (1934), p. 244, quoted in Kerklaan (2006) p. 71 and Rijksverzekeringsbank 
(1908), p. 82.
21 Kerklaan (2006) pp. 71-72.
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Beheer”, adjusted its rates annually and thus had a much better chance of 
pricing according to the actual risk.22 (In 2.2.5 we have seen that different 
levels of premium differentiation can result in dramatic shifts in the market 
at the cost of the ‘least differentiated’).

The possibility of an ‘opt-out’ would remain a constant element in Dutch 
social insurance. The Invalidity Act offered that possibility (although it was 
not used due to practical diff iculties).23 The Sickness Act equally allowed 
employers to become ‘risk carriers’ themselves. Many large employers did so.24

Two other issues in the period up to 1967 are worth mentioning. First, the 
question whether self-employed should be covered by a public scheme as 
well, had been raised. The answer was negative – it was based on arguments 
of convenience rather than of principle.25 Second, the effect of inflation. 
Between 1939 and 1948 the purchasing power of money halved.26 This played 
havoc with disability benef its (that were calculated on the basis of paid 
premiums, as we have seen). In 1941 and in 1948 the benefits were increased 
and as of 1948 these increases would take place on a regular basis. The costs 
of the increases were f inanced by the public purse.27 This meant a de facto 
deviation from pre-funded f inancing.

3.1.3 Social insurance: history (2) – 1955 to 1976

Between 1955 and 1976 a major overhaul and extension of the Dutch system 
of social security took place. For the purpose of our thesis the most important 
changes were: f irst, the amalgamation of the existing Industrial Injuries 
Act and the Invalidity Act into one in 1967. Second, the introduction of a 
Disability Scheme for the whole population in 1976. Prior to discussing 
these changes, we have to spend a few words on the new public scheme 
for old age pensions. As we have seen (above, 3.1.2), old age pensions were 
part of the Invalidity Act. Inflation after 1939 had eroded the benefits and 
a permanent solution was being sought. In 1955 a bill was introduced in 
parliament that proposed to give the whole population a basic pension 
at the age of 65. An important element in the proposal was that pensions 
would be adjusted periodically on the basis of wage developments. That was 
impossible in a funded system and the government proposed to f inance 

22 Van Wieringen (1934), pp. 16-17.
23 Van Wieringen (1934), pp. 131-139.
24 Noordam (1998), p. 592.
25 E.g. Rommelse (2011), p. 48.
26 CBS.
27 Rommelse (2011), p. 65.
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the old age pension on a PAYG-basis.28 The bill met with general approval, 
and its introduction would mark the end of funded social security schemes 
in the Netherlands.29

1967 Disability cover for all employees –“WAO”30

As per 1967 a new Disability Act came into force; as mentioned before, 
its purpose was to replace the existing Invalidity and Industrial Injuries 
Acts. The main changes were: 1) the distinction between disability as a 
result of work related accidents/occupational diseases and other causes 
was abolished; 2) coverage was extended to all employees and replacement 
rates for the fully disabled increased to 80%; 3) a very detailed scale of 
benefits for partially disabled; 4) disability was def ined in terms of loss of 
earning capacity; 5) transition from funded to PAYG f inancing; 6) uniform 
contribution rates across industries and occupations; 7) discontinuation of 
the possibility for employers to ‘opt-out’ of the public scheme; 8) immunity 
of the employers was discontinued.

The changes were argued as follows: the distinction between work-related 
accidents/occupational diseases and other forms of disability was seen as 
unreal and conflicting with the sense of justice.31 The responsible minister 
had a strong belief that “Every individual has the right of self-fulf ilment and 
equal opportunities” and, that social insurance could contribute to achieving 
these aims for the sick, the disabled and handicapped. He therefore proposed, 
that coverage be extended and replacement rates increased.32 As regards the 
transition to PAYG-financing, the arguments were similar to those used at 
the introduction of the new old age pension scheme: benefits should follow 
the development of wages, and this could only be realised through financing 
on a PAYG-basis.33 Arguments in favour of uniform contribution rates were 
based on the def inition of social insurance “… in which solidarity rather 
than equivalence [as in private insurance] was leading.”34 Apart from that 
a uniform premium rate would “contribute to the simplicity of the scheme” 
and the “… indirect cost of accidents at work would often be higher than 
the direct cost … which should be suff icient incentive for the employer to 

28 AOW, MvT, p. 25 (Kamerstukken 4009, no. 3).
29 Algemene Ouderdomswet (“AOW”, wet van 31-05-1956, Staatsblad 1956, no. 281).
30 Wet op de arbeidsongeschiktheidsverzekering (“WAO”, wet van 18-02-1966, Staatsblad 1966, 
no. 84).
31 WAO, MvT, p. 2 (Kamerstukken 7171 no. 3).
32 WAO, MvT, pp. 1-2 (Kamerstukken 7171 no. 3).
33 WAO, MvT, p. 30 (Kamerstukken 7171 no. 3).
34 WAO, MvT, pp. 1 and 31-32 (Kamerstukken 7171 no. 3).
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increase safety at work.”35 Arguments why employers would not have the 
opportunity to ‘opt-out’ were conspicuously absent. The issue was not raised 
in parliament either. The discontinuation of employers immunity f inally, 
was logical, as the Act did not provide ‘full compensation’: e.g. ‘pain and 
suffering’ were not included.36

The government realised that the changes were far reaching, but did 
not feel restrained to enter uncharted waters: “… the fact that there is no 
similar disability scheme in other countries, is no reason to refrain from 
pioneering.”37 The ‘pioneering’ would come at no extra cost: the contribution 
rate was to be approx. 3.1 % of payroll, about equal to the cost of the existing 
schemes. In the f irst few years the costs would be even lower, because the 
actuarial reserves of the existing schemes would run off.38 About 3.1% of 
the labour force (some 140.000 people) were expected to receive benefits 
under the new scheme.39 The bill was approved unanimously and the new 
scheme became effective as of 1 July 1967.

The number of people under the new disability scheme quickly exceeded 
expectations. By the end of 1975 there were nearly 350.000,40 and contribution 
rates had increased to 9.2% of payroll,41 nearly three times what had been 
anticipated. These developments did not go unnoticed: parliament asked 
the minister of social affairs to investigate possible ‘improper use’.42 And in 
1975 the minister stated “… that … the development of costs cannot continue 
at the same rate as in the past years.”43

1976 Disability cover for all inhabitants – “AAW”44

The Disability Act (‘WAO’) covered employees only. That left two categories 
of people uninsured: the self-employed and those who were unable to work 
from an age before they started working. This had been realised at the time, 
but inclusion of these groups would have delayed the much needed changes 
for the employees.45 Despite the worries about increasing volumes and 
contribution rates, the ‘gaps’ in the cover were f illed in 1976 with the ‘General 

35 WAO, MvT, p. 32 (Kamerstukken 7171 no. 3).
36 WAO, MvT, p. 20 (Kamerstukken 7171 no. 3).
37 WAO, MvT, p. 4 (Kamerstukken 7171 no. 3).
38 WAO, MvT, p. 33 (Kamerstukken 7171 no. 3).
39 Handelingen Tweede Kamer 1964-1965, p. 1716.
40 UWV Tijdreeksen, tabel 5.1.
41 9,2% of the insured wage, UWV Tijdreeksen.
42 Mentioned in MvT, p. 15 (Kamerstukken 10 900 XV).
43 MvT, p. 4 (Kamerstukken 12 600 XV).
44 Algemene Arbeidsongeschiktheidswet (“AAW”, wet van 11-12-1975, Staatsblad 1975, no. 674).
45 WAO, MvT, pp. 3-3 (Kamerstukken 7171 no. 3).
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Disability Act’ (“AAW”). The responsible minister argued, that it was diff icult 
to defend why there was a public scheme for employees but neither for the 
self-employed, nor for the people who had become disabled before they 
entered the labour market. Research had shown that only a small percentage 
of the self-employed had taken out private disability insurance, and those 
handicapped at a young age did not even have a chance to insure.46 The 
government admitted, that the extension would come at a cost, but social 
considerations required to do so.47 The Act covered the whole population 
up to the age of 65 and up to a salary/wage of ƒ 38,800 p.a. (equivalent of 
approx. € 33,000 in 2016). The other elements of the scheme were equal to 
those of the ‘WAO’. Once the ‘AAW’ came into force, the ‘WAO’ effectively 
would become a ‘top-up’ scheme for the employees.

Parliament in general was positive about the proposals. Including existing 
cases was seen as a ‘debt of honour’. A high ranking civil servant would later 
testify in a parliamentary hearing, that he had warned against the bill. The 
minister had replied, that he was not in a position to withstand the heavy 
pressure from parliament.48

3.1.4 Social insurance: history (3) – problems and diagnosis

The passing of the AAW bill was to be the last extension of the Dutch public 
disability scheme; the steep increase in DI-recipiency became a problem 
that would require the attention during the next decades. Policymakers and 
their advisors usually express both quantities in relative terms: recipiency 
is expressed as a percentage of total workforce and total benefits paid (in 
money terms) as a percentage of GDP – see graph 3.2.49

As the graph illustrates, both recipiency and total benefits showed a steady 
increase from the introduction of the new disability Act in 1967. In 1976, after 
the introduction of the General Disability Act, that increase steepened. There 
was every reason to be worried about this development. The Netherlands had 
not been “plagued by epidemics or wars”,50 and international comparison 
had learned, that disability recipiency was (in relative terms) two to three 
times as high as in the USA, Germany and Sweden.51 If the developments in 

46 AAW, MvT, pp. 34 and 42-44 (Kamerstukken 13 231 no. 3).
47 AAW, MvT, p. 71 (Kamerstukken 13 231 no. 3).
48 Commissie-Buurmeijer (1993), p. 191.
49 from: De Jong et al. (2010a), p. 8.
50 Aarts and De Jong (1992), p. 343.
51 Aarts and De Jong (1992), p. 344.
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the 1970s and the 1980s were worrying enough, the permanent government 
def icits of these years added a sense of urgency.52

Measured against the yardstick of policy measures to contain behavioural 
effects (above, 2.4) it is easy to see that the problems were inherent in the 
structure of the WAO/AAW programs:
– Benefits were close to full compensation: the replacement rate was 80%; 

that was not just high by international standards, but also compared 
favourably with the benefits of alternative ‘exit-routes’ such as unem-
ployment- and early retirement programs.53 From the perspective of 
the employer, disability was a cheap way of dismissal as compared to 
severance pay.54

– The definition of disability was broad. First, disability was def ined in 
terms of residual earnings capacity; this increased the grey area in 
the def inition.55 Second, the def inition contained the ‘own occupa-

52 E.g. 5.5% of GDP in 1983 (source: OECD).
53 Commissie-Donner II (2001), pp. 27-28.
54 Koning et al. (2015), p. 2.
55 Aarts and De Jong (2000), p. 29.

Graph 3.2:  DI-Recipiency (as a % of labour force) and DI-Benefits (as % of GDP)
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the ‘young disabled’ recipiency would have been 5.9 % instead of 8.3 % in 2014 and the benefits to 
1.3 % instead of 1.7 %. The ‘young disabled’ are otherwise outside the scope of this thesis.
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tion’ clause. Third – and most importantly – the def inition stated that 
“diminished chances of f inding a job” had to be taken into account in 
assessing disability.56

– There was no qualifying period.
– Control measures were limited. First, the scheme was being administered 

by organisations that were jointly managed by employers and employees 
– each of which had their reasons (as set out above) not to be very strict. 
Second, a reversal of the burden of proof became common practice; not 
the claimants had to prove that they were disabled, the adjudicator had 
to prove they were not.57

This, of course, is a hindsight analysis based on a substantial body of litera-
ture that has been published over the last decades. Not all these concepts 
are new, however. Contemporary research identif ied – inter alia – the 
following causes of the unexpectedly high disability recipiency: 1) Aarts 
and De Jong found an unemployment component of some 50%;58 2) Hibbeln 
an effective inclusion of “age related wear and tear.”59 Summarising Aarts 
and de Jong concluded that “… for the lack of reliable eligibility standards 
the Dutch DI-system is, and has been for years, faced with a considerable 
moral hazard problem.”60

3.1.5 Social insurance: history (4) – restructuring/privatisation

Identifying the causes of the problem was one thing, acting upon these 
conclusions quite another61 The restructuring process took some twenty 
f ive years – until 2006, when a completely new Disability Act (“WIA”) came 
into force. Its content will be discussed hereafter (below, 3.1.6).62 Some 
measures were introduced by one coalition government and subsequently 
reversed by the next. There was also an element of ‘trial and error.’ As the 
government put it in 1995: “… in view of the problems we face, we cannot 
afford the luxury of waiting for the effect of individual measures … the risk 
that [some measures] will prove to be less effective, has to be taken.”63 In this 

56 WAO, art. 21, 2.
57 Commissie-Buurmeijer (1993), pp. 92-93.
58 Aarts et al. (1981), quoted in Aarts et al. (2002), pp. 88-89. 
59 Hibbeln et al. (1993), pp. 31-32.
60 Aarts and De Jong (1992), p. 355.
61 Aarts et al. (2002), p. 11.
62 Aarts et al. (2002) passim for the period 1975-1999.
63 WULBZ, MvT p. 4 (Kamerstukken 24 439, no. 3). 
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paragraph we give a brief overview of the measures to restructure the public 
disability scheme and their effects. We will indicate the role of privatisation 
in this process. A more detailed analysis will follow in paragraphs 3.2 to 
3.5. The current status of the public sickness- and disability programs will 
be addressed in 3.1.6.

The high level of moral hazard (‘behavioural effects’ in the terminology 
of this thesis) proved to be an ‘inconvenient truth’ in Dutch politics.64 A 
discussion on a trade-off between measures to contain these effects and 
the cost of the program never took place. Measures to limit the number of 
disability claimants continued to be based on the ‘medical model’: prevention 
of accidents and sickness by employers should be stimulated and if people 
were to turn sick nevertheless, all effort should be put on rehabilitation. A 
brief anthology of statements on the topic in parliament is given in box 3.2.

Box 3.2:  Avoiding reference to ‘behavioural effects’65

In the 1990’s a number of bills were introduced in parliament, each of which 
had the purpose of reducing disability recipiency, or at least the cost thereof. 
Comments by various members of parliament illustrate the way of thinking at 
the time:
– “The level and the duration of the disability benefits are not excessive …, 

recipiency is.”
– “Disability [recipiency] has to be addressed by prevention – through 

improvement of the working environment … and rehabilitation into … 
work.”

– “Even if there is a limited group that uses the disability scheme improperly, 
that should never be a reason to make the vast majority victims of generic 
measures to reduce improper use.”

– “There are a number of conditions [for our party approving the proposed 
measures] … The first is, that neither level nor duration of the benefits will be 
changed.”

Policymakers have – implicitly – used two arguments not to address 
behavioural effects of the disability program. First, measures to counter it 
would inevitably also hit those who have real medical problems. Second, the 
so-called ‘waterbed-effect’: if disability recipiency would be forced down, 
unemployment would increase.

64 After the documentary f ilm produced by Al Gore.
65 Quotes from respectively: 1) D’66, Kamerstukken 22 228, no. 5, p. 5; 2) Groen Links, Kamerstuk-
ken 22 824, no. 5, p. 10, 3) Groen Links, ibid; 4) PvdA, Kamerstukken 24 439, no. 5, p. 3.
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Eventually, the concept ‘incentive’ proved acceptable to a majority in 
parliament: the employer should have an incentive to invest in prevention and 
rehabilitation (below, 3.3.1). It meant that addressing behavioural effects problem 
was in effect ‘delegated’ to employers and their insurers. This proved to be 
effective as will be discussed in more detail hereafter (below, 3.3.7). Behavioural 
effects are no longer a problem of dominating proportions and the ‘waterbed-
effect’ was proven incorrect; when finally effective measures were taken to 
reduce the disability entries, unemployment did not go up.66 Measures that 
were taken between 1979 and 2006 to reduce DI recipiency can be summarised 
as follows (we follow the structure of the ‘policy mix’ mentioned above, 3.1.4):
– reducing the benefits:– the purchasing power of disability pensioners 

was reduced by some 25%.67

– changing (i.e. tightening) the def inition of disability: it was no longer 
defined in relation to the ‘own occupation’, but to ‘any occupation’ that 
the insured could still do;68 The “diminished chances of f inding a job” 
no longer had to be taken into account for the partially disabled.69

– changing the administration of the scheme: the scheme would no longer 
be administered by (organisations of) employers and employee, but by 
a State Agency.70

There were also measures that are not part of the usual policy mix to contain 
behavioural effects:
– enhancing prevention and rehabilitation.71

– shifting the full premium burden from the employee to the employer.72

– premium differentiation and privatisation: contribution rates were no 
longer uniform, but – partly – based on the claims experience by employer). 
Privatisation was seen as the ultimate form of premium differentiation 
and applied to the sickness- risk and the disability risk of employees, and 
to the disability risk of the self-employed. Both premium differentiation 
and privatisation will be discussed in more detail later (below, 3.3 to 3.6).

66 De Jong et al. (2010b), p. 41 and De Jong (2011).
67 Aarts and De Jong (1992), p. 46. Inter alia: Wet van 19-12-1984, Staatsblad 633.
68 Inter alia: Wet van 06-11-1986, Staatsblad 567 and Wet Terugdringing Beroep Arbeidsonge-
schiktheidsregelingen (“TBA”, wet van 07-07-1993, Staatsblad 1993, no. 412)
69 Wet nadere wijziging AAW en WAO, Kamerstukken 19 256.
70 Inter alia: Wet structuur uitvoeringsorganisatie werk en inkomen (wet van 29-11-2001, 
Staatsblad no. 624).
71 Inter alia: Wet verbetering Poortwachter (wet van 29-11-2001, Staatsblad no. 628)
72 Inter alia: Wet premiedifferentiatie en marktwerking bij arbeidsongeschiktheidsverzeker-
ingen (“Pemba”, wet van 24-04-1997, Staatsblad no. 175).
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One thing remained unchanged: different schemes for industrial injuries 
and other forms of disability have not been re-introduced. According to 
some writers, the current Dutch disability program is not in accordance 
with ILO Treaty no. 121.73 In 1988 the government proposed to revoke this 
Treaty, but that proposal was defeated in parliament.74 Since, there have 
been occasional demands for a separate industrial injuries scheme, but 
these have not materialised either.

The combined effect of all the changes was to reduce disability claims 
incidence75 from well over 2% (around 1980) to about 0.5% (from 2008 
onwards) as illustrated in graph 3.3. Various studies have analysed the effects 
of specif ic measures. As regards the changes between 1998 and 2012, when 
claims incidence decreased from approx. 1.5% to approx. 0.5%, Van Sonsbeek 
et al. found in a recent study, that “inflow-related policy measures are far 
more effective than outflow-related policy measures.”76 The impact on the 
‘inflow’ can therefore be seen as a good proxy for success or failure of policy 

73 E.g. Hofman et al. (2013).
74 Kamerstukken 20 555, no. 3.
75 As we have seen in our conceptual framework, ‘disability claims incidence’ is the ‘headline 
number’ to focus on in measuring the effects of policy measures (above, 2.4).
76 Van Sonsbeek et al. (2013), p. 849.

Graph 3.3:  Disability claims incidence (WAO and WIA)
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to contain the ‘disability problem.’ About two-third of the decrease can be 
attributed to measures aimed at the employer (premium differentiation, 
reporting requirements etc.).77 Against that background it is not surprising, 
that the effects on ‘employees without employer’ (unemployed, temporary 
workers etc.) are signif icantly less.78

As a result of all these measures disability recipiency was expected to 
stabilise at approx. 379,000 (5.4% of the insured population) and the benefits 
at approx. € 6.8 bn. (1.1% of GDP).79 That was very much lower than anything 
seen in the past, and it is understandable that policymakers were pleased.80 
Since, it has been decided to gradually increase the legal retirement age. As 
from 2021 it will be 67; if life expectance continues to rise, further increases 
may follow. It is estimated, that the higher retirement age will increase recipi-
ency and total benefits by some 25%. Both claims incidence and severity 
will be affected. Incidence will increase, because two ‘high incidence years’ 
will be added to the insured population; severity, because people will stay 
longer ‘disabled’.81 As a result of these – and some other minor – changes, 
recipiency is now expected to stabilise82 at approx. 522,000 (7.4% of the 
insured population) and the benefits at approx. € 8.3 bn. (1.3% of GDP).83 
Put differently: the increase in retirement age will cancel out the decrease 
in recipiency and benefits resulting from the run-off of the old scheme that 
were expected earlier. According to the latest estimates people are expected 
to stay on average approx. 12.4 years in the public disability scheme and 
cost approx. € 197,000 in benefits.84

Assuming no new problems in the future, the cost of the disability scheme 
is under control again. If we, somewhat arbitrarily, set the distinction be-
tween ‘under control’ and ‘out of control’ at a cost of 1.5 % of GDP,85 the public 
disability scheme for employees has been ‘out of control’ from 1972 to 2005. 
The total overspend during that period was about 37 % of GDP, or in today’s 

77 Van Sonsbeek et al. (2013), pp. 849-851.
78 Letter Secretary of Social Affairs dated 25-03-2011, p. 2 (Kamerstukken 32 716, no. 1).
79 Ouwehand et al. (2013), tables 8 and 9 (“Vorige LT raming”).
80 E.g. letter minister of Social Affairs dated 12-03-2004, (Kamerstukken 28 333, no. 19).
81 This is not just theory anymore: in 2016 claims incidence increased from 0.52% to 0.59%; 
part of that increase can be attributed to the increase in pensionable age (UWV 2017f).
82 This refers to the situation in 2040, the latest year in the long term forecast. Strictly speaking 
the word ‘stabilise’ is no longer appropriate. As long as the legal retirement age keeps increasing, 
the number of disabled (and total disability benef its) will continue to rise as well. 
83 Alblas et al. (2014), tables 3, 7, 8 and 9.
84 Ouwehand et al. (2013), tables 8 and 9 (“AOW-leeftijdsverhoging”).
85 Between 1945 and 1960, prior to the introduction of the 1967 Disability Act, the benefits of the 
Industrial Injuries Act and the Invalidity Act together had fluctuated between 1.1% and 1.5% of GDP. 
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money: nearly € 250 bn. Well published expense overruns on infrastructural 
projects pale into insignif icance, when compared to this f igure.

The developments described above, spectacular as they are, do not mean 
that all is well now. The consequence of the earnings based def inition of 
disability is, that there still are a substantial number of people, that could 
have worked, but are deemed to be ‘fully disabled’ under the def inition of 
the Act (below, 3.1.6). The signif icance thereof was illustrated by a recent 
study. It saw further education for some groups of the population as the best 
way a prevention and rehabilitation.86

3.1.6 Social insurance – current status sickness and disability 
schemes

Introduction
In this paragraph we will highlight the main elements of the Dutch public 
sickness and disability schemes that are relevant to our thesis as per Janu-
ary 1, 2016. Successively we will discuss:
– Sickness – the role of the employer;
– Sickness – the public scheme;
– Disability schemes employees (1) – completely and permanently disabled 

(“IVA”);
– Disability schemes employees (2) – partially disabled (“WGA”);
– Disability schemes employees (3) – numbers;
– Public assistance.

Neither sick pay by the employer nor public assistance are social insurance 
in the strict sense of the word. Nevertheless, sick pay by the employer is 
included, because it serves the same purpose as social insurance. Public 
assistance is included insofar it covers ‘gaps’ in public disability pensions.

There are a number of elements that are common to all these schemes: 
1) coverage is limited to employees (of private and public bodies) and thus 
excludes the self-employed; 2) cover ends at the legal retirement age (65 
years and six months as from 2016 – gradually increasing to 67 years in 
2021);87 3) there is a wage ‘ceiling’ of approx. € 52,750 p.a. that def ines both 
maximum premium and maximum benef its;88 4) a single public body is 

86 De Jong et al. (2015)., pp. 58-59.
87 Algemene Ouderdomswet, art. 7a.
88 € 52,763 p.a. for the year 2016 (Regeling vaststelling premiepercentages en het maximum-
premieloon werknemers- en volksverzekeringen en de opslag kinderopvangtoeslag 2016, art. 6).
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both administrator and risk carrier, the ‘Institute for the Employee Benefit 
Schemes’ (“Uitvoeringsinstituut voor Werknemers Verzekeringen” or “UWV”).

Sickness – the role of the employer89

In case an employee is unable to perform his/her job as a result of “sickness, 
pregnancy or delivery” the employer has to continue paying 70% of the 
agreed wage for a period up to 104 weeks.90 ‘Sickness’ is not def ined in the 
Civil Code; it has to be interpreted in the broadest sense of the word: includ-
ing disability as a result of inf irmities or accidents.91 There are a number 
of exceptions to this entitlement; they mainly refer to situations in which 
the employee obstructs his/her recovery.92 Collective labour agreements 
covering the majority of employees require the employer to top-up sickness 
pay to 100% for the f irst 52 weeks.93

Employers are obliged to assist the employee in re-integrating in his/her 
own job and, if that is no longer possible, in another job in- or outside the 
enterprise.94 The employer also has to meet a number of formal requirements: 
formulating a plan for re-integration etc. Non-compliance may result in an 
extension of the obligation to pay the employee’s wage.95

Employers can insure this risk with private insurers, but are not obliged to 
do so. If the labour contract ends within the period of sickness, the (former) 
employee is entitled to sickness benefits according to the public scheme. 
Total sickness pay by employers amounts to approx. 1.5% of GDP (€ 10 bn.) 
of which some € 0.9 bn. is covered by private insurance.96

Sickness and Maternity – the public schemes
Loss of income as a result of sickness is thus primarily covered by the 
employer. Two public schemes have a complementary role: 1) the ‘Sickness 
Act’, a ‘safety net’ for those ‘employees’ that have no employer (e.g. employees 
whose labour contract has ended during their sickness, temporary workers, 
unemployed and certain employees with flexible labour contracts),97 and 

89 Recently the government announced that it would propose a change in legislation. It is 
the intention that the obligation of small employers to continue paying the wagers of their sick 
employees will be limited to 52 weeks.
90 Burgerlijk Wetboek, art. 7:629 lid 1.
91 Klosse-Vonk (2014), pp. 83 and 101. 
92 Art. 7:629 lid 3BW.
93 De Jong et al. (2014), p. 38.
94 Klosse-Vonk (2014), pp. 95-96.
95 Klosse-Vonk (2014), pp. 97-99.
96 2015 f igures, see Annex 7.1, sub 4.
97 Klosse-Vonk (2014), p. 99.
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2) the ‘Work and Care Act’ that covers loss of income during pregnancy 
and maternity leave.98

The Sickness Act def ines the risk insured as the “inability to perform his 
job as a result of sickness or infirmity”99 – virtually identical to that covered 
by the employer as described above. The inability to perform ‘his/her job’ is 
interpreted in a more abstract way, since reference to that job is no longer 
relevant.100 In case the disability lasts beyond 52 weeks the def inition of 
the insured risk changes into: “inability to earn more than 65% of what an 
able person with comparable education and experience could earn.”101 The 
insured benefit equals 70% of the insured’s current wage – up to the legal 
ceiling. There are additional provisions for recipients of sickness benefits 
whose household income is below the ‘social minimum’ (below, ‘Public 
Assistance’ in this paragraph).

The scheme is funded from different sources; we only mention the most 
important categories. Sickness of the unemployed is paid out of the same 
fund as unemployment benefits. Contribution for sickness of people with 
flexible contracts amounts to 0.36% of payroll on average. Actual contribu-
tion rates are differentiated by employer on the basis of claims experience 
and vary between 0.09% and 1.44%.102

Transaction costs are 17.5% of benefits.103 Under certain conditions employ-
ers can become ‘risk carriers’ and thus administer the scheme themselves.104 
In 2015 0.22% of GDP (or € 1.5 bn.) was paid out in sickness (loss of income) 
benefits. This amount has been decreasing at an average rate of 1.0% p.a. 
over the last f ive years.105

The rules for pregnancy- and maternity leave are relatively straight-
forward: benefits last at least 16 weeks.106 The benefit equals 100% of the 
insured wage – up to the legal ceiling.107

Transaction costs are 1.3% of benef its.108 The scheme is funded in the 
same way as the disability schemes (see below). No separate contribution is 

98 “Wet arbeid en zorg” or “WAZO ”; (wet van 16-11-2001, Staatsblad 567).
99 ZW, art, 19. 
100 ZW, art. 19, 5; Klosse-Vonk (2014), p. 103.
101 ZW, art. 19aa.
102 UWV (2016b), p. 5.
103 UWV (2015d), p. 64; ZW only. 
104 ZW, art. 63a. 
105 See Annex 7.1, sub 2.1.
106 WAZO, art. 3:8.
107 WAZO, art. 3:13.
108 UWV (2015d), p. 64; WAZO only; transaction costs of € 14 M. on total benef its of € 1,082 M. 
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levied; 0.72% of payroll can be attributed to this scheme.109 In 2015 benefits 
amounted to 0.16 % of GDP (or € 1.1 bn.). This amount has been about stable 
during the last f ive years.110

Disability schemes employees (1) – completely and permanently disabled (‘IVA’)111

Risk insured. Disability is def ined in terms of loss of earnings capacity: 
someone is completely and permanently disabled if, as a result of sickness or 
inf irmity, he/she is unable to earn more than 20% of what healthy workers 
with similar training and equivalent skills normally earn at the location 
where he/she works or previously worked, or in the vicinity. No distinction 
is made as to the cause of disability (invalidity or industrial injury). The 
disability is permanent if there is “a stable or worsening situation or if there 
is only a limited chance of recovery.”112

The insured benefit is equal to 75% of the wage the insured received 
before he/she became incapacitated – up to the legal ceiling.113 There are 
rules to compensate for income from work that the insured may earn despite 
his/her disability.114 There are also additional provisions for recipients of 
disability benef its whose income is below the ‘social minimum’ (below, 
‘public assistance’).

Disability schemes employees (2) – partially disabled ( “WGA”)115

Risk insured. Disability is def ined in terms of loss of earnings capacity: 
someone is considered partially disabled if, as a result of sickness or infirmity, 
he/she is unable to earn what healthy workers with similar training and 
equivalent skills normally earn at the location where he/she works or previ-
ously worked or in the vicinity. No distinction is made as to the cause of 
disability (invalidity or industrial injury). One has to be at least 35% disabled 
to obtain any benefits.116 Consequence of the earnings related definition of 
disability is, that some people that could have worked, are still deemed to 

109 UWV (2016e). p. 64; benef its WAZO 2016 € 1,105 M. out of total benef its € 9,009 M; premium 
rate 2016: 5.88%. 
110 See Annex 7.1, sub 2.1.
111 IVA: “Regeling inkomensvoorziening volledig en duurzaam arbeidsongeschikten” or ‘Income 
Provision Scheme for People Fully Occupationally Disabled’.
112 WIA, art. 4, 2 and 3.
113 WIA, art. 51.
114 WIA, art. 52.
115 WGA: “Regeling Werkhervatting gedeeltelijk arbeidsongeschikten” or ‘Return to Work 
Scheme for Partially Disabled’.
116 WIA, art. 6.
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be 100% disabled under the Act. In practice this affects in particular those 
with wages close to the statutory minimum.117

Benefits. The scheme provides a wage-related benef it that is paid for a 
duration varying from three to 38 months. Benef it levels depend on the 
degree of disablement, the employee’s last wage and the wage earned when 
being partially disabled. Someone who does not work, receives 75% of the 
last wage during the f irst two months and 70% of the last wage afterwards. 
Someone who is partially disabled and works, receives 75% of the difference 
between the last wage and the income earned from work on top of his/her 
wage during the f irst two months.

A wage supplement benef it/follow-up benef it might be paid until the 
legal retirement age is reached. If someone earns at least 50% of his/her 
remaining earning capacity, his/her wage will be supplemented by 70% 
of the difference between the last wage and the remaining earning capac-
ity. Someone who does not work after expiry of the wage-related benefit, 
or earns less than 50% of the remaining earning capacity, will receive a 
benefit based on a percentage of the statutory minimum wage. The legal 
ceiling mentioned earlier in this paragraph applies. There are additional 
provisions for DI-recipients whose income is below the ‘social minimum’ 
(below, ‘public assistance’).

In principle the ‘UWV’, the public body mentioned in the introduction 
to this paragraph, is both administrator and risk carrier. The scheme is 
funded by a premium levied from the employers. Rates are differentiated 
by employer on the basis of – mitigated – claims experience with maximum 
and minimum rates of 3.88% and 0.25% respectively.118 However, under 
certain conditions, employers can ‘opt-out’ of the public scheme and thus 
become ‘self-insured’. For this reason the Dutch scheme for partial disability 
is referred to as a ‘hybrid system’: it is partially public and partially private. 
It should be noted that the possibility to ‘opt-out’ of the public scheme is 
limited to the ‘partially disabled’ (WGA). The rationale of the distinction 
is as follows: employers who have become risk carriers, have in fact only 
one ‘tool’ at their disposal to control the volume of benef its, and that is 
stimulation of rehabilitation. The ‘completely and permanently disabled’ 
(IVA) are considered ‘beyond rehabilitation’.119 The same logic applies to the 
contribution rates of the public system: rates for WGA are differentiated, 

117 De Jong et al. (2013), p. 12.
118 Besluit gedifferentieerde premie Whk 2016. 
119 WIA, MvT, p. 80 (Kamerstukken 30 034, no. 3)
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because employers can influence the risk and rates for the IVA are uniform, 
because they cannot.

There are formal conditions for ‘self-insurance’. The most important are: 
f irst, that a bank or insurer should guarantee the payment of benefits by 
the employer and second, that an employer can become a risk carrier only 
as per 1 January or 1 July of any year.120

The consequences of becoming ‘self-insured’ are threefold: 1) the employer 
pays the benefits on behalf of the UWV,121 2) the employer no longer pays 
contribution to the public scheme122 and 3) the employer has to ‘stimulate’ 
the rehabilitation of the insured.123 The ‘UWV’ still determines whether 
someone is entitled to benefits under the scheme and to what extent. If the 
employer fails to pay (because of bankruptcy or otherwise) the UWV takes 
over and can recover the damage from the employer.124

The transition from public to private implies a change from a ‘PAYG’ to 
a ‘fully funded’ system; this has a number of consequences. At the moment 
an employer becomes ‘self-insured’, he/she becomes liable for the ‘tail’ – the 
benef its of (former) employees who are already disabled or are sick and 
will become disabled in the future.125 This is the logical consequence of 
the combination of PAYG f inancing and premium differentiation: if the 
employer had stayed in the public system, he/she would have paid those 
benef its as well in the form of differentiated premium.126 Employers can 
switch back to the public system; if they do so they remain responsible for 
the then existing ‘tail’.127

Disability schemes employees (3) – numbers
Apart from the two schemes that we discussed (‘IVA’ and ‘WGA’) the ‘WAO’ 
scheme that was closed to new entrants is still in run-off. In view of this 
transition aggregate numbers for the three schemes are more meaningful 
than separate ones.

Disability claims incidence (entries as a percentage of the insured popula-
tion) was 0.53% in 2015; it has been stable at around that level over the last 

120 Wfsv, art. 40.
121 WIA, art. 83.
122 Wfsv, art. 46a.
123 WIA, art. 42.
124 Klosse-Noordam (2010), p. 179.
125 WIA, art. 82.
126 BeZaVa, MvT, p. 27 (Kamerstukken 33 241, no. 3)
127 In June 2015 a change in legislation was announced; if adopted, employers will no longer be 
responsible for the ‘tail’ in the future (below, 3.4.4).
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f ive years. Mental health complaints amount to 34% of total entries; that 
number has been about stable as well over the last f ive years.128

Outflow in 2015 was 7.6% of DI recipiency. About two-thirds of the total 
outflow leave the scheme because they have reached the legal retirement 
age, only one eighth (12.5%) because they have recovered.129

Recipiency was approx. 7.9% of the insured population, and has been stable 
at that level over the last four years.130 As we have seen it was expected to 
stabilise at a level of 5.4% in some thirty years on the basis of unchanged 
policy. Increase of the legal retirement age is expected to push this number 
up again to approx. 7.4% of the insured population (above, 3.1.5). Benefits 
amounted to € 8.7 bn. or 1.28% of GDP. This number includes the WGA-
benefits that are being paid out on behalf of employers that ‘opted-out’ of 
the public scheme; that f igure amounts to. € 0.36 bn.131

Transaction costs vary substantially by program. The differences are 
explained by the costs connected with medical examinations: high in the 
new scheme (WGA) and low on the scheme that is closed to new entrants 
(WAO). On average transaction costs amount to 5.5% of benefits.132

All schemes are funded by the employer. The WAO and the IVA are funded 
on the basis of a uniform contribution rate. Respectively 3.00% and 1.08% can 
be attributed to these two schemes (The uniform premium is used to fund 
the Maternity Act, parts of the Sickness Act and some other programmes as 
well).133 The WGA is funded by rates that are differentiated by employer on 
the basis of claims experience. On average the contribution rate amounts 
to 0.71%.134

Although outside the scope of this thesis, we mention that employees can 
also seek redress with their employers. Provided they meet the criteria under 
Dutch tort law (negligence, causation etc.) they can claim ‘full compensa-
tion’ – as opposed to the WIA that covers loss of income only partially 
and pain and suffering not at all. One could have expected a substantial 
increase in such claims, as public disability benefits were reduced, but the 
number of cases in which employees effectively can sue their employers 
turns out to be limited.135

128 UWV, (2015c).
129 UWV, (2015c).
130 UWV, (2015c).
131 UWV, (2016f).
132 UWV, (2015d), p. 64.
133 UWV, (2016e), p. 64.
134 UWV, (2016b), p. 14 (“WGA-totaal”).
135 Barentsen (2003), passim.
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Public assistance
There are a number of Acts that provide additional benef its in cases in 
which someone’s household income drops below the ‘social minimum’. 
For the purpose of this thesis the most important are: the ‘Supplementary 
Benefits Act’ (“Toeslagenwet” or “TW”) and the ‘Social Assistance Act’ (“Wet 
Werk en Bijstand” or “WWB”).

The “TW” guarantees a minimum income for certain recipients of benefits 
whose level of income is below the social minimum (70% of minimum wage). 
The total benefits paid amount to € 411 M.136 In 2015 13% of those entitled to 
WIA-benefits, received supplementary benefits under the “TW.”137

The Social Assistance Act provides – means-tested – assistance for 
those who have insuff icient means to support themselves. The scheme is 
administered by the local municipalities. Both schemes can be qualif ied as 
‘social assistance’ and therefore are outside the scope of this thesis.

Finally there are provisions for the young who became disabled even 
before they started working (“Wajong”). This category used to be included 
in the “AAW”, the Disability Act that covered all inhabitants as of 1976. As 
per 1998 a separate program for the ‘young disabled’ was introduced. The 
scheme is important in volume terms: it has a recipiency of approx. 250,000 
and annual benef its of € 2.7 bn. in 2015.138 Nevertheless it is outside the 
scope of this thesis, as no part of it has been privatised.

3.1.7 Social insurance: summary

In the previous paragraphs we discussed the development and current 
status of the public schemes that are relevant to this thesis: sick pay and 
disability benefits. We also briefly touched upon sick pay by the employer 
and public assistance for the disabled. Strictly speaking the latter two are 
not part of the social security system; they were mentioned, as they complete 
the cover for those who cannot work because of sickness or disability. Costs 
and number of beneficiaries are summarised in table 3.1. Compared to the 
other countries covered in our thesis, the number of people on benefits is 
high, the same applies to average benefits, and so – by def inition – to the 
overall costs of the schemes.

136 UWV (2015d), p. 64.
137 UWV, (2016f), p. 42 (basis: “niet herleide uitkeringsjaren”).
138 UWV, (2016f), p. 18.
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Table 3. 1:  Public loss of income programs; costs at a glance

Netherlands Germany Canada

Paid benefits (as % of GDP)      
disability – public scheme 1.28% 0.56% 0.24%
rehabilitation - 0.04% -
industrial injuries/workers’ comp. - 0.13% 0.38%
       
subtotal long-term disability 1.28% 0.73% 0.62%
       
sickness – employer 1.34% 1.48% ..
sickness – public scheme 0.23% 0.37% 0.24%
       
subtotal sickness/short-term disability 1.57% 1.85% ..
       
total 2.86% 2.58% ..
       

Average disability benefit p.a.      
US$ PPP 19,523 12,372 9,391

Source: Annex 7.1 (2015 figures)

Hereafter we zoom in on the disability program. Like the other public 
disability programs covered in this thesis, that of the WIA/WAO is f inanced 
on a PAYG-basis. PAYG contribution rates offer limited insight into the 
cost of a scheme, however. They reflect the aggregate cost of DI-entries in 
various ‘accident years’ and – possibly – various different structures of the 
program. For example, a generous disability scheme could have a low PAYG 
contribution, because it has not yet fully matured and vice versa. This clouds 
insight in the effects of policy measures that change a program.

This disadvantage can be overcome by using what we would label as 
the structural contribution rate, an estimate of the full cost of one year’s 
DI-entries as a percentage of contributory earnings. It will be clear that in 
this context it has to be an estimate; the true cost will only be known after 
several decades and has very little meaning for policy purposes. Breaking 
down the structural contribution rate in a few elements provides f irst an 
insight into the f inancial characteristics of the scheme and second, a tool 
for changes if so desired.

A simple two step approach assists in estimating the structural contribu-
tion rate. First, assume a public scheme that meets the following criteria:
– Both contribution rates and benefits are expressed a percentage of same 

level of earnings of the insured population;
– the rules of the scheme remain unchanged;
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– size and age distribution of the insured population remain unchanged;
– disability claims incidence remains unchanged;
– transaction costs are constant;
– there is no wage and/or price inflation.

It will be clear, that under those circumstances after a number of years the 
contribution rate of the scheme will tend towards the following ‘structural’ 
level:139

(1) CRstructural = MR × QR × Daverage × RRaverage × TC
In which:
CRstructural =  the contribution rate expressed as a percentage of 

insured earnings;
MR =  the disability claims incidence rate (‘morbidity rate’): 

the yearly number of new entries as a percentage of 
the insured population;

QR =  the ‘qualifying ratio’: the percentage of the insured 
population that would qualify to receive disability benefits.

Daverage =  the average duration of the disability benefit pay-
ment (in years);

RRaverage =  the average replacement ratio: the average disability 
pension expressed as a percentage of the average 
insured earnings;

TC =  1 + transaction costs and social charges as a percent-
age of paid benefits.

On the basis of estimates for each of these factors the structural contribution 
rate can be calculated for any year. It is a simplif ied representation of the 
way in which private insurers calculate their premiums. One noticeable 
difference is the fact that private insurers use an appropriate discount rate 
to calculate their future obligations and equation (1) does not.

In a second step the Structural Contribution Rate will be reconciled with 
the Actual Contribution Rate. As follows from the definition of the f irst, the 
main differences can be grouped together under the heading of Timing 
Differences. We already gave the example of a scheme that has not yet 
matured; in that case the Structural Contribution Rate would be higher 
than the Actual Rate and the Timing Differences would be negative. The 
opposite could happen, if restructuring of the scheme would result in a 

139 This equation is virtually equal to equation (2) in 2.6; the difference is that a ‘qualifying 
ratio’ QR has been added.
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lower incidence rate. It would take time for the effect to f low through in 
the actual contribution rate and the Timing Differences would be positive. 
A second potential difference is partial f inancing by the government as 
happens in Germany. The reconciliation between ‘Actual’ and ‘Structural’ 
can therefore be expressed as:

(2) PRactual = PRstructural + TD + G
In which:
TD =  Timing Differences
G =  Government Grants

Using the methodology the Structural and the Actual contribution rates of 
the WIA program can be compared with the other schemes covered by this 
thesis as expressed in table 3.2

Table 3.2:  Financial characteristics of the ‘general’ public disability programs

 
Netherlands

WIA/WAO
Germany

SGB VI
Canada

CCP

1 Disability claims incidence rate 0.52% 0.48% 0.33%
2 Qualifying ratio 1.00 1.00 0.88
3 Average duration (years) 10.0 10.4 9.5
4 Average replacement ratio 0.56 0.31 0.32
5 Social charges, transaction costs etc. 1.13 1.09 1.01

6 Structural contribution rate =      
   (1) x (2) x (3) x (4) x (5) 3.3% 1.6% 0.9%

7 Timing differences 1.7% 0.0% 0.1%
8 Government grants 0.0% -0.4% 0.0%

9 Actual contribution rate =      
  (6) + (7) + (8) 5.0% 1.2% 1.0%

Source (WIA): UWV Kwantitatieve Informatie, Langetermijnraming WIA, WAO and WAZ, own 
calculations

The limitations of the schedule in table 3.2 are worth noting: whilst historic 
data are available for all three schemes, prognoses are not. Insofar they exist, 
they are not prepared on the same basis. This limits the comparability of 
the numbers somewhat.140 However, the differences are such, that some 
conclusions can be drawn.

140 Dutch f igures are based on historic data from the UWV and projections by the Ministry of 
Social Affairs (“SZW”); Canadian f igures are mainly based on the Actuarial Report CPP (2015); 
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It is worth noting as well, that the average replacement ratio differs from 
the way in which the replacement ratio is defined in the underlying legislation. 
First, it also reflects the fact, that some disability pensioners receive lower 
benefits because they are only partially disabled. This applies to the Dutch 
and German schemes. It has been ignored, because its impact is relatively 
minor. Second, it reflects the fact that disability incidence rates are not evenly 
spread over the various income groups (above, 2.5). Higher incidence rates 
among lower income groups lower the average replacement ratio.

Bearing these limitations in mind the following characteristics of the 
WIA program (compared to the disability programs of the other countries 
covered in this thesis) can be noticed:
– The disability claims incidence rate is high; this is all the more striking if 

one takes into account, that those who become entitled to benefits under 
the WIA scheme have been already been on sick pay for two years. The 
high incidence rate could reflect the fact that the Netherlands do not have 
a separate industrial injuries/workers’ compensation scheme like Germany 
and Canada. It is also possible that relatively broad definition of disability, 
in particular as regards the partially disabled (‘WGA’) plays a role.

– Separate qualifying rules do not exist; everyone on whose behalf 
contribution has been paid in principle qualif ies for benefits;

– The average duration is also relatively high as those who qualify for WIA 
benef its have already received sick pay during two years. That is not 
the case in the German and Canadian schemes covered in this thesis. 
Effects of increasing of pensionable age have not yet been taken into 
account in the schedule of table 3.2. They are expected to increase the 
average duration by some three years.

– The average replacement rate is relatively high.
– Transaction costs and social charges141 are specified in table 3.3. Transac-

tion costs appear to be high, but the German and the Canadian f igures 
are probably understated, as they are averages for the combined admin-
istration of disability- and old age pensions. In the Netherlands the two 
schemes are administrated separately. The – pro forma – combined 
transaction costs would amount to 1.35% of benefits.142

German f igures are based on historic data from the DRV.
141 Actual social charges are approx. 17.5% as opposed to the 7.0% presented in table. Other 
than Germany and Canada, the Netherlands charge social insurance contributions to – inter 
alia – disability benef its. For the purpose of comparability only health insurance contribution 
have been taken into account. 
142 Transaction costs of the Dutch public Old Age pension scheme amount to 0.31% of benef its 
(Jaarverslag SVB 2015, p. 101).
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– Timing differences f inally, are substantial; they reflect the very high 
claims incidence rates of the 1980s and the 1990s. Many of the people who 
qualif ied for disability benefits in those years are still on the scheme. In 
case of the Dutch programs the timing difference represent the paying 
off, of unfunded liabilities.

Table 3.3:  Specification social charges, transaction costs/other charges

Netherlands
WIA/WAO

Germany
SGB VI

Canada
CCP

1 Social charges 7.0% 6.9%  

2 Transaction costs/other charges 5.9% 1.7% 1.4%

3 Total = (1) + (2) 12.8% 8.6% 1.4%

3.1.8 Private insurance

In this paragraph we give an overview of the private market for income 
protection insurance. The following topics will be covered: Supervision, 
Supply, Demand, Products, Transaction Costs, Price, Distribution and finally, 
Size and Profitability.

Supervision
Prudential supervision of insurers (and banks) is assigned to the Dutch 
central bank, De Nederlandse Bank (“DNB”). Income protection insurance is 
classif ied as non-life insurance in the Netherlands. Annually DNB publishes 
‘technical accounts’ by class of business. In this way f igures on size and 
profitability of the income protection market are available.

Consumer protection is the responsibility of a different public body, the 
Autoriteit Financiële Markten (“AFM”).

Supply
Income protection business may be transacted by Dutch undertakings, 
branches of foreign undertakings and by foreign insurers on the basis of 
‘cross-border provision of services’. Only limited information on the latter 
two categories is available. Hereafter we limit ourselves to Dutch income 
protection insurers. For the purpose of this thesis this presents a good 
sample (in terms of market share) of the whole market.

In 2015 41 Dutch insurers transacted some kind of income protection 
insurance business. The top ten insurers had an aggregate market share of 
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86%. Taking into account (insurance) group structures, the top six groups 
had a market share of approx. 80%.143

Demand
Demand for income protection is usually defined in relation to the presence/
absence of public cover, and thus four sub-segments are being distinguished:
– Disability – individual: for the self-employed there is no public cover; 

the insurance industry offers ‘individual disability’ policies (including 
sick pay).

– Disability – group: as we have seen there is a ‘hybrid’ public scheme for 
disability of employees: it offers employers the opportunity to ‘opt-out’. 
Insurers offer group policies to cover this risk. This sub-segment includes 
insurances additional to the legal requirements, e.g. for higher disability 
benefits.

– Sickness – group: the sickness risk of employees is borne by the employers. 
Insurers offer group schemes to cover that risk. As we will discuss in 
more detail, mainly small and medium sized employers insure this risk 
(below, 3.3.2).

– Other: f inally there is still demand for individual accident cover, usually 
in relation to motor- or travel insurance.

The split by sub-segments is illustrated by graph 3.4. Premium volume has 
decreased in particular in ‘disability – individual’ during the last f ive years. 
Insurers attribute this to the depressed state of the economy.144

Products
Group (sickness- and disability-) insurance follows the legal def inition of 
sickness and disability. Cover usually includes provision for those employees 
whose remuneration exceeds the legal ceiling – currently approx. € 52,750 
p.a. (above, 3.1.6).

In the individual disability cover insurers are in principle free to set 
their price and conditions. The legal definition has been the starting point. 
Private insurers usually deviate in three ways from that def inition. First: 
‘inf irmity’ is always excluded. It refers to a situation that already existed 
before the start of the insurance.145 Second, whilst the public scheme ap-
plies a minimum disability of 35% (‘inability to earn more than 65% …’) 

143 DNB, table TS4, AOV-OZOV 2015.
144 Verbond (2014c), p. 25.
145 Wervelman (2009), p. 203.
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private insurance offers a range of possibilities in which 25% usually is the 
minimum. Third, insurers also offer a range of choices as regards ‘alternative 
jobs’. Private insurers did not follow the public scheme in the narrowing of 
the definition. Quite to the contrary, as of 1995 the ‘own occupation clause’ 
(‘unable to carry out his/her job’) was introduced for all professions.146 An 
insurance company that targets university graduates and professionals of 
a comparable level stated by way of example: “If a criminal lawyer loses his 
voice, he is 100% disabled under our policy conditions.” In this example the 
lawyer “would be offered retraining, but on a voluntary basis only.” (below, 
7.5.2). Alternative (narrower) definitions of risk can be agreed and will result 
in lower premium rates.

146 Amersfoortse (1995).

Graph 3.4:  Private income protection insurance; sub-segments
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Recently a number of insurance companies launched products in the 
individual market that are referred to as ‘budget disability insurances’. They 
differ from ‘standard’ policies in any of the following ways:
(1) Causes of disability are limited either by excluding certain causes (e.g. 

mental disorders), or by specifying those included (e.g. ‘critical illness 
insurance’).

(2) Cover is limited to a f ixed period of a few years – ‘standard’ policies run 
until retirement age of the insured.

The Supervisory Authority (“AFM”) has been critical of these ‘budget’ prod-
ucts: the contents of their criticism will be discussed hereafter (below, 3.2.2).

Transaction Costs
Transaction costs, in private insurance usually referred as ‘expense ratios’ 
(expenses as a percentage of gross earned premium) of disability insurers 
are presented in graph 3.5.

Whilst expense ratios vary wildly among the companies with smaller 
disability portfolios (below € 200 M. premium income), those of most larger 
companies are within the 20 – 30% band. Average market expense ratio 
is 23.8%, split in 12.5% ‘acquisition-‘ and 11.3% ‘internal costs’.147 A split 
at company level is not available. Companies that were prepared to give 
an indication of their internal cost levels (all € 200 M+), reported internal 
expense ratios around the 10% level. As the graph illustrates, there is no 
indication of economies of scale over € 200 M. premium income.

Price
The disability premium an insurer charges consists of a net premium – which 
reflects the risk – and a cost loading (which amounts to 23.8% on average, 
as we just have seen). Usually there are no specif ic profit loadings, these are 
implicit in the prudential assumptions on which the premiums are based.

There is a difference between group- and individual business. In group 
business rating depends on the size of the company: in small groups rates are 
based on risk factors such as age and occupation in that particular industry. 
For big business company experience is being used and in medium sized 
business a mix between the two.148

In individual business insurers rate the risks on the basis of three (clusters 
of) risk factors: age, job and health. As we have seen (above, 2.2.2), pricing 

147 DNB, Technische rekening schadeverzekeraars 2015, table 1.3-3; gross expenses expressed 
as percentage of gross earned premium.
148 a Dutch insurer (below, 7.5.6).
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on the basis of gender is not allowed since the end of 2012. Prior to that 
date premium rates for men and women were different. We will explain 
the rationale and content of each cluster briefly.

Age. It is a well-known fact, that chances of disability increase with age 
and chances of rehabilitation decrease. At the other hand the probable length 
of time disability benef its have to be paid decreases with age. Therefore 
premium rates increase up to a certain age and decrease thereafter. In theory 
it would be possible to structure premiums in such a way, that the insured 
pays increasing premium rates as his/her age progresses. That would raise 
premiums to prohibitive levels later in life. Common practice therefore, are 
policies that either have level premium rates or rates that increase only during 
the f irst ten years – in accordance with an expected career development. 
It is important to note that even when premium rates (premium expressed 
as a percentage of insured benefits) stay level, total premium may increase 
in line with the increase of the sum insured.

Job. The time that there was a limited number of well-def ined different 
occupations is long past. Insurers used to classify occupations into four 
classes. Class I being the low risk jobs like the occupational white collar and 
Class IV that of heavy manual labour. Gradually the classif ication has been 
ref ined. ‘Jobs’ are split into ‘activities’: the risk attributed to a salesperson 
who drives 20,000 km. p.a. differs from that of a salesperson who drives 
50,000 km. annually.

Graph 3.5:  Private income protection insurance; expense ratios
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Health. In our definition this risk factor includes apart from the obvious 
(medical preconditions etc.) also ‘life style’ (the insured is more exposed 
to health risks because of smoking, drinking or engaging in dangerous 
hobbies). ‘Life style’ is not taken into account by all insurers because it is 
notoriously vague: at the time of application the insured may visit the gym 
three times a week and drink only a few glasses of alcohol per week; that 
is no guarantee that he/she will not discontinue the visits to the gym and 
triple the alcohol intake later in life. It may not seem obvious to classify 
hobbies under ‘health’. It may, like lifestyle, affect future health: paragliding 
is riskier than collecting stamps. Applicants for disability insurance have 
to f ill in a questionnaire about their health. Graph 3.6 illustrates typical 
rates charged by Dutch disability insurers.

Graph 3.6:  Private income protection insurance; typical premium rates
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Distribution
The predominant distribution depends on the type of product. Individual 
policies are usually bought through a broker or direct. Group policies are 
usually bought through a broker. Large employers sometimes seek advice 
from more than one specialised advisor.

Numbers as regards size and profitability f igures of income protection 
market are available as from 2007.149 Graph 3.7 provides an overview. Mar-
ket size (expressed in premium income) has shown a decline to € 3.5 bn. 
(0.52% of GDP) in 2015. Prof itability showed a steep decline (from approx. 
+34% of premium income in 2007, to -7% in 2012) and a recovery to +13% 
in 2015. Private insurers usually aim for a profit margin of approx. 5-10% (of 
premium income) in income protection business. Measured against that 
yardstick, prof itability was high up to 2009. The losses in 2012 are mainly 
due to problems in the sub-segment of Disability (group) business. Causes 
of these problems will be discussed later (below, 3.4.5).

Some indication of market size and prof it levels prior to 2007 can be 
found in annual reports of companies specialised in income protection 
business.150 Both size, and prof itability have been very much influenced 
by the phased privatisation of the various public schemes. On the whole 
income protection business appears to have been very profitable.151

Size and Profitability
A full explanation for the prof itability in those years is hard to f ind due to 
the lack of data. We offer a reasoning that seems plausible. To some extent 
‘public’ and ‘private’ have been competing even before the introduction 
of the ‘hybrid system’ in 1998. In that ‘market’ the public scheme was 
the dominant player. The problems with the public disability program 
have already been described (above, 3.1.4). The consequence of those 
problems was, that the premium rates which the public scheme charged, 
were excessive when compared with private rates. Graph 3.8 illustrates 
the point; between the mid 1980’s and the mid 1990’s those with average 
or higher wages paid rates well above 10% (up to approx. 25%) of the 
insured benef it.

The rates charged by the public disability scheme provided insurers 
with an interesting mix of the opportunities. First, to offer rates that were 

149 Prior to that year ‘Income protection’ was included in ‘Accident and Health’ business, which 
also included ‘Medical Expenses’. 
150 Notably Amersfoortse Verzekeringen.
151 Annual reports Amersfoortse Verzekeringen passim.
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attractive to their clients: “up to several thousands of guilders p.a. cheaper 
than the public program.”152 Second, to build-up the know-how of a business 
they did not yet know. And finally, to make a handsome profit in the process. 
As the rates of the public scheme came down in the late 1990’s and thereafter, 
this type of competition became harder.153

3.1.9 Privatisation – introduction

As discussed before, privatisation was part of the set of measures that were 
taken by successive governments to bring DI-recipiency under control again 
(above, 3.1.5). In volume terms privatisation has been important: approx. 
half of all loss of income benef its are now being paid by private parties: 
employers and private insurers.154 If one takes into account that about a 
third of public disability benef its is in fact used for paying off unfunded 
liabilities, then the ratio is close to 60/40 (above, table 3.1 in 3.1.7).

152 Amersfoortse (1985).
153 Berkemeijer (1999) pp. 94-95, and 105 in Aarts et al. (1999).
154 Social insurance benef its amount to € 11.4 bn., those of private insurers and employers 
together € 11.7 bn. (Annex 7.1, sub 5.1)

Graph 3.7:  Private income protection insurance; size and profitability
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In the next paragraphs we will analyse the effects of the different types 
of privatisation: the disability risk of the self-employed (3.2), the ‘sickness 
risk’ of employees (3.3), the disability risk of employees (3.4) and f inally the 
‘de facto privatisation’ of the disability risk (3.5).

Graph 3.8:  Public disability program – contribution rates (as percentage of the 

insured benefit)
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graph, between 1967 and 1977 premium rates increased more or less in line with the number of 
people receiving benefits. Thereafter a reduction was put through for the lower incomes but at 
a very high price for the ‘modal’ and higher incomes. In 1984 the premium rates peaked and a 
gradual decrease began. As from 1998 rates became uniform again (and decreased further). In the 
years after 1993 the graph suggests a higher degree of accuracy than is realistic. Prior to that date 
disability benefits were expressed as a percentage of previous wage, after that date the picture 
became more diffuse as work experience etc. were taken into account. The margin of error will be 
not so substantial as to distort the graph. After 2005 the relationship with previous pay gradually 
becomes less important; premium as a percentage of insured benefits therefore has become less 
meaningful and figures have been omitted after that date.
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3.2 Privatisation of the disability risk of the self-employed

In the next paragraphs we will discuss the effects of the privatisation of 
the disability risk of the self-employed. The structure of 3.2 is as follows: 
the research questions formulated in 2.5 will be addressed in 3.2.1 to 3.2.10. 
Our f indings will be summarised in 3.2.11.

3.2.1 Nature of and rationale for privatisation

The disability risk of self-employed was covered by a public scheme between 
1976 and 2004. Its main characteristics were: 1) benef its were related to 
the level of the statutory minimum wage; 2) a deferred period of 52 weeks 
and 3) – in particular as of 1998 – an extreme redistributive effect: the 
maximum contribution was € 2,196 p.a. for an maximum insured benefit 
of € 11,332 p.a. – a premium rate of nearly 20%, whilst about half of the 
insured population (those earning up to € 11,332 p.a.) paid no contribution 
at all.155 The scheme was closed to new entrants in 2004.

At the time of the introduction of the program (in 1976) the rationale of 
public disability cover for the self-employed had been formulated in terms 
of ‘demand anomaly’-related arguments: disability was seen as a serious 
risk and penetration of private insurance against that risk had been low.156 
Some twenty years later the scheme for the self-employed was somewhat 
changed.157 At that stage two new arguments were added: f irst, in case of 
disability the uninsured could rely on public assistance, thus passing on 
the cost of cover to the community (the so-called ‘free rider problem’);158 
second, private insurers could not guarantee cover for everyone at ‘affordable 
prices’.159

In 2004 the government proposed to close the scheme to new entrants. 
The intended change entailed, that the disability risk of the self-employed 
would be completely transferred to the private sector. The arguments for 
closing the scheme were: 1) in a number of European countries the disability 
risk of the self-employed is not considered a state responsibility, 2) private 
cover is readily available and 3) the self-employed themselves consider the 
redistributive element and the contribution of the scheme as too high.160 In 

155 De Jong et al. (2009), pp. 6-7.
156 AAW, MvT pp. 42-43 (Kamerstukken 13 231, no. 3).
157 WAZ, law dated 24 April 1997.
158 E.g. Stiglitz (2000), pp. 130-133.
159 WAZ, MvT p. 13 (Kamerstukken 24 758, no. 3).
160 Wet einde toegang verzekering WAZ, MvT, pp. 2-3, (Kamerstukken 29 497, no. 3).
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other words: arguments related to ‘demand-anomaly’ and to the ‘free rider 
problem’ no longer played a role. Conversely, access to private insurance, 
was an issue to which the government had paid particular interest. After 
discussions with the insurance industry, insurers guaranteed access to dis-
ability cover for all self-employed, regardless of their health. This guarantee 
was given for a transitional period of time. Parliament had attached great 
value to this principle. As this was guaranteed, the bill was passed.

In the terminology of our conceptual framework privatisation of the 
disability risk of the self-employed is one in which there is a shift from 
‘public’ to ‘private’ at two levels. The State no longer is the risk carrier and it 
no longer decides about the extent of cover (above, 2.3.7). In our analysis the 
current situation of the self-employed will be compared with that before 
the 2004 changes.

3.2.2 Rational demand for disability cover

From the early 20th Century onwards, there has been a broad consensus 
that for most individuals it is rational to buy disability cover. “Insure your 
biggest asset: your earning power,” a German insurance company urges its 
prospective clients to do. It adds, that nobody doubts the need to insure a 
car worth € 40,000, whilst the value of future earnings could be as high as 
€ 864,000 – implying that there is even more reason to insure the disability 
risk.161 In general terms that may be a satisfactory answer, for the purpose of 
this thesis we have to refine the argument. We approach the matter starting 
with the conclusion of various studies, that disability cover is perceived to 
be expensive.162

As illustrated in graph 3.6 (above, 3.1.8), typical premium rates for dis-
ability cover range from 6-7% for ‘low risk’ jobs to 12-14% for ‘high risk’ 
jobs. Assuming a replacement rate of 70%, that would mean 4-6% and 
9-10% of income for ‘low risk’ and ‘high risk’ jobs respectively. As a rule of 
thumb self-employed should also annually reserve 10-15% of their income 
for retirement. Taking that into account, it is understandable that disability 
cover is perceived to be expensive, in particular for those in ‘high risk’ 
jobs. There can be little doubt, however, that the rates of current disability 
products reflect the insured risk properly or, in other words, that they offer 
‘value for money’. There is full competition and there is no indication of 
excessive prof itability (above, 3.1.8). Two alternative approaches to this 

161 For someone aged 27, earning net € 1.800 per month (Württembergische Lebensversicherung).
162 Examples quoted in De Jong et al. (2009), p. 24.
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problem will be explored. First, the market offers the right products; the 
insurance premium is the price of the risk and should be factored into 
the price of their product or service. Second, there are gaps in the product 
range the market offers; existing products may offer ‘value for money’, the 
self-employed just seek less cover (or ‘value’).

The market offers the right products; risk to be factored into price of 
product/service
This possibility f its the economic theory of allocating resources eff iciently. 
It is conditional upon the market in which the self-employed offer their 
goods/services functioning well. However, there are doubts, whether that 
is the case. Not all self-employed have the negotiating power to factor the 
disability risk into their prices.163 Undesirable as that may be, it does not 
change rational demand for disability insurance. Solutions should be sought 
outside the area of insurance.

There are gaps in the product range the market offers: the self-employed 
seek less cover
Earlier we mentioned ways in which the insurance industry seeks to meet 
demand for cheaper (or ‘budget’) disability insurance (above, 3.1.8). We 
will test the main categories of products against the incidence-severity 
matrix we quoted in our conceptual framework (above, table 2.1 in 2.1.2 ). 
We concluded in 2.1.2, that insurance of high incidence claims is expensive 
and that high incidence/high severity claims are an indication, that there 
is a problem that has to be addressed prior to taking out insurance.

‘Budget disability insurance’ mainly comes in two forms: f irst, the period 
of benefit payment is limited,164 second, the number of causes of disability 
is limited. A third and a fourth form would be conceivable: narrowing the 
def inition of disability and lowering the replacement rate.

Limiting the period of benefit payment. There are a number of alternative 
forms. First, cover ends before normal retirement age. Second, the deferred 
period is extended. Third, benefit payment is limited to a period of – say 
– f ive years regardless of the age of the insured.

The f irst alternative, cover ends before normal retirement age, requires an 
explanation. There is a phenomenon that could be labelled as ‘occupational 

163 Hasekamp et al. (2015), p. 64.
164 There are also products, that shift part of the premium burden to later years. These products 
may be useful to the self-employed that just started, but they do not make cover cheaper and 
therefore are not taken into account in this analysis.
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wear and tear.’ In some jobs that require heavy physical labour, virtually no 
one works until normal retirement age; tilers and plasterers are well-known 
examples. “No plasterer works until the age of 60,” as one insurer put it. A 
combination of heavy physical labour and advanced age thus results in a 
very high claims incidence. As we have seen, high incidence is an indication 
that insurance is not the right solution. In these cases early retirement 
might be a rational choice: from a certain age onwards it will be cheaper, 
as it saves the cost of medical assessments. Private insurers take a similar 
approach and usually do not accept disability cover for ‘high risk’ jobs 
beyond the age of sixty.

The second alternative, an extended deferred period, could also be a 
rational choice as it takes out high incidence/low severity cases: short 
term illnesses.

The f irst two alternatives have in common, that part of the risk is trans-
ferred to the insured and that the saving therefore, is less than the amount of 
the reduction in premium. As regards the short term illnesses that will rarely 
be a problem: the risk is small compared to the normal business risks that 
the self-employed run. Early retirement is a different matter. A bricklayer 
who takes out a disability insurance that ends at the age of 60, will have to 
make provision for the case that he/she cannot do his/her job beyond 60.165

The third alternative, benefit payment for a limited period of time, is of 
a different nature. It not just takes high incidence cases out, but also low 
incidence high severity cases: the insured may have recovered in f ive years’ 
time and/or found an alternative occupation, but that will not necessarily 
be the case: the insured takes a ‘gamble’.

Limiting the causes of disability. We mentioned two examples: f irst so-
called ‘critical illness’ policies and second policies that exclude mental 
disorders (above, 3.1.8). The Supervisory Authority (“AFM”) has been critical 
of these ‘budget’ products: “For most clients these products serve no purpose 
… for specif ic groups that could be different … in those cases good advice is 
essential … there are certain policies that exclude so many medical disorders, 
that … it is unclear for what type of clients they were developed.”166 Two 
examples of policies of which it is doubtful whether they are ‘useful’ are 
given. First, policies that exclude mental disorders for professionals that 
work in a stressful environment. And second, ‘critical illness’ policies that 

165 As we will set out later, the position becomes different, if he/she would plan for a ‘second 
career’ (below, 3.4.2)
166 www.afm.nl; Klantbelang Centraal Dashboard – onderzoeken naar arbeidsongeschiktheids-
verzekeringen.
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provide cover for rare forms of cancer but exclude cover for the more frequent 
ones. The AFM emphasizes the importance of the role of the intermediary. 
Disability insurance is complicated and therefore the client has to be able 
to rely on the advice of the intermediary.167 One can only wholeheartedly 
agree with the ‘transparency’ argument; customers have to have a very 
clear view of what they are insuring. That does not imply, that the other 
comments are correct as well.

Tested against the incidence-severity matrix ‘critical illness’ policies 
do not seem to meet the criterion of rational demand. The insured takes a 
‘gamble’ by leaving some low incidence/high severity cases uninsured. In 
that respect the criticism of the Supervising Authority is understandable. 
The matter is not clear cut as regards the coverage of mental disorders. 
The normal def inition of disability includes both ‘severe’- and ‘moderate 
mental disorders’, also referred to as ‘hard-’ and ‘soft mental disorders’.168 
‘Schizophrenia’ is usually seen as an example of the f irst, ‘adjustment 
disorders’ as an example of the second category. In view of the fuzziness 
of the def inition of moderate mental disorders and the high incidence of 
these, the behavioural effects in this type of cover will be relatively high. 
Excluding mental health could save someone in a ‘high risk’ job approx. 13% 
in premium, and someone in a ‘low risk’ job, approx. 30%. It is understand-
able, that some clients are happy to take the ‘gamble’ and opt for cover that 
excludes mental disorders.

The intermediate conclusion has to be, that the type of ‘budget policies’ 
described above, do not exactly match rational demand for less ‘value’: 
they either transfer part of the risk to the insured, or leave some – possibly 
serious – gaps in the cover. That is not the case with a third type of ‘budget 
policy’ – not described earlier.

Narrowing the definition of disability: extending the range of alternative 
jobs. Standard cover in Dutch private disability insurance is based on the Own 
Occupation clause (“Beroepsarbeidsongeschiktheid”): someone is disabled if 
he/she cannot do his/her previous job anymore. The – slightly – cheaper 
alternative is based on the Any Occupation Clause (“Passende arbeid”): the 
insured is neither able to do his/her previous job, nor any comparable job. 
This saves the client some 10% in premium. Tested against the incidence-
severity matrix, there is nothing wrong with these more limited types of 
cover: it takes out an element of ‘luxury’. Someone may not like the idea 
of having to do a different type of work. If he/she could, it is a luxury to 

167 AFM (2011), passim.
168 Respectively OECD (2012a) and De Jong et al. (2013).
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opt for an insurance that nevertheless pays out a benef it. In that respect 
there is perhaps a ‘gap’ in the market. There is not yet a Dutch alternative 
to the German Essential Abilities insurance in which disability is def ined 
in terms of loss of certain abilities (e.g.: sight, hearing, use of arms, legs 
etc.; below, 4.1.8). Possibly insurers are not inclined to offer these types of 
products in view of the strong criticism from the Supervising Authority of 
‘budget products’.169

The importance of the role of the State in the definition of disability has to 
be underlined. Private insurers always face the risk of negative publicity if they 
decline a claim, even if this is in accordance with the policy conditions. Their 
natural reaction is to broaden cover (and as a consequence raise the premium). In 
the case of disability the definition in the public scheme “serves as a ‘benchmark’” 
as one insurer puts it.170 If, as is argued, there is demand for ‘budget’ disability 
policies with a limited definition of disability, the best way to achieve this, is 
that the State sets the example and the Supervisory Authority follows.

Lowering the replacement rate. Public disability programs were introduced 
when the male breadwinner was the norm and cover was tailored to that 
situation. In most cases a replacement rate of e.g. 70% meant that disability 
of the breadwinner would reduce family income by 30%. The situation is 
very different today: ‘double income’ has become prevalent among couples. 
In case of disability of one partner a replacement rate of 70% reduces income 
of the couple by less than 30%. Formulating rational demand in these cases 
is complicated: not everyone has a partner and insofar one has, shares in 
the joint income may shift and the relationship may not last. It is clear, 
however, that ‘double income’ reduces size of the disability risk and thus 
rational demand.

In summary: disability insurance is a rational choice for the vast majority 
of working people; possible exceptions are the very wealthy and those who 
are about to retire. ‘Double income couples’ may need less disability cover 
than ‘single earners’. The fact that disability insurance is perceived to be 
expensive by some self-employed, indicates that there is – rational – demand 
for disability insurance with a limited definition of disability. Private insur-
ance could meet demand for more limited cover, but in practice needs the 
endorsement by the State.

169 De Jong et al. (2009, p. 82) interviewed a number of uninsured persons and asked them 
which type of disability cover they would prefer and at which price in the hypothetical case 
that they would take out insurance. Most preferred broad cover but were only prepared to pay 
a premium that was well below market rates. Our approach of rational demand implies a choice 
between real alternatives.
170 a Dutch insurer (below, 7.5.2).
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3.2.3 Effect on cover

The question to be addressed consists of three different elements: extent 
of cover, flexibility and adaptability. As regards each of these elements the 
situation before and after the 2004 changes will be compared.

Extent of cover. In most cases private insurance offers broader cover 
than the public scheme did: the def inition of disability is wider (‘Own 
Occupation’ as opposed to ‘Any Occupation’) and the replacement rates for 
most are higher. Nevertheless this can hardly be considered as effects of 
privatisation. Cover provided by the discontinued scheme was so limited, 
that many took out supplemental private insurance before. The effect of 
privatisation on the extent of cover can be rated ‘negligible’ (‘0’).

Flexibility in cover. Flexibility was def ined as the possibility to tailor 
cover to individual demand (above, 2.5). In the privatised public scheme 
for the self-employed cover was uniform and consequently not f lexible. 
In the private insurance market for the self-employed competition has 
resulted in various new types of cover with lower premium rates.171 There 
is choice between extensive cover at a high price or limited cover at a low 
price (and anything in between) and in that respect cover can be tailored 
to individual demand. Flexibility is not complete, however. We mentioned 
that the Supervising Authority (“AFM”) has been critical of some of these 
budget products and that some of that criticism is not justif ied in our view 
(above, 3.2.2). The effect of privatisation on the f lexibility of cover can 
therefore be rated ‘positive’ (‘+’).

Adaptability. Adaptability was defined as the possibility to change cover 
quickly if circumstances so require (above, 2.5). In particular the exposure 
to behavioural effects makes adaptability relevant in disability insurance 
(above 2.4). Decisions to change the conditions of private insurance are 
limited only by the length of the contractual period. If there is agreement 
between insured and insurer, changes can take place – so to say – overnight. 
By contrast change in public cover requires legislation and that is a lengthy 
process. The mere process of legislation is not the only impediment to 
quick changes. It took the Dutch legislator about twenty f ive years to get 
the public disability program under control again (above, 3.1.5). Analysis of 
political processes is outside the scope of this thesis and we limit ourselves 
to offering two hypotheses. First, there is the effect of PAYG f inancing: it 
takes a long time before possible variances with the anticipated cost become 
substantial and thus visible. As a result policymakers can be tempted to 

171 De Jong et al. (2009), p. 50.
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delay a decision.172 Second, in public insurance politicians represent both 
the insurer and the insured. That dual role makes seeking a balance between 
extent- and cost of cover more complicated.

Whatever the reasons of the slow decision process in public insurance, 
the effect of privatisation on the adaptability of cover can be rated as very 
positive (‘++’).

3.2.4 A double charges problem?

It was decided to leave the ‘tail’ charges, estimated at € 3.0 bn. (after deduc-
tion of the available net assets), with the public system.173 Effectively they are 
being paid for by employers, but the amounts are relatively unimportant.174 
Run-off is expected to last until 2040 – 2050 as illustrated in graph 3.9. 
Benefits paid and recipiency will run off broadly parallel. Its effect can be 
rated ‘negligible’ (‘0’).

3.2.5 Market failure?

In this paragraph we will f irst describe in general terms how the private 
insurers reacted to privatisation. Subsequently we will address the question 
whether privatisation of the disability risk has resulted in market failure.

Reaction private insurers
To private insurers the closing of the public scheme for self-employed opened 
new market opportunities and was welcomed as such. It did not imply 
a structural change, however. After all the public program had offered 
protection of a very limited nature, and all the self-employed who earned 
more than the minimum wage had been potential clients even before the 
scheme was closed.

Market failure?
In accordance with the theory of market failure, we split the question into 
two parts (above 2.2.6). First, are there any signs of supply disappearing? 
Second, can that (non) disappearing of supply be explained on the basis of 
the absence/presence of information asymmetry.

172 This is not a consequence of PAYG per se; regular actuarial reports on future f inancial 
developments, as are being prepared in Canada, can mitigate the effect (below, 5.1.3).
173 After deduction of € 0.5 bn. ‘net assets’ of the scheme; De Jong et al. (2009), p. 8.
174 € 186 M. out of a total of € 8.975 M. in 2014 (UWV, 2015d, p. 67, Tabel IV, 4). 
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An indication of the development of supply can be found in the develop-
ment of premium volumes in this market segment. Between 2010 and 2015 
premium volume dropped from € 1.7 to € 1.3 bn., an average decrease of 
4.8% per annum.175 Insurers attribute the decline to the depressed state of 
the economy (above, 3.1.8). A study of earlier date supplements this view: 
competition in this market segment has increased and regularly new and 
cheaper products are being introduced.176 In summary there are no signs 
of supply disappearing.

This takes us to the second step: can the fact that supply did not disap-
pear be explained by an absence of information asymmetry? A distinc-
tion was made between two forms of information asymmetry: adverse 
selection and moral hazard or behavioural effects as we refer to the latter 
phenomenon.

Adverse selection. There is consensus among the insurers we interviewed, 
that adverse selection exists: the ‘unhealthy’ are more inclined to insure 
than the ‘healthy.’ This is not seen as a serious threat, however; the proposal 
form with a number of questions – in some cases followed by medical 
examination – offers suff icient protection. In our conceptual framework 
we suggested that – in general terms – adverse selection would not result 

175 Annex 7.1, sub 3.2, ‘disability – individual’.
176 De Jong et al. (2009), p. 32.

Graph 3.9:  Run-off DI-schemes for the self-employed (“WAZ”) and employees 
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in market failure if premium rates have been suff iciently differentiated 
and – consequently – less average (above, 2.2.6).

The way in which insurers assess and price risks appears to conf irm 
that this is the case in this market. As we have seen (above. 3.1.8), insurers 
differentiate their premium rates generally on the basis of three (clusters 
of) risk factors: age, job, and health. The f irst two can be accurately as-
sessed and their impact on the eventual premium is quite substantial. 
As graph 3.6 (above, 3.1.8) illustrates premium rates vary with age and 
‘high risk’ jobs are charged a premium that is nearly twice as high as a 
‘low risk’ jobs. To a lesser extent, this applies to the risk factor ‘health’ 
as well. Premium rates are not as differentiated, but information from 
the application form or the medical examination can result in either 
higher rates or lower cover for above average risks. Consequently, adverse 
selection has been reduced to manageable levels and the conditions for 
market failure as a result thereof have largely disappeared from the Dutch 
market for disability insurance.

Behavioural effects. As we have seen the impact of behavioural effects, on 
the public scheme has been substantial (above, 3.1.4). There is no indication, 
that the situation in private insurance was anywhere close to that. Behav-
ioural effects are kept under control by measures like strict underwriting and 
claims handling. This provides a reasonable explanation why good risks are 
not driven out of the market as a result of a high behavioural effects either.

The above seems to be a plausible explanation why there are no signs of 
supply in the private market for disability insurance disappearing. This does 
not mean, that everyone can buy cover. In 2009 a study found, that 3% of 
proposals for disability cover are being declined by insurers and that in 8% 
of the cases the clients do not accept special conditions (higher premium 
and/or limited cover) imposed by insurers.177 The guarantee that private 
insurers offered at the time the public scheme closed, no longer exists 
(above, 3.2.1). Nor does it mean, that the market meets demand for ‘budget’ 
products; a strong endorsement by the State would be necessary to make 
that happen (above, 3.2.2). However, the effect of privatisation on market 
failure as def ined in our research question, can be rated as negligible (‘0’).

3.2.6 Demand anomalies?

The fact that rational people should buy disability cover (3.2.2) combined 
with the fact that they could (3.2.5), does not mean that they actually do. 

177 De Jong et al. (2009), p. 99.
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Various studies estimate that about 50% of the self-employed have taken 
out private insurance.178 Insurance penetration increases with the level of 
income and with the number of years as a self-employed.179

However, it does not mean that the other 50% should have bought insur-
ance cover as well. In theory this phenomenon could be the result of (any 
combination of) lack of rational demand and demand anomalies. Studies on 
the subject have identified reasons why people do not insure: low purchasing 
power or other forms of protection (e.g. a partner with a job or private 
wealth).180 In a recent study Berkhout et al. estimate that some 18% of the 
self-employed would have insufficient alternative sources of income in case 
of short term disability and some 27% in case of long term disability. These 
percentages vary by type of self-employed and with the level of income. The 
authors acknowledge that theirs is a crude estimate because precise data 
as regards the levels of insurance protection are not available.181

Based on the above the conclusion has to be that demand anomalies do exist 
but that there is a difference between high- and low-income earners (noting that 
the conclusions will not necessarily apply to all members of both categories).

High income earners. This category contains most owners of small f irms 
(the so-called DGA’s; below, 3.5.1), but also professionals like lawyers, audi-
tors, medical doctors etc. They tend to have professional advisors. Profes-
sionals are often partners of f irms which compel their partners to insure 
this risk. One can assume that demand anomalies in this category are few.

Low income earners. This category is more heterogeneous than the f irst. 
An important sub-category are the so-called “ZZP”, self-employed without 
staff. We will deal the ZZP in more detail hereafter (3.5). Demand anomalies 
mainly occur in this category of the self-employed.

Summarising and with the reservations made above, the effects of 
privatisation on demand anomaly can be rated as follows: high income 
earners: negligible (‘0’), low income earners: negative (‘-’).

3.2.7 Effect on price of cover

A direct comparison of prices before and after privatisation yields little 
information. This is a consequence of the extreme level of vertical equity of 
the closed scheme. De Jong et al. (2009) found, that everyone earning € 40,000 

178 Inter alia: De Jong et al. (2009), pp. 89-90, SER (2010).
179 Berkhout et al. (2016b), pp. 26-27.
180 De Jong et al. (2009), pp. 89-90.
181 Berkhout et al. (2016b), pp. 32-38.
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and more would f ind private insurance cheaper, and everyone earning 
€ 20,000 or less was better off in the public scheme. More meaningful (but 
for the lack of data more qualitative than quantitative) is a look at the ‘cost 
factors’: prevention, rehabilitation, control and transaction costs.

Box 3.3:  Private insurers on prevention
Insurer A: “We do not do a lot on prevention; it is difficult. … The client … would 
regard our involvement as threatening. It would also be difficult to check.” 
(below, 7.5.8).
Insurer B: “We don’t do anything in that respect. It is no use putting that to the 
client” (below, 7.5.8).
Insurer C: “Employers are only going to incur cost [on prevention] if the law 
requires them to do so.” (below, 7.5.8).

Prevention. Out of 6 Dutch insurers who answered the question on their role 
in this matter, 5 said that they do not impose prevention measures (examples 
of their comments in box 3.3). One insurer answered that they advise their 
clients on preventative measures (but do not impose these).182 The effect of 
privatisation on prevention can therefore be rated as neutral (‘0’).

Rehabilitation. Private insurers indicate that they invest in rehabilitation 
of the insured. They have every interest to do so (see box 3.4).183 Convincing 
as these arguments may sound, they do not justify the conclusion that this is 
an effect of privatisation. We formulated two conditions for comparability: 
the characteristics of the insured population and the definition of disability 
remain unchanged (above, 2.6). It is doubtful whether the f irst condition 
has been met; it is certain that the second is not. The effect of privatisation 
on rehabilitation has to be rated as unknown (‘?’).

Control. There are no data available as regards ‘control’ of behavioural 
effects in private insurance of self-employed. The effect of privatisation on 
control therefore has to be rated as unknown (‘?’).

Transaction costs. In 2003, the last full year prior to closing of the scheme, 
transaction costs of the public scheme amounted to 10.4% of benef its.184 
On average private insurers have cost loadings of 23.8% (above, 3.1.8).The 
difference is so substantial that the lack of full comparability can be ignored. 

182 Annex 7.5.8.
183 By contrast the UWV, the State Agency, have a backlog of some 150,000 cases that have to 
be reassessed. The backlog is the consequence of government imposed cutbacks in expenses. 
Apart from that the UWV management do not see it as part of their ‘business model’ to manage 
the proceeds of reassessments (Frits Paling, quoted in the Financieel Dagblad dated 07.07.2016).
184 UWV (2003d), p. 110: transaction costs of € 52 M. on benef its of € 501 M. 
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The difference can be attributed to the fact that private insurers have acquisi-
tion costs and the public scheme has not. The effect of privatisation on 
transaction costs can be rated as strongly negative (‘--’).

Box 3.4:  Private insurers on rehabilitation
Insurer A: “To private insurers costs of rehabilitation are considered in relation to 
the discounted value of the benefits.” (below, 7.5.9)
Insurer B: “Sometimes we invest even more in rehabilitation than is justified in 
economic terms.” (below, 7.5.9)
Insurer C: “We do a lot on rehabilitation. It is an economic necessity to do so. We 
have our own people that manage the case with the help of external experts.” 
(below, 7.5.9)

3.2.8 Effect on risk solidarity

We defined ‘risk solidarity’ as the situation in which the risk prof ile con-
nected with health, age and gender of insured parties is not reflected in the 
premium-/contribution rate. Rates that differ by industry or occupation are 
not considered an infringement of risk solidarity (above, 2.5).The public 
scheme for the self-employed met that criterion. As we have seen, private 
insurance differentiates its rates on the basis of the risk prof ile of their 
clients. We found that ‘job’, ‘age’ and ‘health’ are the most important of 
risk factors in disability insurance (above, 3.1.8). In other words this type of 
privatisation has resulted in disappearance of risk solidarity and the effect 
of privatisation can be rated negative (‘-’).

One issue is worth noting. The undifferentiated contribution rate of 
the public scheme also implied ‘solidarity’ between the ‘low risk-’ and the 
‘high risk jobs.’ The fact, that this ‘subsidy’ has disappeared, has to be rated 
positively as will set out below (3.2.10).

3.2.9 Effect on redistribution of income

We defined a redistributive effect of an insurance scheme as the situation 
in which the contribution rate increases with income (above, 2.5). The 
closed scheme for the self-employed met that criterion in the extreme, 
albeit within a small range of incomes – the maximum benefit amounted 
to € 11,332. (above, 3.2.1). That transfer from ‘rich’ to ‘poor’ has ended as 
a result of privatisation. In view of the low maximum cover the effect of 
privatisation on redistribution can thus be rated negative (‘-’) rather than 
strongly negative.
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3.2.10 Other effects

One other effect of privatisation can be mentioned: identif ying and 
pricing of risks. Private insurance aims to set its rates in accordance 
with the risk insured. This is the mirror image of risk solidarity and/or 
redistributive effect which are unique to social insurance. Considered in 
isolation identifying and pricing of risks is benef icial. It contributes to an 
appropriate allocation of risks to self-employed in different occupations. 
Premiums of the relatively ‘safe’ jobs no longer subsidise those of the 
‘unsafe’ ones. It provides an incentive to contain the risk and insofar 
this is impossible or unsuccessful, it contributes to a Pareto eff icient 
allocation of resources, because the risk has to be priced into the product. 
The trade-off between the advantages of identifying and pricing of risks 
accurately and those of risk solidarity and/or redistributive effect is a 
matter of political preference and as such outside the scope of this thesis. 
In this paragraph we merely look at the extent to which privatisation has 
resulted in pricing in accordance with the risk. The privatised program 
for the self-employed used to have uniform contribution rates; private 
insurers price in accordance with the risk. Consequently, the effect of 
privatisation on identifying and pricing of risks can be rated as very 
positive (‘++’).

3.2.11 Summary

The f indings of the previous paragraphs are summarised in table 3.4.

3.3 Privatisation sickness risk employees

In the next paragraphs we will discuss the effects of full privatisation of 
the sickness risk of employees. The structure of 3.3 is the same as that of 
3.2: we will address the research questions formulated in 2.5 (3.3.1 to 3.3.11) 
and summarise our f indings in 3.3.12.
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Table 3.4:  Effects of privatisation; disability risk self-employed

full privatisation disability risk 
of the self-employed

high income low income

Cover
extent 0 0
flexibility + +
adaptability ++ ++

Double charges 0 0
Market failure 0 0
Demand anomalies 0 -
Price    

prevention 0 0
rehabilitation ? ?
control ? ?
transaction costs -- --

Risk solidarity - -
Redistribution of income - -
Other    

identifying and pricing risks ++ ++

3.3.1 Nature of and rationale for privatisation

The sickness risk of employees had been covered by public insurance since 
1930 (above, 3.1.2). This risk was transferred to the private sector in a number 
of steps: in 1994, 1996 and 2004 respectively. Privatisation was structured as 
a statutory obligation of the employer to continue paying 70% of the agreed 
wage up to 104 weeks.185 Under most collective labour agreements this statu-
tory obligation has been topped up to 100% as regards the f irst 52 weeks.186 
We already mentioned, that privatisation does not include the ‘employees 
without employer’ who are entitled to sick pay. They are still covered by the 
public scheme (above, 3.1.6). Since 2013 employers have the opportunity to 
‘opt-out’ of this public scheme as well. This change in legislation is too recent 
for its effects to be known; consequently, these will be ignored in our analysis.

185 In October 2015 the government announced, that it would propose changes to the current 
legislation. It is the intention to reduce this statutory obligation to 52 weeks for employers 
employing up to ten staff. As the exact nature of the change, let alone its effects, are not yet 
known, only the effect of the current structure is being discussed.
186 Veerman et al. (2006), p. 14.
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‘Sickness’ has to be read in the broadest sense of the word: it includes 
short term (up to two years) disability as a result of inf irmities or accidents 
(above, 3.1.6). Until 1994 the border between ‘sickness’ and ‘disability’ was 
a duration of 52 weeks, since 2004 it has been 104 weeks.

Privatisation of the sickness risk was part of the general policy to reduce 
“volume and cost of social security.”187 The view was, that reduction of 
sickness would also reduce the entries in the public disability program. The 
government gave two specif ic arguments for the proposed changes. First, 
that a better allocation of ‘social costs’ would give the employer an incentive 
to invest in prevention of sickness and in rehabilitation. Second, that there 
was no need for the government to step in, as the private insurance market 
[for the sickness risk] functioned well.188 Access to private insurance was 
seen as a condition for the changes and the government promised that there 
would be “full access to the private insurance market, without selection and 
regardless of the size of the enterprise.”189 Consultation with the Association 
of Insurers had convinced the government, that this undertaking could 
be given and that premium rates would not be excessive.190 Some 15 years 
later a responsible minister would add a third argument: privatisation had 
put an end to ‘money swapping’ between employer and (public) insurer for 
relatively small amounts.191 In 2004, when sickness cover by the employer 
was extended from 52 to 104 weeks, similar arguments were used. It would 
provide a further incentive for the employer to “invest in rehabilitation.”192

In the terminology of our conceptual framework privatisation of the sickness 
risk of employees is one in which – from the perspective of the employee – 
there is a shift from ‘public’ to ‘private’ at one level. The State no longer is the 
risk carrier but it still decides about the extent of cover. From the perspective 
of the employer the latter has been transferred to the private domain as 
well (above, 2.3.7). In the analysis of this type of privatisation, the situation 
of employers and employees after 2004 will be compared with the one that 
existed before 1994. As the protection of employees did not change materially, 
the emphasis will be on the perspective of employers; only as regards ‘rational 
demand’ (below, 3.3.2) that of the employee will be addressed as well.

187 WULBZ, MvT, p. 1 (Kamerstukken 24 439, no. 3).
188 WULBZ, MvT, pp. 1-2 (Kamerstukken 24 439, no. 3).
189 WULBZ, MvT, p. 10 (Kamerstukken 24 439, no. 3).
190 WULBZ, MvT, pp. 17-18 (Kamerstukken 24 439, no. 3).
191 P.H. Donner at a symposium organised by the Financieel Dagblad in Amsterdam on 
20 April 2009.
192 VLZ, MvT p. 8 (Kamerstukken 29 231, no. 3).
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3.3.2 Rational demand for sickness cover

The question what rational demand for sickness cover would be, can be 
looked at both from the perspective of the employee and that of the employer. 
We will use the incidence-severity matrix as set out in our conceptual 
framework (above, table 2.1 in 2.1.2).

From the perspective of the employee sickness is a risk for which a rational 
person would usually buy insurance cover: claims incidence is high and severity 
can be high. The latter follows from the legal definition of sickness: it can last 
up two 104 weeks and thus the maximum loss of income can be twice the 
annual wage. The question can be raised whether there should not be a deferred 
period of a few days. The law allows a deferred period of two days, if parties 
so agree. Dutch trade unions have rejected proposals in that direction in the 
majority of cases; only 21% of employers use that possibility.193 The argument 
has been, that any form of ‘deductible’ hits the lower paid disproportionally.

From the perspective of the employer matters are different. Size of the firm 
(expressed in terms of number of staff) affects rational demand. In general 
terms: the smaller the firm, the more erratic claims experience will be. Three 
elements play a role. First, the Law of Large Numbers: the larger the number 
of staff, the less likely it is that claims incidence will deviate from the average 
(above, 2.2.3). Second, research has shown that small firms usually face lower 
claims incidence, but longer average sickness leave.194 Third, smaller f irms 
usually are less flexible as regards replacement and as a result face higher 
additional costs for replacement etc.195 Differences between small and large will 
be discussed in more detail hereafter (3.3.11). However, it will be clear, that – in 
general terms – the smaller the firm, the more insurance cover it should buy.

3.3.3 Effect on cover

The question to be addressed consists of three different elements: extent 
of cover, flexibility and adaptability. As regards each of these elements the 
situation after 2004 will be compared with the one that existed before 1994.

Extent of cover. Prior to 1994 employers were fully covered by social 
insurance. Insofar they opt for full private cover (they don’t have to, as we 
have seen), there is no change in cover. The effect of ‘privatisation’ on the 
extent of cover can be rated as negligible (‘0’).

193 Brummelkamp et al. (2014), p. 33.
194 Study by K-O. Lindgren quoted in De Jong et al. (2014) p. 11.
195 De Jong et al. (2014) p. 11.
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Flexibility in cover. Flexibility was defined as the possibility to tailor cover 
to individual demand (above, 2.5). Public cover prior to privatisation was 
uniform and consequently not flexible. As we will see (below, 3.3.5) there is 
a great variety of products on the market that cover the sickness risk of the 
employer. In particular the choice in deductibles contributes to the efficiency, 
as it can prevent useless money-swapping between insurer and employer. 
Other than is the case as regards disability cover for the self-employed (above, 
3.2.3) there are no signif icant limitations to flexibility. Therefore the effect 
of privatisation on flexibility of cover can be rated as very positive (‘++’).

Adaptability. Adaptability was defined as the possibility to change cover 
quickly if circumstances so require (above, 2.5). In principle the effects 
of privatisation on adaptability are similar to those as regards the self-
employed: private cover can be changed much more quickly than its public 
equivalent (above, 3.2.3). However, compared to the self-employed there 
is one difference. Although we look at the matter from the perspective of 
the employer, the underlying risk (sickness of the employee) is def ined by 
legislation. Private insurers therefore effectively have less freedom to change 
cover. Rather than ‘very positive’ as in the case of the self-employed, the 
effect of privatisation on adaptability can be rated as positive (‘+’).

3.3.4 A double charges problem?

The issue did not play a role in the case of the privatisation of the sickness 
risk. First, sickness has – by definition – a short ‘tail’. Second it was privatised 
in a number of steps. Its effect can be rated ‘negligible’ (‘0’).

3.3.5 Market failure?

We will f irst describe in general terms how the private insurers reacted to 
privatisation. Thereafter the question whether privatisation of the sickness 
risk has resulted in market failure will be addressed.

Reaction private insurers
In 1995 the most important part of the risk of ‘sickness’ was transferred to 
the employer. Parliament sought to guarantee access to private insurance 
for ‘all’. An agreement to that effect was reached with private insurers. 
Sickness of employees is a risk that can – by nature – be covered by group 
contracts. Selection, therefore, hardly played a role. Employers had been 
paying some € 2 bn. in contributions under the Sickness Act. It was estimated 
that about 25% or € 0.5 bn. would flow to the private insurance market. On 
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a non-life market that amounted to approx. € 13 bn. at the time, that was an 
important increase.196 Volume estimates turned out to be broadly correct, 
but the f inancial results were bad; the market reported serious losses in 
1996, 1997 and 1998.197 Two causes of the losses have been mentioned. First, 
as we will see ‘de facto’ privatisation of the disability risk of employees in 
1993 had been very prof itable (below, 3.5.1). A number of insurers that had 
missed out on this bonanza, were determined not to let that happen again. 
This resulted in extraordinary f ierce competition.198 Second, unfortunate 
timing. Absence through illness increased from 4.7% in 1996 to 5.0 % in 
1998 and even further thereafter.199 (The increase would f low through 
in disability benef it entries as there is a strong link between the two). 
This was the opposite of what had happened between 1992 and 1995 when 
disability incidence declined. By 1999 prof itability in this class of business 
was restored.200

Insurers offer a broad range of products: from full cover (for small 
companies) to stop loss cover (for medium sized companies). Fine tuning 
in the desired amount of cover is achieved by varying the deductibles.201 A 
distinction on a different level is, that between policies that offer compensa-
tion of sick pay only and policies that offer all kinds of additional services 
like rehabilitation of sick employees etc.202

Market failure?
In accordance with the theory of market failure, we split the question into 
two parts (above 2.2.6). First, are there any signs of supply disappearing? 
Second, can that (non) disappearing of supply be explained on the basis of 
the absence/presence of information asymmetry.

Access to the private insurance market at reasonable prices had been 
a precondition for privatisation and the government at the time went to 
great lengths to secure this (above, 3.3.1). The question arises whether this 
precondition is still being met, some twenty years after the most impor-
tant stage of privatisation in 1996. An early evaluation of the privatisation 
concluded, that insurers had kept their promise to underwrite all risks on 

196 Swiss Re, Sigma 1996.
197 Amersfoortse (1996), Amersfoortse (1997) and Amersfoortse (1998).
198 a Dutch insurer (below, 7.5.12).
199 CBS.
200 ASR (1999).
201 Veerman et al. (2006), pp. 23 and 56-58.
202 Veerman et al. (2006), pp. 35-47.
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a non-select basis in a reasonable way.203 An evaluation of the extension 
of the sickness risk to 104 weeks in 2004 does not even mention market 
failure.204 To our knowledge there are no studies that conclude otherwise. 
A quantitative indication of the development of supply can be found in the 
development of premium volumes in this market segment. Between 2010 and 
2015 premium volume dropped from € 1.2 to € 1.0 bn., an average decrease 
of 2.8% per annum.205 Insurers attribute this to the depressed state of the 
economy in that period and not to any other problems (above 3.1.8).

This takes us to the second step: can the fact that supply did not 
disappear be explained by an absence of information asymmetry? A 
distinction was made between two forms of information asymmetry: 
adverse selection and moral hazard or behavioural effects as we refer to 
the latter phenomenon. Both of these are less likely to pose problems in 
group business. Adverse selection is to a large extent excluded, because 
insurers insist that all employees are being insured. Equally one would 
expect behavioural effects to play less of a role, because rating is largely 
experience based, and the employer thus has an interest in keeping sickness 
leave under control.206

The above seems to be a plausible explanation why there are no signs of 
supply in the private market for disability insurance disappearing. The effect 
of privatisation on market failure therefore can be rated as negligible (‘0’).

3.3.6 Demand anomalies?

The fact that rational employers should buy disability cover (3.3.2) combined 
with the fact that they could (3.3.5), does not mean that they actually do. 
The total market for sickness insurance amounts to approx. € 1.0 bn.207 The 
average premium rate was estimated at 2.9% in 2005.208 Combining these 
two f igures results in estimated insured total wages of approx. € 36 bn. or 
approx. 14% of total wages.209 In this paragraph we address the question 
whether this is an indication, that there is a ‘demand anomaly’.

203 Brief van de staatssecretaris van sociale zaken en werkgelegenheid dated 18 October 1996, 
pp. 12-14 (Kamerstukken 22 187, 2).
204 Veerman et al. (2006).
205 Annex 7.1, sub 3.2, ‘sick pay – group’.
206 Similar De Jong et al. (2004), p. 27.
207 Annex 7.1 sub 3.2, sick pay – group.
208 Veerman et al. (2006), p. 59.
209 CBS, 2014: € 254 bn.; Veerman et al (2006) estimate that employers employing 25 – 45% of 
employees have taken out insurance.
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Earlier in this chapter we concluded, that rational demand for insurance 
cover would diminish, as the number of staff increases (above, 3.3.2). Practice 
is – broadly – in accordance with this theoretical approach: 69% of small 
f irms (up to 20 staff) have taken out insurance, 58% of medium sized f irms 
(20 – 99 staff) and 19% of large f irms (100+ staff); likewise deductibles 
increase with f irm size.210

Large f irms have learned that sickness risk is not only “predictable but 
also controllable.”211 In other words, for those f irms it can be a rational 
decision not to insure the risk. At the other hand some 22% of the small 
f irms (up to 10 staff) have not insured the risk, among the very small f irms 
the percentage uninsured is even higher.212

The fact that some small employers do not insure the sickness risk, partly rests 
on irrational arguments (“I do not think it is useful”, “Our sickness rate is low” and 
“I do not have the time to occupy myself with these matters”).213 The opposition 
against the two 104 weeks sick pay, is partly based on demand anomaly-related 
arguments as well and is further indication that demand anomalies exist. This 
issue will be discussed in more detail hereafter (below, 3.3.11).

In summary the effect of privatisation on demand anomaly can be rated 
as ‘negligible’ (‘0’) as regards large and medium sized f irms and ‘negative’ 
(‘-’) as regards small f irms.

3.3.7 Effect on price of cover

In the ten years prior to privatisation contribution rates for the public 
sickness scheme ranged from 5.80% to 8.35% of payroll.214 Just after the 
most recent step in privatisation private premium rates averaged 3.5 % of 
payroll.215 These f igures are not comparable, however: the pre-privatisation 
f igures would have to be corrected upwards for the fact that since sickness 
pay has been extended from (max.) 52 to 104 weeks, the post-privatisation 
f igures for the fact that they take into account various deductibles and 
that the number of insured large f irms is limited. Instead we look at 
the effects on the cost-factors: prevention, rehabilitation, control and 
transaction costs.

210 Veerman et al. (2006), pp. 30 and 56-58 (2006 data).
211 Veerman et al. (2006), p. 8. 
212 De Jong et al. (2014) p. 30.
213 De Jong et al. (2014) p. 55.
214 UWV, Tijdreeksen, p. 18: 1988 5.80%, 1991 8.35% (both years employers’ and employees’ 
share combined). 
215 Veerman et al. (2006), p. 59.
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Box 3.5:  Insurers and employers on absenteeism
An insurer: “Our claims experience with ‘sleep easy products’ is not good; the 
employer has to be active himself and should not delegate that to the insurer” 
(below, 7.5.11).
A CFO: “In this country – and especially in production plants – the sickness rate 
is one of the ‘key performance indicators’; in the UK apparently, it is not. Over 
there the public scheme takes care of the sick pay. We noticed the difference in 
approach, when we took over a Dutch production site from a UK firm. The sick-
ness rate was sky high, some 18%. Within since months after the take-over we 
managed to reduce it to 4-5%. We did little more than making clear to the staff, 
that we believed them to be of average health and that we expected an average 
sickness rate. Otherwise it was a matter of attention and monitoring.”
A HR manager: “Our sickness rate was some 6%; that was too high. We were not 
satisfied with the service provided by our advisers and hired another firm. Amongst 
other things they suggested that we should change the procedure for reporting 
sick. Employees now have to submit a request ‘to continue paying their wage’ with 
their manager. That helped a lot. It is not merely the wording, it is also the personal 
contact with the manager. The majority of our employees are female; many of 
them have young children. Whilst we understand that it is difficult to come to their 
work, if a child is ill, it is not a valid reason for reporting sick. The managers have 
been trained how to deal with these matters. They suggest that the employee uses 
one or more of their holidays instead. Along with some prevention measures, this 
helped to reduce our sickness rate substantially. It now stands at about 4%.”

Prevention, rehabilitation and control. The sickness risk rate decreased 
substantially from 6.7% in 1993 to 3.8% in 2014.216 There is consensus, that 
various government measures were instrumental in the reduction and 
that “at least part [of this reduction] can be ascribed to privatisation and 
its associated incentives.”217

Some studies have found that rehabilitation efforts by employers and 
their advisors have contributed to the reduction in the sickness rates.218 
On the other hand rehabilitation of those employees (‘without employer’) 
still covered by the public scheme was found to be less effective.219 The 
effects of – improved – prevention and control have not been separately 

216 CBS.
217 Inter alia: De Jong et al. (2004), p. 19 and Van Sonsbeek et al. (2013), pp. 849-851; Dumhs et 
al. (2017) conf irm the effect of these measures.
218 Inter alia: De Jong et al. (2010a) and Everhardt et al. (2012).
219 Van der Burg et al. (2014b) pp. 65-96.
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mentioned by any of the various studies. However, it seems plausible that 
the involvement of the employer has been particularly effective in reduc-
ing ‘behavioural effects’. First, these were substantial prior to this type of 
privatisation and that is no longer the case (above, 3.2.1). Second, about two 
thirds of the reduction in disability entries can be attributed to measures 
aimed at the employer (above, 3.1.5). We already found that insurers do not 
impose prevention measures (above, 3.2.7). However is it possible (and likely) 
that at least some employers do. In the absence of specif ic data the effect of 
privatisation on rehabilitation can be rated positive (‘+’), that on ‘control’ 
very positive (‘++’) and that on prevention unknown (‘?’).

Transaction costs. Prior to privatisation transaction costs of the public 
sickness scheme amounted to approx. 8.5% of benef its.220 Separate data 
for private sickness insurance are not being published. Aggregate expense 
ratios for all types of ‘income protection insurance’ amount to 23.8% of 
total outlays (above, 3.1.8). Assuming that the expense ratios for sickness 
insurance do not substantially differ from the other subclasses of ‘income 
insurance’, transaction costs of private insurance are some 15% points 
higher. That is not the whole story, however. Employers only incur these 
higher costs insofar they insure the risk. As we have seen (above, 3.3.2 
and 3.3.6), in general terms: the larger the f irm, the less insurance it buys. 
When an employer does not cover the sickness risk, he/she also incurs 
transaction costs; these are not known either. Assuming – and that seems a 
very conservative assumption – that these transaction costs do not exceed 
those of the public scheme prior to privatisation, than the following picture 
emerges. The effect of privatisation on transaction costs is negative (‘-’) for 
small f irms and negligible for large f irms (‘0’).

3.3.8 Effect on risk solidarity

Prior to privatisation in 1994 contribution rates were differentiated between 
industries, but uniform among companies within one industry. Private 
insurers differentiate their rates on the basis of a mix of claims experience 
at company- and at industry level. This differentiation is based on the 
assumption that the sickness risk can be ‘managed’ to a substantial extent. 
Indeed, that was the purpose of the whole exercise (above, 3.3.1).

In our definition ‘risk solidarity’ does not include uniform premium rates 
between industries or companies (above, 2.5). Consequently, the effect of 
privatisation on risk solidarity can be rated as neutral (‘0’).

220 UWV, Tijdreeksen: table 4.1; 1992: transaction costs of € 412 M. on benef its of € 4,824 M.
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3.3.9 Effect on redistribution of income

A redistributive effect of an insurance scheme has been def ined as the 
situation in which the contribution rate increases with income (above, 
2.5). Neither prior to privatisation, nor thereafter (individual) income levels 
have been taken into account in establishing the contribution- or premium 
rate. The effect of privatisation on redistribution of income can be rated 
as neutral (‘0‘).

3.3.10 Other effects

One other effect of privatisation can be mentioned: identifying and pricing 
of risks. This effect was def ined as the extent to which privatisation has 
resulted in pricing in accordance with the risk (above, 3.2.10). The privatised 
program for the sickness of employees used to have uniform contribution 
rates. Private insurers price in accordance with the risk. This had been 
the intention of the government; it aimed for a better allocation of social 
costs. This would give employers an incentive to stimulate prevention and 
rehabilitation (above, 3.3.1). Consequently, the effect of privatisation on 
identifying and pricing of risks can be rated as very positive (‘++’).

3.3.11 Risk allocation between employer and employee

The legislator decided to allocate 70% of the sickness risk to the employer 
and 30% to the employee. In practice most employers bear 100% of the 
sickness risk during the f irst 52 weeks and 70% during the second 52 weeks 
of sickness. The argument for this risk allocation, was that it would give the 
employer an incentive to invest in prevention and rehabilitation (above, 3.3.1). 
The answer to the question whether the risk allocation between employer 
and employee is rational, will be based on a dissection of the sickness risk. 
The analysis is based on the current Dutch distinction between sickness (up 
to 104 weeks) and disability (more than 104 weeks). Whether that distinction 
is rational will be addressed below (3.4.2).

Research on sickness and disability in the Netherlands has identif ied and 
quantif ied a number of risk factors or ‘determinants’.221 For rating purposes 
much simplified models are being used. Both public and private rating of the 
sickness risk are – implicitly – based on the following (clusters of) risk factors:

221 Meta studies like Aarts et al. (2002) and De Jong et al. (2007) give an overview of the various 
studies.
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– Industry specific. The distinction is a proxy for job related sickness 
risks. Private insurance rates in a ‘high risk’ industry (constructing) are 
at 3.85% about one and a half time as high as in a ‘low risk’ industry 
(f inancial and other services): 2.44%.222

– Company specific. Within one industry some companies do better than 
others: they have prevention and/or rehabilitation better organised and/
or the general working climate within the company may be better.

– Person specific. Within this cluster, the following subdivision can be 
made: age, medical preconditions and ‘life style’. It is a well-known fact, 
that the sickness risk increases with age, and equally that people with 
a medical precondition present a higher risk. Life style encompasses a 
whole range of factors that influence the risk. Examples are the difference 
between smokers and non-smokers, the difference between those that 
engage in dangerous hobbies (e.g. paragliding) and those that do not.

– Residual. These are the risks that remain, after the risks that are specific 
to industry, company or person have been taken out. Even in the best 
managed companies, and among the healthiest people sicknesses and 
accidents occur. By def inition these happen at random.

It will be clear, that the distinction is not static; as medical science progresses, 
risks that today are ‘residual’ could become ‘person specif ic’ etc.

The idea of allocating the sickness risk to the employer effectively is 
based on the ‘polluter pays principle.’223 The concept as such is uncontested: 
employers should have an interest in containing the sickness risk. Insofar the 
risk cannot be contained, it should be factored into the price of their products 
or services. Discussion on the risk allocation in politics and literature has 
been focused on five themes: 1) Is it fair that employers pay for risks that they 
cannot influence? 2) Are there differences in effect between small and large 
employers? 3) Can employers evade the sickness risk by selecting their staff 
more strictly? 4) Is the responsibility of the employer for 104 weeks sick pay a 
disincentive to hire staff? 5) Does insurance make the intended incentive less 
effective? Less mentioned, but in our view at least as important are technical 
insurance considerations. We will discuss each of these themes hereafter.

Risks employers cannot influence. Employers can hardly influence ‘person 
specif ic’ and ‘residual risks’ (they can only limit the ‘damage’ by assisting in 
rehabilitation). For that reason the ‘person specif ic’ risks have been a bone 
of contention for a long time. Whilst the majority of employers accept the 

222 De Jong et al. (2014) p. 29.
223 Cuelenaere et al. (2011b), p. 9.
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principle that they have to continue paying the wage in case of sickness, 
that acceptance is signif icantly less if the sickness is not work-related and 
even less if it is a case of ‘own fault’. The perceived ‘fairness’ of the system 
depends on size and on whether the employer is insured. A small f irm that 
has not insured the sickness risk, may perceive the fact that it has to pay for 
a skiing accident as ‘unfair’, the competitor that has insured the risk less 
so.224 Apparently the importance of ‘person specific’ risks is relatively minor.

Large vs small companies. We found, that generally the need for insurance 
of the sickness risk decreases with size (above, 3.3.2). Hereafter we will discuss 
other issues that affect a rational allocation of risk in relation to size. In this 
context size is expressed in number of staff. ‘Small’ is defined as: employing 
up to 10 staff, ‘large’ as employing more than 100 staff and ‘medium sized’ as 
employing between 10 and 100 staff. The differences between ‘small’ and ‘large’ 
fall into two categories. First, ‘small’ f irms have a consistently lower sickness 
rate (in 2014 the numbers were: small 1.6%, medium 3.3% and large 4.6%).225 
This lower sickness rate is the resultant of much lower claims incidence and 
larger claims size – thus adding to the overall unpredictability of claims cost.226 
Second, small f irms have less in-house know-how on matters like prevention 
and rehabilitation.227 To them the legal obligations as regards rehabilitation 
are more of a problem than the obligation to continue paying the wage.228

Can employers evade the sickness risk by selecting their staff more strictly? 
Intuitively one would think that, when employers are recruiting new staff – 
ceteris paribus and given that there is choice – they would always prefer the 
‘healthy’ over the ‘unhealthy’: it increases the chances of ‘getting the job done’ 
and saves costs and hassle. If that assumption is correct, allocating the sickness 
risk to the employer would not make any difference. This intuitive approach is 
not shared by everyone, however. The fear that employers would become more 
selective, was expressed at the time the legislation was introduced.229 It has 
been a recurring theme in literature on the subject ever since. It has been argued 
that 1) employers have become more selective in hiring people, 2) employers 
dismiss unhealthy employees earlier and 3) employers offer temporary rather 
than fixed labour contracts.230 4) labour participation of disabled is lower in the 

224 Panteia (2014), p. 21.
225 De Jong et al. (2014), p. 6 and CBS Press release dated 27 March 2015: Ziekteverzuim op laagste 
punt sinds 1996.
226 De Jong et al. (2014) p. 12.
227 Cuelenaere et al. (2013b), p. 31.
228 Brummelkamp et al. (2014), p. 44.
229 Inter alia: Paul Rosenmöller, Handelingen Tweede Kamer dated 22 November 1995 (29-2252) 
230 Cuelenaere et al. (2013b), p. 19.
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Netherlands than elsewhere.231 Two issues are uncontested: first, health risks 
are an important issue for employers232 and second, the number of workers with 
temporary or flexible contacts has increased.233 However, it is not quite clear to 
what extent either or both have increased as a result of privatisation. Two other 
elements cloud the issue. First, when the labour market is tight, employers tend 
to be less choosy and vice versa. Second, a number of steps have been taken to 
dampen the effect: prohibiting medical examinations and subsidising – under 
certain conditions – employers who hire people that have an increased health 
risk.234 A more recent study did not find conclusive evidence for the Netherlands 
either. There is only a Norwegian study that indicates a relation between the 
risk employers run and their selectiveness in hiring staff.235

Is the responsibility of the employer for 104 weeks sick pay a disincentive to 
hire staff? The argument runs as follows: to the small employer the risk of 
a sick employee is unpredictable. It exposes the employer to unacceptable 
f inancial risks, and thus is a disincentive for hiring staff. This argument 
has been put forward by the Institute of Employers.236 The government has 
accepted that view as appears from its intended change in legislation; the 
obligation of small employers to continue paying the wage is to be limited 
to one year (above, 3.3.1). The responsible minister motivated the proposed 
change on the basis of the ‘selection’ argument: “[Current legislation] causes 
a lot of stress [for small employers]. I do not want this to prevent them 
hiring new staff.”237

The argument seems flawed: unacceptable f inancial risks should and 
can be insured (above, 3.3.5). Indeed, the proposed solution to the problem 
is (public) insurance. The Institute of Employers at the same time points at 
the risk of the proposed solution: “… past experience has shown that public 
insurance results in higher sickness rates.”238

Does insurance make the intended incentives less effective? It has been 
argued, that the possibility to insure the sickness may blunt the incentive 
for prevention and rehabilitation.239 In particular small employers appear 
to react more strongly to the direct ‘pain’ of an uninsured loss, than to 

231 Prins et al. (2015).
232 Cuelenaere et al. (2011b), pp. 18 – 20.
233 Cuelenaere et al. (2013b), p. 26.
234 Veerman et al. (2001), p. 44.
235 Friperson et al. (2013), p. 45; similar: Brummelkamp et al. (2014), p. 43.
236 E.g. Forum, dated 11 February 2015.
237 FD 03-10-2015.
238 VNO-NCW press release dated 2 October 2015.
239 Cuelenaere et al. (2013b), p. 23.
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the indirect pain as a result of premium differentiation.240 Over time the 
differences in behaviour between the insured and the uninsured gradually 
disappear.241 The latter seems a logical conclusion; the opposite would mean 
that, insurers (and indirectly well-managed companies) would be willing 
to subsidize badly managed companies on an ongoing basis.

Technical insurance considerations. In theory one could have a structure 
in which the employer insures the industry- and the company-specific risks, 
the employee the person specific risks, and either of the two the residual risks. 
The Institute of Employers appears to be an advocate of such a structure.242 
The disadvantages will be clear. First, it would reintroduce ‘border conflicts’ 
between the different types of insurance. Second, it is inf initely easier to 
address demand anomalies among employers than among employees. 
Finally insurance cover bought by the employer usually has the form of 
group insurance. Provided participation is mandatory, group contracts offer 
a number of advantages over individual contracts: 1) adverse selection is 
less of a problem; 2) it is possible to include the ‘unhealthy’ on equal terms; 
3) transaction costs (in particular marketing costs) are usually lower.

Finally the sickness risk that is allocated to the employee. As we have 
seen, it had been the intention of the legislator to allocate 30% of the sick-
ness risk to the employee. This had only one reason: f ighting behavioural 
effects. As a result of collective bargaining in fact the whole of the sickness 
risk has been transferred to the employer. In the absence of virtually any 
incentive for the employee, the responsibility for limiting behavioural effects 
is shouldered by the employer. Consequently, many employers introduced 
measures to limit absenteeism. Thus the price of this ‘risk transfer’ is some 
loss of privacy by the employee.

Taking all the above into account, the allocation of the sickness risk to 
the employer can be seen as rational. The impact of the possible negatives 
(risks employers cannot influence and more ‘cherry picking’ of staff) appear 
to be limited. The positives (no adverse selection, more risk solidarity) are 
important. There is a difference though, in effectiveness though between 
large employers. Large f irms are better equipped to deal with matters like 
prevention and rehabilitation.

Two provisos have to be made. First this analysis is – implicitly – based 
on the Coase theorem; simply put: in the long run, it does not matter whether 
the sickness risk is allocated to the employer or the employee: as a result 

240 Veerman et al. (2001), p. 36.
241 Veerman et al. (2001), p. 41.
242 Forum, dated 11 February 2015.
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of collective bargaining it will either directly or indirectly be part of total 
labour costs.243 There is, of course, nothing wrong with a system in which 
the cost of insurance is shared between employer and employee. It would 
probably be perceived as ‘fairer’ because the insurance also covers risks that 
the employer cannot influence. Furthermore it would have the advantage 
of giving the employee an interest in a lower sickness rate as well.

Second, we refer to the remark made earlier in this chapter: transfer of 
the sickness risk to the employer has proven to be very effective in limiting 
behavioural effects to which the Dutch scheme was particularly exposed. 
Other courses of action would have been possible: the definition of disability 
could have been narrowed, the benefits could have been reduced and/or 
control could have been tightened (above, 3.1.4).

Whether the distinction between sickness and disability is rational, is a 
matter that will be addressed below (3.4.2).

3.3.12 Summary

The f indings of the previous paragraphs are summarised in table 3.5.

Table 3.5:  Effects of privatisation; sickness risk employees

full privatisation
sickness risk employees 

small firms large firms

Cover
extent 0 0
flexibility ++ ++
adaptability + +

Double charges 0 0
Market failure 0 0
Demand anomalies - 0
Price

prevention ? ?
rehabilitation + +
control ++ ++
transaction costs - 0

Risk solidarity 0 0
Redistribution of income 0 0
Other
  identifying and pricing risks ++ ++

243 Inter alia quoted in Pindyck et al. (2013), p. 685.
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3.4 Partial privatisation disability risk employees

In the next paragraphs we will discuss the effects of the partial privatisation 
of the disability risk of employees. The structure of 3.4 is the same as that of 
3.2 and 3.3: we will address the research questions formulated in 2.5 (3.4.1 
to 3.4.11) and summarise our f indings in 3.4.12.

3.4.1 Nature of and rationale for privatisation

There had been public programs to cover the disability risk of employees 
since 1901. First, there were separate programs for industrial injuries and 
for disability as a result of other causes. Since 1967 these two programs had 
been amalgamated into one, the “WAO” (above, 3.1.2). Privatisation has been 
partial and was realised in a number of steps. In 1985 a court judgement 
took out a special category of employees, the “DGA”. In 1998 employers 
were – under certain conditions – given the opportunity to ‘opt-out’ of the 
public program. In 2005 these possibilities were extended. We will discuss 
each of these steps successively.

The 1985 changes concerned a special category of employees, the so 
called “DGA” (Dutch: “directeur-grootaandeelhouders” or ‘director-major 
shareholder’). DGA are effectively self-employed but transact their business 
through a limited company. In the usual structure the owner has a labour 
contract with the limited company, and at the same time owns virtually 
all the shares in this company (sometimes together with his/her spouse, 
other relatives and/or other shareholders/partners). He/she receives his/her 
remuneration partly in the form of salary, partly in the form of dividend. 
In the legal sense he/she is both employee and shareholder.

In accordance with their legal status DGA’s used to be treated as em-
ployees and thus paid social security contributions as such. In 1985 that 
changed: a court judged that a DGA was deemed self-employed for the 
purpose of social insurance. Consequently, they did not have to contribute 
to the public scheme for employees anymore. The court’s arguments were 
purely legal: the DGA is not really a ‘subordinate’.244 The judgement meant 
an important change, both to the public scheme and to private insurers.

To the public scheme it was important, because it lost a number of 
insured that paid above average contributions.245 For that reason succes-

244 Centrale Raad van Beroep, 4 October 1985.
245 In 1985, at the time of the judgement, there was a public disability program covering the 
whole population (‘AAW’, above 3.1.3); the DGA’s still had to contribute to this scheme, but the 
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sive governments considered a number of times reversing the judgement 
through legislation.246 However, parliament did not agree and the existing 
situation as regards the DGA has remained unchanged since the 1985 
judgement.

To private insurers it was very important, because it was “the f irst 
wave of privatisation [of the public disability scheme]” and it concerned 
some 150,000 people with above average income. That was an substantial 
increase of the potential disability market. Prior to the court judgement 
it had consisted of one million self-employed.247 There were suff icient 
arguments to convince the potential clients. Private insurance would 
mean a substantial saving in premium: “up to several thousands of guilders 
p.a.”248 (At the time high income earners paid a premium rate of more 
than 20% in the public scheme as illustrated above in graph 3.8 in 3.1.8). 
Some 50,000, or about one third of the people concerned, took out private 
insurance.249 It meant an increase of the market for private insurance 
by some 15%.250 Although ‘increased competition’ was mentioned,251 
results in this new market segment were ‘satisfactory’252 (Directors tend 
to understate prof itability; ‘satisfactory’ should therefore probably be 
read as ‘very prof itable.’)

The 1998 changes. In 1998 a distinction was introduced between the 
f irst f ive years of disability and the years thereafter. Premium rates for 
the f irst f ive years were differentiated by employer on the basis of claims 
experience, those for the remaining charges were uniform (nationwide).253 
Employers were given the opportunity to carry the risk of the f irst f ive 
years themselves.254 It was an ‘opt-out’ of a limited nature: entitlements 
were defined in the Act and public bodies established whether and to what 
extent someone would receive benefits. The incentive for the involvement of 
the employer was his/her role in rehabilitation.255 It was the reappearance 

premium (and the benef its) were substantially lower than those for the employees.
246 E.g. WAZ, MvT p. 2 (Kamerstukken 24 758, no. 3).
247 a Dutch insurer (below, 7.5.12).
248 Amersfoortse (1986).
249 Amersfoortse (1988).
250 some 150,000 people with above average income on a total of about one million self-employed; 
Amersfoortse (1987).
251 Verbond (1987), p. 59.
252 Amersfoortse (1987).
253 Pemba: Wet premiedifferentiatie en marktwerking (wet van 24-04-1997, Staatsblad 1997, 
no. 175).
254 Pemba, MvT p. 4 (Kamerstukken 24 698, no. 3).
255 Pemba, MvT pp. 19-20 (Kamerstukken 24 698, no. 3).
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of a structure that had existed in the Accident Act between 1901 and 1967 
(above, 3.1.2).

The arguments of the government in proposing these (1998) changes were 
similar to those used in connection with the privatisation of the sickness-risk. 
“The purpose of the measures is … to lay the charges where … they can be 
contained and controlled.”256 And: “If risks … can be insured privately on 
reasonable conditions, the question has to be asked to what extent a public 
scheme is needed.”257

The 2005 changes. As discussed before, a major overhaul of the public 
disability scheme took place in 2005 (above, 3.1.5/3.1.6). The existing Act, 
‘WAO’, was replaced by a new one, ‘WIA’.258 One of the changes concerned 
the distinction between the ‘f irst f ive years’ of disability and those there-
after. It was replaced by a distinction between ‘partially disabled’ and 
the ‘completely and permanently disabled’. The main criterion for the 
difference between the two categories is, that only those applicants whose 
chances of recovery are ‘minimal or nil’ are deemed to be ‘completely and 
permanently disabled’.259 The consequences of the distinction are similar 
to that of the 1998 system: differentiated premiums and the possibility to 
‘opt-out’ of the public scheme for ‘partial disability’, public cover and a 
uniform contribution for ‘complete and permanent disability’. In political 
jargon the current structure is referred to as the ‘hybrid system’: it is partially 
public and partially private.

In the terminology of our conceptual framework partial privatisation of 
the disability risk of employees is one in which there is a shift from ‘public’ 
to ‘private’ at one level. The State continues to decide about the extent of 
cover but under certain conditions the employer can opt for a private risk 
carrier (above, 2.3.7). In the analysis of ‘partial’ privatisation, the situation 
of employers (and their employees) who ‘opted-out’ of the public program 
will be compared with the ones that stayed in. (The change of status of 
the DGA in 1985, will not be discussed separately; the main effects have 
been highlighted already). As the protection of employees did not change 
materially, the emphasis will be on the perspective of employers; only 
as regards ‘rational demand’ (below, 3.4.2) that of the employee will be 
addressed as well.

256 Pemba, MvT, pp. 1-2 (Kamerstukken 24 698, no. 3).
257 Pemba, MvT p. 3 (Kamerstukken 24 698, no. 3).
258 WIA: Wet werk en inkomen naar arbeidsvermogen (‘Work and Income accordance to Labour 
Capacity Act,’ wet van 10-11-2005, Staatsblad 2005, 572).
259 Klosse-Vonk (2014), p. 127.
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3.4.2 Rational demand for disability cover

Four different aspects can be distinguished: the perspective of the employee, 
the perspective of the employer, the perspective of society and f inally: a 
rational distinction between sickness and disability.

Perspective of the employee
As in the case of disability cover for the self-employed and the sickness cover 
for employees, we will use the elements of the incidence-severity matrix as 
indicator for rational demand (above, table 2.1 in 2.1.2). In the case of the 
self-employed we could test whether products in the market met the criteria 
of rational demand. In the case of employees, cover is def ined by law. We 
therefore have to use a theoretical approach.

There can be little doubt about the ‘severity-axis’ of the matrix: virtually 
all cases of disability would qualify as ‘high severity’. The statement that 
‘your earning power is your biggest asset’ will be correct in the vast majority 
of cases. Possible exceptions are: the very wealthy, people who are about to 
retire and those who have a partner who earns relatively well. As regards 
the last category: we already mentioned that in general terms rational 
demand for disability cover will be lower in ‘double income families’ than in 
‘single breadwinner families’. The increasing differentiation in the sources 
of family income makes it more diff icult to formulate a replacement ratio 
that is f itting across the board (above, 3.2.2).

Doubts can be raised as regards the ‘incidence-axis’. As we have seen, 
high incidence/high severity cases are an indication that there are problems 
to be addressed prior to insurance. Disability cover under the rule of the 
public scheme includes two ‘high incidence’ elements: f irst, age-related 
complaints; second, mental disorders. Both will be discussed hereafter.

Age related complaints. We have already seen that in some jobs that 
require heavy physical labour, virtually no one works until normal retire-
ment age (above, 3.2.2). Age related complaints can be psychological as 
well. Depending on the incidence of these complaints, early retirement 
from a certain age might be cheaper in certain cases: it saves the cost of 
medical assessments. The existing practice of early retirement for certain 
occupations (the armed forces, pilots etc.), can be seen as an adoption of 
that principle. Private insurers take a similar approach and usually do not 
accept disability cover for ‘high risk’ jobs beyond the age of sixty.

Despite their inherent logic, these solutions are not satisfactory under 
the current circumstances. They run counter to the ‘demographic change’ 
argument which was the basis for the increase of the legal retirement age 
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(above, 3.1.1). That measure would to a large extent be made ineffective, if 
a substantial part of those between 65 and 67 would take early retirement. 
We quoted a study that estimates, that the increase in retirement age will 
result in an 25% increase in the cost of the disability scheme for employees 
in case of otherwise unchanged policy (above, 3.1.5).

A discussion of possible solutions of the age related disability problem is 
outside the scope of this thesis. It will be clear, that the issue has to be seen 
in the broader context of an ageing working population. In that respect it 
is related to the issues of ‘second career’ and demotion that are currently 
being discussed.260 For the purpose of this thesis it is suff icient to conclude, 
that it would be rational to limit the cover of age related complaints.

Mental disorders. In the public scheme these account for approx. 34% of 
new cases – a percentage that has been about stable over the last decade 
(above, 3.1.6). Mental disorders are not age related, nor are they a specif ic 
Dutch problem. The OECD found in a recent study found, that “… disability 
[claims] due to mental ill-health has [have] increased in the past two decades 
in virtually all OECD countries…”261 However: “… prevalence of mental 
ill-health has not changed.”262 The issue is important, since absence of 
work does not seem to help: “Employment has evident positive effects on 
people’s mental health …”263

Possible solutions of the mental health related disability problems are 
equally outside the scope of this thesis. Perhaps a distinction between ‘soft’- 
and ‘hard’ cases of mental health could help, perhaps a more ‘functioning-
oriented’ rather than ‘complaint-oriented’ approach would help. Further 
study is required.

Unrelated to the ‘high incidence’ claims are the issues with the earnings 
related definition of disability. We already mentioned, that this results in 
a number of people that are able to work, being deemed disabled under 
the def inition of the scheme (above, 3.1.4 and 3.1.6). This has introduced 
an – unnecessary – element of luxury in the scheme.

In summary: whilst cover of the risk is rational for the vast majority of 
employees, the def inition of disability in the public scheme goes beyond 
rational demand. Inclusion of age related complaints and mental disorders 
should be reconsidered and the wage related def inition makes cover un-
necessarily expensive.

260 E.g. RVZ (2015).
261 OECD (2012a), p. 30.
262 OECD (2012a), p. 32.
263 OECD (2012a), p. 40.
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Perspective of the employer
From the perspective of the employer the question of rational demand for 
insurance cover arises only, if he/she ‘opts-out’ of the public scheme. If so, 
one of the same principles applies, as in the case of the sickness risk: the 
larger the number of employees, the less the need for insurance (above, 3.3.2). 
Severity is higher, however: in case of sickness it is limited to approx. two 
years of wages, in the case of disability the maximum is approx. – 70% of – 
ten years of wages.264 This means that only companies with large numbers 
of employees could carry this risk themselves.

Perspective of society
The obligations of an employer who ‘opts-out’ of the public scheme, are 
long-term in nature. This implies an increased credit risk for disability 
benef iciaries. The Act addresses that risk by providing two possibilities: 
employers who ‘opt-out’ of the public scheme can either submit a bank 
guarantee or insure the risk. The rationale is, that both banks and insurers 
are subject to ‘prudential supervision’. Most employers opt for insurance.265

Distinction between sickness and disability
Up to 102 weeks, the sickness regime applies, thereafter the disability regime. 
The Dutch structure is unique in allocating the sickness risk fully to the 
employer. The rationale of this structure was, that it would give the employer 
an incentive to invest in rehabilitation (above, 3.3.1). In this paragraph we 
look at the consequences of that choice for the disability risk.

At the time private insurers lobbied for a role on the basis of the argument 
that they would be better in rehabilitation. According to a report from 
2009 that claim turned out to be incorrect: efforts to rehabilitate those 
on disability benef its were about equally effective in the private and the 
public sector.266 The explanation appears to be, that up to now chances 
of rehabilitation are very low anyway: close to 14% after nearly ten years’ 
experience with the new scheme, as illustrated in graph 3.10.267

264 For the sake of simplicity possible complications like partial disability or contractual top-ups 
have not been taken into account.
265 Cuelenaere et al. (2011a), p. 127.
266 Cuelenaere et al. (2009), p. 82.
267 This is the average experience of all accident years after 9.5 years (information UWV); as 
the average age of those entering the scheme is increasing, the average chances of recovery 
decrease; based on the current age distribution of new entrants the ultimate recovery rate will 
probably tend towards approx. 13%.
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The effect of the prolonged sick pay to 104 weeks (which was introduced at 
about the same time as the new disability scheme) appears to have been 
understated. Intuitively one would think, that after two years the vast major-
ity of cases has been solved: either because the beneficiary has recovered, 
or because it has become clear, that there will be no recovery. Facts seem to 
confirm intuition: the – less clearly defined – mental disorders form an ever 
increasing part of WGA recipiency. Although they represent a relatively stable 
share of entries (approx. 39-41%), their share in recipiency gradually increases 
(from 41.5 to 46.3%), indicating that their recovery rates lag behind.268 Mental 

268 Between 2006 and 2016, UWV, Kwantitatieve Informatie, various eds. p. 19.

Graph 3.10:  Public disability program – chances of recovery
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disorders have in common, that treatment is less ‘evidence based’ and that 
co-operation of the client is indispensable but not always present.269 This 
suggests that ‘grey area cases’ (in which there are both false awards and false 
denials, above, 2.4) are disproportionally represented in the WGA.

Apart from the high incidence of mental disorders, the def inition of 
‘partially disabled’ worked out differently from what had been anticipated. 
The number of people that have been adjudicated as ‘permanently and 
completely disabled’ has been substantially lower than anticipated.270 At 
the same time the number of ‘temporarily completely disabled’ has been 
substantially higher than estimated.271 The variance has been explained as a 
consequence of the definition of ‘permanently and completely disabled’. The 
criterion being, that the chances of recovery are ‘nil or minimal’. In medical 
assessments that is a qualif ication that is not easily given.272 Thus there are 
many more people in the WGA that have very limited chances of recovery.

We summarise. At one hand the def inition of ‘sickness’ is very broad: 
all cases that last up to 104 weeks. At the other hand the def inition of 
‘complete and permanent disability’ is very narrow: chances of recovery 
have to be nil or minimal. That leaves the WGA squeezed in the middle; it 
contains a large group of people with limited chances of recovery and/or 
less well-def ined health problems. That was never the intention and has 
had serious consequences for the way in which the hybrid system functions. 
The government seeks to address these problems and in a study it recently 
commissioned a number of possibilities for improvement were identif ied.273

3.4.3 Effect on cover

The question to be addressed consists of three different elements: extent 
of cover, flexibility and adaptability. As regards each of these elements the 
situation of employers who ‘opted-out’ will be compared with those who 
stayed in the public system.

Extent of cover. Employers who stay in the public system run one financial 
risk only: their contribution rate is based on claims experience. The situation 
of employers who have ‘opted-out’ is much the same: they also pay a premium 
that varies with claims experience. Although there is a difference in the way 

269 UWV.
270 The estimate for the year 2010 was 95,000, the actual 27,000 (Cuelenaere et al. (2011a), p. 34).
271 The estimate for the year 2010 was 17,000, the actual 61,000 (Cuelenaere et al. (2011a), p. 34).
272 De Jong et a. (2013), pp. 17-18.
273 De Jong et al. (2015).
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claims experience is reflected in the contribution/premium between ‘public’ 
and ‘private’ that can hardly be considered a difference in the extent of cover. 
The effect of ‘privatisation’ on the extent of cover can be rated as negligible (‘0’).

Flexibility in cover. Flexibility was defined as the possibility to tailor cover to 
individual demand (above, 2.5). Public cover prior to privatisation was uniform 
and consequently not flexible. Currently the extent of cover is still regulated 
by legislation. Employers can buy additional services either from an insurance 
company or from a specialised service provider to assist in prevention and/
or rehabilitation. That opportunity, however, is open to both employers who 
stay in the public system and to those who have ‘opted out’ of it. The effect of 
‘privatisation’ on flexibility of cover can be rated as negligible (‘0’).

Adaptability. Adaptability was defined as the possibility to change cover 
quickly if circumstances so require (above, 2.5). Cover is def ined by law 
and in this respect there is no difference between those who stay in and 
those who ‘opt-out’ of the public system. The effect of ‘privatisation’ on the 
adaptability of cover can be rated as negligible (‘0’).

3.4.4 A double charges problem?

The problems related to the transition from PAYG to ‘funded’ f inancing 
played (and continue to play) a role at various stages. First, at the introduction 
of the new legislation in 2005 they were seen as an impediment to privatisa-
tion. Second, they were considered an impediment to fair competition 
between ‘public’ and ‘private’ at the start of the ‘hybrid system’. Third, they 
were seen as an impediment to moves from ‘public’ to ‘private’ and vice 
versa. We will deal with each issue separately.

Impediment to complete privatisation
Originally it had been the intention to privatise the risk of partial disability 
completely. The committee advising the government on the subject had 
proposed to do so.274 The transition from PAYG to ‘fully funded’ that this 
would entail, provided a stumbling block. As we have seen, such a transition 
inevitably results in ‘double charges’ for a period of time, because the ‘tail’ 
has to be f inanced (above, 2.3.6). When the WAO was closed to new cases, in 
2006, existing beneficiaries would continue to receive benefits for decades 
to come. The total cost of this ‘tail’ was estimated at some 14% of GDP (€ 80 
bn.) or approx. ten times the annual benefits.275

274 Commissie-Donner II (2001), p. 99,
275 Verbond (2005), p. 27.
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Although the proposed privatisation concerned only part of the tail-
charges mentioned above, the ‘double payment’ was still considered a 
problem. The double charges would have to be borne by the state, the 
employers, the employees or any combination thereof. Before committing 
itself, the government invited both private insurers and the public body 
UWV to make ‘indicative offers’ for the contribution rate of this part of 
the scheme. Over a f ive year period the private option appeared to be some 
€ 4 – 6 bn., or about 1% of GPD, more expensive. It would worsen the EMU 
balance by some 0.1% annually.276 The government concluded that the risks 
of full privatisation were too high and opted for the ‘hybrid’ solution instead. 
“May the best system win,” as the f inance minister put it.277

276 Letter minister of Social Affairs dated 12-03-2004, p. 6 (Kamerstukken 28 333, no. 19). The 
‘funding bump’ was not mentioned explicitly in these offers; other factors like estimate of future 
‘entries’ and the chances of rehabilitation also played a role. Finally the ‘funding bump’ also 
played a role, but was not quantif ied.
277 Zalm (2009) p. 175.

Graph 3.11:  The “funding bump”
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Impediment to fair competition between ‘public’ and ‘private’ at inception
At the introduction of the hybrid system, insurers argued that they would 
be competing at a disadvantage, because of differences in funding between 
‘public’ and ‘private’. A simplif ied version of the way in which government 
and private insurers def ined the problem is illustrated in graph 3.11.

The cost of the scheme is expressed as a percentage of GDP. The 
‘structural costs’ of the new scheme were expected to be approx. 0.45% 
of GDP.278 It is assumed that private insurers would set their – fully 
funded – premium rates at that level (the red curve in the graph). The 
PAYG contribution rates of the public scheme were expected to reach 
the ‘structural level’ after ten years (the blue curve in the graph).279 The 
difference between the two illustrates the – aggregate – competitive 
disadvantage of private insurers during the f irst ten years. It was labelled 
as the ‘funding bump’280 and is illustrated by the green curve in the graph: 
starting at approx. 0.4% of GDP gradually and decreasing to about zero 
in ten years’ time.

In order to overcome the problem, the government was prepared to 
‘mitigate’ the ‘funding bump’ and thus to give private insurers the op-
portunity to demonstrate that they could compete on product and price.281 
The ‘mitigation’ took the form of a ‘surcharge’ on the differentiated WGA-
premium roughly equal to the estimated difference, and thus decreasing 
annually. The proceeds of this surcharge would be credited to the uniform 
premium for the risk of the ‘completely and permanently disabled’.282

Some f ive years after the new scheme came into force, the government 
estimated the cumulative cost of the ‘funding bump’ at 0.6% of GDP – less 
than half the amount of the earlier estimate.283 The difference can be largely 
explained by the fact that by the end of 2010 some 37% of employees were 
covered by private insurance and 63% had remained in the public scheme.284

The way in which the ‘funding bump’ was compensated would probably have 
been satisfactory in a stable environment, but that condition was not fulfilled. 
A few years after the introduction of the new scheme the cost of the ‘partially 
disabled’ turned out to be much higher than anticipated. It took some time 

278 IWIA, MvT, p. 33 (Kamerstukken 30 118, no. 3): cost WGA € 2.5 bn.; GDP 2006: € 555 bn.
279 IWIA, MvT, p. 25 (Kamerstukken 30 118, no. 3).
280 Dutch: ‘rentehobbel’.
281 Letter minister of Social Affairs dated 12-03-2004, p. 6 (Kamerstukken 28 333, no. 19).
282 IWIA, MvT, pp. 26-28 (Kamerstukken 30 118, no. 3).
283 € 3.5 bn.; letter dated 25-03-2011 (Kamerstukken 32 716, no. 1) 
284 Cuelenaere et al. (2013), p. 41.
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for this information to filter through. Private insurers had to increase their 
premiums to higher levels and thus faced again a competitive disadvantage.285

Impediment to moves from ‘public’ to ‘private’ and vice versa
Provided some formal requirements are met, employers are free to move 
from ‘public’ to ‘private’ and vice versa. Until recently an employer who left 
the public system had to pay for the ‘tail charges’ of existing cases. This was 
logical within a PAYG f inanced system with differentiated contributions: 
the employer would have done so as well, if he/she had stayed within the 
public system. Alternatively, an employer who switches back from ‘private’ 
to ‘public’ leaves the tail-charges of existing cases with the private insurer. 
Within the public system this employer was deemed to have a blank claims 
history and he/she paid the minimum premium.

Logical as all these arrangements may have seemed at the time they were 
introduced, they distorted competition between private and public. First, 
employers within the public scheme with past claims were less likely to 
‘opt-out’, thus potentially leaving the public scheme with a portfolio of below 
average risks. Second, employers outside the public scheme with past claims 
might have found it attractive to switch back to the public scheme. They 
paid a minimum premium which may not have reflected their risk profile.286

The responsible minister acknowledged these specif ic problems and 
proposed legislation to rectify these issues.287 Employers who leave the public 
system will no longer have to pay their tail-charges for existing cases. As 
regards employers who return to the public system, their ‘real’ claims history 
will be taken into account in setting the rate they have to pay in the public 
scheme. The minister qualif ied the changes as an effort to “move closer to 
rate setting on a fully funded basis.”288 It also indicates, that the tail charges, 
that played such an important role in the discussion when the new legislation 
was introduced, no longer have dominating proportions. Looking through all 
the financial constructions that have been used, it can be concluded that the 
‘double charges’ have been absorbed about 50/50 by the State and by private 
insurers. The State did so by reducing the funds of the scheme by some € 1.5 
bn.,289 private insurers by incurring losses up to € 1.6 bn. (below, 3.4.5).

285 AG (2015), pp. 9-10.
286 AG (2015), p. 13.
287 The proposals have been accepted by Parliament and became law as per 1 January 2017 (Wet 
verbetering hybride markt WGA, S. 2016, 221).
288 Wet Verbetering hybride Markt WGA, MvT, p. 9, (Kamerstukken 34 336, no. 3 ).
289 The public scheme levied a cumulative surcharge of € 1.5 bn. and reserved this in one fund 
(“Whk”); it compensated the surcharge by reducing the premium rate of another fund (“AOK”); 
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In summary it can be concluded, that the effect of the ‘double charges’ 
problem has been ‘negative’ (‘-’).

3.4.5 Market failure?

We will f irst describe in general terms how the private insurers reacted to 
privatisation. Subsequently we will address the question whether partial 
privatisation of the disability risk has resulted in market failure. Discussion of 
this question, has to be split into two parts. First: does the private insurance 
market function well? Can employers who opted out of the public scheme 
buy the cover they need? Second, does the ‘hybrid system’ i.e. competition 
between ‘public’ and ‘private’, function well?

Reaction private insurers
As set out earlier, the f irst version of the ‘hybrid system’ was introduced in 
1998: employers could ‘opt-out’ of the public disability scheme (above, 3.4.1). It 
went by the codename “Pemba”. The public scheme would have to ‘compete’ 
for customers with private enterprise. The initial reaction of private insurers 
had not been entirely positive: there was no ‘level playing field’ in view of the 
differences between PAYG and fully-funded premiums.290 Insurers were all 
in favour of privatisation but pleaded for a very gradual transition.291 Practice 
turned out to be different. As the scheme operated on a PAYG-basis, the average 
differentiated contribution started in 1998 at a rate of 0.3 % (of payroll), but 
within five years reached a level of 2.4%.292 Private insurers could not compete 
at a rate of 0.3%,293 but their position started to improve as contribution rates of 
the public scheme increased.294 Eventually this market segment would have a 
volume of € 100 – 150 M.295 It turned out to be very profitable business. As one 
insurer explained: “… insurers targeted industries with high disability rates like 
the catering and construction industry and subsequently worked very hard [and 
mostly with success] to get these rates down.”296 Whether this approach was the 

this was f inanced by running down the net assets of that fund. Now the reserved part of the 
surcharge will be used, the net effect is a reducing of the net assets.
290 In fact this was an early version of the ‘funding bump’ problem (above, 3.4.4.), but the term 
had not been invented and the issue had not been addressed at time.
291 Verbond (1994) p. 14; in similar sense: Verbond (1997), p. 33.
292 UWV, Tijdreeksen.
293 ASR (1998).
294 ASR (1999).
295 Verbond (2005), p. 27.
296 a Dutch insurer (below, 7.5.12).
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result of careful research or of professional gut feeling is not known. A recent 
study found that some industries are more susceptible to financial incentives 
than others. That is the case with the construction- and the catering industry.297

In 2005 the new public disability scheme, “WIA” came into force. As 
regards the private insurance market the changes compared to the “Pemba” 
system were limited. The hybrid system which gave employers the possibility 
for an ‘opt-out’ was continued. However, the own risk period was extended 
from f ive to ten years and the differentiated premium in the public system 
– against which private insurers had to compete – was slightly changed.

Insurers estimated the size of this potential market at about € 1.2 – 1.4 
bn.298 This was very welcome since the life insurance market had been 
very flat over the last few years.299 When the market opened up, a scramble 
for market share followed. The – joint – market share of private insurers 
gradually increased to approx. 50% (in 2013) and thereafter decreased again 
to 43% (in 2015).300

Up to 2013 companies operating in this market segment incurred a cu-
mulative loss of € 1.6 bn., more than twice their annual premium income 
in this class of business. The problems were exacerbated by the fact that 
most insurers had committed themselves for a number of years to premiums 
that were too low.301 The supervisor, De Nederlandse Bank, attributed the 
losses to: “opportunism, insuff icient data and communicating problems 
[between private insurers and the UWV].” It added that these problems 
had been addressed since.302

Market failure: private insurance market?
In accordance with the theory of market failure, we split the question into 
two parts (above 2.2.6). First, are there any signs of supply disappearing? 
Second, can that (non) disappearing of supply be explained on the basis of 
the absence/presence of information asymmetry.

An indication of the development of supply can be found in the develop-
ment of premium volumes in this market segment. Between 2010 and 2015 
premium volume increased from € 0.6 to € 0.8 bn., an average increase of 
4.6% per annum.303 Research has confirmed that: in principle insurers are 

297 Van Sonsbeek et al. (2013), p. 845.
298 Verbond (2005), p. 27.
299 Verbond (2005), p. 15.
300 UWV (2016b), p. 23.
301 Hendrikse (2013).
302 € 1.6 bn. on an annual premium income of some € 750 M: DNB, Nieuwsbericht dated 29-01-2015.
303 Annex 7.1, sub 3.2, ‘disability – group’.
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happy to insure any risk, provided the price is right.304 In other words there 
are no signs of supply disappearing.

This takes us to the second step: can the fact that supply did not disappear 
be explained by an absence of information asymmetry? The explanation 
that has been put forward as regards the sickness risk (above, 3.3.5) equally 
applies to the disability risk. The market is a group market and that strongly 
diminishes the chances of adverse selection. Equally behavioural effects are 
unlikely to be a signif icant problem, because the premiums being charged 
are to a large extent experience based. The above seems to be a plausible 
explanation why there are no signs of supply in the private market for 
disability insurance disappearing. The effect of privatisation on the private 
insurance market can be rated as negligible (‘0’).

Market failure: hybrid system?
The ‘hybrid’ system that had been created as a result of partial privatisation 
required a ‘level playing f ield’ between public and private. Keeping that 
playing f ield ‘level’ has proven to be diff icult. It required constant attention 
and frequent changes in legislation. The problems with the system are 
mainly fourfold: 1) Method of funding: moving from PAYG to ‘fully funded’; 
2) Transition from ‘public’ to ‘private’ and vice versa; 3) Rating methodology: 
‘prospective’ vs ‘retrospective’ and 4) Teething problems.305 The f irst two 
items have been discussed in the previous paragraph (above, 3.4.4). Hereafter 
we will comment on the other two.

Rating methodology: ‘retrospective’ vs ‘prospective’. Provided certain 
‘prudential’ requirements are being met, private insurers are free to set 
their premiums in whatever way they like. In practice they base their 
rates on past claims experience. Depending on the size of the employer, 
the emphasis is more on company- or more on industry-experience. The 
larger the company, the larger the weight of company experience. This 
practice does not take away, that insurers underwrite the risk for a certain 
period in the future. Assessing that risk – with all the uncertainties that it 
implies – is the very essence of their business. By nature rating of private 
insurers is ‘prospective’.

The public rating structure is regulated in detail and based on past claims 
experience.306 There are maximum- (400% of average) and minimum rates 
(25% of average). Past claims experience is calculated as the weighted average 

304 Cuelenaere et al. (2013), p. 59.
305 For a more complete overview see AG (2015).
306 Besluit Wfsv, Staatsblad 205, 585.
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of company- and industry experience: the larger the employer, the more 
company experience is taken into account and the less industry experience 
and vice versa. The public rating structure is basically ‘retrospective’.

As we have seen in our conceptual framework, competition between two 
insurers of which one does not price the risks ‘correctly’, usually ends in 
losses for the latter (above, 2.2.5). In this case the public scheme is the one 
that runs the risk of being left with portfolio of less than average quality.307 A 
recent study confirmed, that the public scheme competes at a disadvantage 
as its rates are retrospective.308 At the time the f irst version of a ‘hybrid’ 
system was considered, exactly that point had been made by one of the 
advisors of the government. They feared, that the public system would have 
“less flexibility in reacting to developments in the private market.” This could 
result in the public scheme losing more and more risks.309 The government 
rejected this recommendation. It reasoned, that by basing premium rates 
on past experience there would be a “direct link between efforts to reduce 
the disability risk and reduction of the premium level.”310

On the basis of an evaluation of the new Act the government concluded 
some ref ining of the public system of premium differentiation was nec-
essary.311 The announced ref ining of the premium rates was realised in 
2014. The changes were intended to “better align [premium rates in the 
public sector] with those in the private sector” and thus improve the level 
playing f ield.312

Teething problems. We already mentioned the serious losses that insurers 
incurred in this business segment. Staggering as the losses may have been, 
the causes thereof can be seen as – expensive – teething problems.

Each of the four problems identif ied above played a role during the last 
decade. It is diff icult to predict what will happen next. Increasing of pension-
able age may – in the absence of effective countermeasures – result in higher 
entries and result again in ‘funding bump’ problems. It is also possible that 
the differences between ‘prospective’ and ‘retrospective’ rating will result 
in a decreasing market share of the public scheme. It is unlikely, however, 
that there will no future distortions in the competition between ‘public’ and 
‘private’. In view of the constant effort that is required to keep the playing 

307 In that sense also AG (2015), p. 13.
308 Hassink et al. (2015), pp. 24-26.
309 SER (1995), pp. 80-81.
310 Pemba, MvT p. 17 (Kamerstukken 24 698, no. 3).
311 Letter State Secretary of Social Affairs dated 25-03-2011, annex pp. 13-14 (Kamerstukken 32 
716, no. 1) on the basis of the report by Cuelenaere et al. (2009).
312 BeZaVa. MvT pp. 25 – 26 (Kamerstukken 33 241, no. 3)
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f ield level, the question about on how the hybrid system functions, has to 
be answered as: unclear (‘?’).

We add a comment of a more fundamental nature. In case of the f irst 
three problems that we identif ied, the solution was sought in moving the 
public rating structure more in the direction of private insurers. In itself 
that is a good development, as it does exactly what the legislator intended: 
better allocating the risks. However, further steps in that direction may 
prove to be diff icult. Assessing and pricing risks is not a purely mathematical 
exercise; it contains an element of judgement. Ultimately therefore, it is a 
commercial decision. That is diff icult to reconcile with good government 
principles, which require – inter alia – equal treatment of all subjects.

3.4.6 Demand anomalies?

Employers who wish to ‘opt-out’ of the public program, have the choice 
between either asking a bank or an insurer to guarantee payments under 
the scheme. Most employers opt for insurance (above, 3.4.2). As regards 
the others one can assume that banks will not give that guarantee unless 
they are convinced that the employer can carry the risk. In other words the 
effect of privatisation on demand anomalies can be rated as negligible (‘0’).

3.4.7 Effect on price of cover

Prima facie the effect of privatisation on price could be found in the develop-
ment of market shares of ‘public’ and ‘private’. Until 2012 the ‘private’ market 
share increased to 50.5% thereafter it started to decrease (to 44.2% in 
2015).313 As we have seen, there are a number of factors that have distorted 
competition between private and public: at one hand private insurers set 
their rates too low initially, and at the other hand there are structural factors 
that favour either ‘public’ or ‘private’ (above, 3.4.5). Rather than comparing 
market shares we therefore analyse the underlying cost-factors: prevention, 
rehabilitation, control and transaction costs instead.

Prevention. As we set out as regards the sickness scheme, there is consen-
sus that employers have had considerable success in reducing the sickness 
risk. They did so with the assistance of their insurers or other advisors. 
It is unclear however, to what extent this has been the result of more ef-
fective prevention or control (above, 3.3.7). We also found, that there are 
marked differences between employers: some were successful, others less 

313 Letter Minister of Social Affairs dated 20-02-2015 (Kamerstukken 32 716, no. 19).
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so. There is no evidence, however, that those who ‘opted-out’ of the public 
disability scheme did better than those who did not.314 Insurers whom we 
interviewed unanimously declared that they see no role for themselves as 
regards prevention (above, 3.2.7). The effect of privatisation on prevention 
can therefore be rated as neutral (‘0‘).

Rehabilitation. A similar reasoning applies to the effects of privatisation 
on rehabilitation. There is no doubt that employers and their advisors on 
the whole put considerable effort in rehabilitation. However, the question 
is whether those who ‘opted -out’ did better than those who stayed in the 
public scheme. The comparison is diff icult, because the insured ‘private 
–’ and the ‘public population’ differ. The latter contains more temporary 
staff and the like, which have a less favourable risk prof ile. A number of 
studies concluded that, correcting for this difference in composition, the 
effects of rehabilitation efforts in public and private insurance do not differ 
signif icantly.315 Three comments can be made as regards these f indings.

First, ‘public’ and ‘private’ apparently approach the ‘trade-off’ between the 
cost of rehabilitation efforts and their effects differently. As regards ‘private’: 
insurers are aware that they operate in a competitive environment and 
‘invest’ in rehabilitation accordingly.316 As regards ‘public’: the government 
imposed substantial cost savings on the UWV a few years ago. Eff iciency 
measure alone were insuff icient to meet the targets and serious backlogs in 
rehabilitation efforts and in reassessments developed.317 One can doubt the 
wisdom of the imposed cost savings: on balance the cost to society could 
well have increased.318 The quoted studies are mostly based on data that 
precede the period of cost savings; the situation may have changed since.

Second, and probably more important, the waiting period for the disability 
scheme was extended to 104 weeks in 2004 (above, 3.3.1). It probably took 
some time before all parties concerned fully realised the implications of 
this change as regards the chances of recovery. With a slight simplif ication 
one could say, that efforts for rehabilitation that only start after the waiting 
period have very limited chance of success.319

Third, we found that once people are admitted to the disability scheme, 
chances of recovery are small: close to 14% of entries after ten years (above, 

314 Cuelenaere et al. (2009), p. 67. 
315 Inter alia Cuelenaere et al. (2013a), p. 67 and Hassink et al. (2015).
316 Romijn (2017), see also 3.2.7, above.
317 Letter minister of Social Affairs dated 30-10-2015, (Kamerstukken 26 448, no. 543).
318 Financieel Dagblad 07-07-2016, page 5.
319 The f indings of Koning (2016) point in that direction; experience rating provides a more 
effective incentive in case of sickness than in case of disability.
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3.4.2). The low percentage is probably not just explained by the long waiting 
period but also by the fact that about 50% of DI recipiency is based on subjec-
tive claims.320 As we have seen, subjectivity of the claims is an impediment 
to (proof of) recovery (above, 2.4). Under these circumstances, making a 
difference in rehabilitation is diff icult; making a signif icant difference is 
probably close to impossible.

In summary the effects of privatisation on rehabilitation seem to have 
been largely realised in the sickness period (above, 3.2.7) and not the disabil-
ity period. The effect of privatisation of the disability risk on rehabilitation 
has to be rated as neutral (‘0‘).

Control. To our knowledge no specif ic research has been done on this 
subject. In view of the results as regards ‘prevention’ and ‘rehabilitation’ the 
most likely outcome is, that this effect can be rated as neutral (‘0‘) as well.

Transaction costs. Transaction costs of the public scheme amount to 5.5% 
of benefits (above, 3.1.7, table 3.3). Transaction costs of private insurers are not 
available by sub-class but average 23.8% of premium income (11.3% internal- 
and 12.5% acquisition costs; above, 3.1.8). Both f igures are overstated. The 
public transaction costs, because the public body, UWV, carries the cost 
of all medical assessments, also those of employees whose employers have 
opted out of the public scheme. Transaction costs of private insurers are 
overstated, because very low commission rates are being paid on this type 
of insurance. Nevertheless the difference between both numbers is such, 
that we can safely assume that the effect of privatisation on transaction 
costs is negative (‘-’).

3.4.8 Effect on risk solidarity

The question to be addressed is, whether there is a difference in risk solidarity 
between employers who stay in the public scheme and those who ‘opted-out’ 
of it. Both the public scheme and private insurers charge contributions/
premiums on the basis of past claims experience. The methods of calculation 
are different, however. The public scheme uses maximum and minimum 
premium rates, private insurers do not. The current minister of Social Affairs 
sees the existence of maximum- and minimum rates as an expression 
of “mutual solidarity” between employers.321 However, maximum- and 
minimum rates were introduced to compensate small and medium sized 
companies for the effects of random losses (to which they are more exposed 

320 Sleijpen et al. (2017).
321 Letter minister of Social Affairs dated 22-06-2015, (Kamerstukken 32 716, no. 18).
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than large companies for which the Law of the Large Numbers applies).322 
Within our def inition, that is a case of ex post risk solidarity which is a 
characteristic of public and private insurance alike. There is no structural 
difference in the way private insurers calculate their rates from the perspec-
tive of ex ante risk solidarity. The effect of privatisation on risk solidarity 
can be rated as neutral (‘0‘).

3.4.9 Effect on redistribution of income

A redistributive effect of an insurance scheme has been def ined as the 
situation in which the contribution rate increases with income (above, 2.5). 
Neither for those who stay in the public scheme, nor for those who have 
‘opted-out’ of it (individual) income levels are being taken into account in 
establishing the contribution- or premium rate. The effect of privatisation 
on redistribution of income can be rated as neutral (‘0‘).

3.4.10 Other effects

One other effect of privatisation can be mentioned: identifying and pricing 
of risks. This effect was def ined as the extent to which privatisation has 
resulted in pricing in accordance with the risk (above, 3.2.10). In this case 
we compare the situation of the employers who ‘opted-out’ of the public 
scheme with those who stayed in. Both the public scheme and private 
insurers aim to price in accordance with the risk. We argued, that the public 
system does that in a less effective way as the rating is ‘retrospective’ rather 
than a ‘prospective’ (above, 3.4.5). Consequently, the effect of privatisation 
on identifying and pricing of risks is less strong than in the case of the 
disability risk of the self-employed and the sickness risk of the employees 
(above, 3.2.10 and 3.3.10) but can still be rated as positive (‘+’).

3.4.11 Risk allocation between employer and employee

We refer to our discussion of a rational allocation of the sickness risk between 
employer and employee (above, 3.3.11). The arguments used in that paragraph 
equally apply to a rational allocation of the disability risk. In other words: 
allocation of the disability risk to the employer can be considered as rational. 
In this respect there is no difference between the employers who stay in, 
or ‘opt-out’ of the public system.

322 WIA, MvT, p. 83 (Kamerstukken 30 034, no. 3).
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3.4.12 Summary

The f indings of the previous paragraphs are summarised in table 3.6.

Table 3.6:  Effects of privatisation; disability risk employees

partial privatisation 
disability risk employees

Cover
extent 0
flexibility 0
adaptability 0

Double charges -
Market failure

private insurance market 0
hybrid system ?

Demand anomalies 0
Price  

prevention 0
rehabilitation 0
control 0
transaction costs -

Risk solidarity 0
Redistribution of income 0
Other

identifying and pricing risks +

3.5 De facto privatisation: increase in the number of self-
employed

In the next paragraphs we will discuss the effects of the increase of the 
number of self-employed – a development that was labelled as ‘de facto 
privatisation’. Whilst ‘normal’ privatisation is the result of deliberate govern-
ment action, ‘de facto privatisation’ is not.

The structure of 3.5 differs from that of 3.2 to 3.4. In essence the ef-
fects of ‘de facto’ privatisation do not differ from the privatisation of the 
public scheme for the self-employed (above, 3.2) and it makes little sense 
to repeat an answer to the research questions as we did as regards the 
other forms of privatisation. We limit ourselves to the nature of and the 
rationale for privatisation (3.5.1) and some other effects of this type of 
privatisation (3.5.2).
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3.5.1 Nature of and rationale for privatisation

Within the context of the restructuring of the Dutch disability programmes 
there are a number of cases that could be labelled as ‘de facto privatisation’.

One is a development that took place in 1993, when – along with a 
number of other measures – benefits of the public scheme were reduced.323 
The changes were diff icult to swallow for some parties and the trade unions 
were furious. They managed to ‘repair the gap’ [between the old and the 
new scheme] in the majority of the collective labour agreements.324 Part 
of the risk was thus transferred from the public- to the private sector. It 
can be labelled as ‘de facto’ privatisation, as this transfer was never the 
intention of the legislator. (Private insurers were pleased: this market 
segment would have a size of approx. € 450 M., and the business was 
quite prof itable).325

Another example is the increase in the number of self-employed (above, 
3.1.1). As described above, the public scheme contained limited disability 
cover for the self-employed between 1977 and 2004 and none thereafter 
(above, 3.4.1). Consequently, if an employee leaves his/her job to become 
self-employed, his/her insurance-status changes. In the terminology of our 
conceptual framework both examples of de facto privatisation represent 
a type of privatisation in which in which there is a shift from ‘public’ to 
‘private’ at two levels. The State is no longer risk carrier and it no longer 
decides about the extent of cover (above, 2.3.7).

In the following analysis the focus will be on the latter development, and 
in particular on the increase of the ‘self-employed without staff’/freelancer 
– in the Netherlands known by the acronym “ZZP” (Dutch: “zelfstandige 
zonder personeel”).

The ZZP’s contain a broad range of cases. At one end there are those who 
make a deliberate choice to become self-employed and have a reasonable 
to high income. At the other end there are those who effectively continue 
doing the job they used to do as an employee at a moderate to low income. 
The latter category is a frequent occurrence in industries like construction 
and transport: the bricklayer who used to be employed by a contracting 
f irm, but is now self-employed; likewise for a lorry driver who used to be 

323 Wet Terugdringing Beroep Arbeidsongeschiktheidsregelingen (“TBA”), wet van 07-07-1993, 
Staatsblad 1993, no. 412.
324 Rommelse (2011), pp. 96-97.
325 Business volume: Verbond (2005), p. 27; prof itability: Amersfoortse (1993) reported “satisfac-
tory progress.”
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employed by a transport f irm.326 Since 2000 there has been an increase 
in the number of self-employed from 11,6% to 16,5% of the total working 
labour force and that increase has been well above EU-average (above, 
3.1.1). There are various macro-economic trends that have contributed to 
the increase. It is plausible, that differences in f iscal treatment between 
employees and ZZP’s at least partly explain the exceptional increase in 
the Netherlands: under comparable circumstances ZZP’s are cheaper than 
employees.327

3.5.2 Effects of de facto privatisation

As we said, most of the effects of ‘de facto’ privatisation do not differ 
from the privatisation of the public scheme for the self-employed (above, 
3.2). However, there are two other effects that have been mentioned in 
literature: f irst, ‘undermining’ of the public scheme and second, ‘unfair 
competition’

Undermining of the public scheme. The argument runs as follows: an 
employee who leaves the public scheme, effectively escapes from his/her 
share in the tail charges: the cost of those who receive a disability pension 
will have to be borne by those who stay behind.328 In view of the numbers 
– an increase of the number of self-employed from 11.6% to 16.5% of total 
labour force – the impact is not substantial. The picture changes somewhat, 
if combined with the ‘unfair competition’ argument.

Unfair competition. To some extent the ZZP’s compete with employed 
labour. Employers face – mandatory – indirect labour costs: contributions 
for social insurance and – usually – for pension schemes. The ZZP’s have a 
choice: they can e.g. decide to retire later and to cover the disability risk not 
completely or not at all. To what extent that choice of the ZZP’s is rational, is 
outside the scope of this thesis. In itself it is correct that factored into labour 
costs of employees are the costs of those who are already disabled, and that 
ZZP’s escape that cost. However, the weight of this argument appears to be 
minimal. In discussions on the subject the emphasis is therefore usually on 
tax advantages for the self-employed.329

The effect of de facto privatisation on the ‘tail charges’ and on ‘unfair 
competition’ therefore can be rated as ‘negligible’ (‘0’).

326 See for examples: Hasekamp et al. (2015) pp. 10-14.
327 Hasekamp et al. (2015), pp. 35-40.
328 i.a. Maurice Limmen, chairman CNV, in FD 06-05-2015, p. 4.
329 In that sense also Hasekamp et al. (2015), p. 38.



NETHERLANDS 163

3.6 Summary

In the next paragraphs we summarise our f indings on privatisation of the 
Dutch Sickness and Disability Programmes. We start with a summary of 
what preceded privatisation (3.6.1), thereafter we summarise our f indings, 
f irst by category (3.6.2), thereafter by type of privatisation (3.6.3).

3.6.1 Prelude

Until 1967 the Dutch programmes for Sickness, Industrial Injuries and 
Invalidity differed in only one important aspect from those in the major-
ity of other developed countries. Both the Industrial Injuries Scheme and 
the Sickness Scheme offered employers the opportunity for a limited 
‘opt-out’. This opportunity proved to be popular with employers (in 
particular the large ones). Its main attraction was, that private rates 
ref lected the risks more accurately. The public scheme lacked the f lex-
ibility to match this.

Benef its of the Invalidity Scheme were low by today’s standards, but 
otherwise the schemes functioned reasonably well. As the combination of 
high inflation and low interest rates in and after World War II eroded the 
benefits of the Disability Scheme, a major change became necessary. That 
change took place in 1967. The Industrial Injuries scheme and the Invalidity 
scheme were merged into one program, the “WAO”. The combination of the 
generosity of the f irst with the disability def inition of the latter created 
substantial behavioural effects. The problems were exacerbated by the 
way the scheme was administered (the reversal of the burden of proof) and 
by the fact that it took some time for the insured public to understand the 
opportunities the scheme offered (the ‘learning effect’). In the early 1980’s 
it was estimated the some 50% of the new entrants to the scheme could 
have worked.

It is hard to understand the developments in the public disability scheme 
without taking into account the extent of these behavioural effects. Neither 
the increase in disability recipiency until the mid-1980’s, nor the decrease 
thereafter can be explained by changes in the state of health of the Dutch 
population. The f inding of such a high element of behavioural effects proved 
to be an ‘inconvenient truth’ for policymakers. They did not address these 
effects as such, but tried to contain entries on the basis of a ‘medical model’: 
stimulating prevention and rehabilitation. These measures had a limited 
effect: they reduced the cost of the program, but disability entries and 
recipiency remained high.
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Eventually the introduction of incentives (along with other measures 
like tightening the def inition of disability, reducing the replacement rate 
and changing the administration of the scheme) for the employers proved 
to be successful. Premium differentiation and – in its wake – privatisation 
were introduced. The solution of the behavioural effect problem was thus 
in effect ‘delegated’ to employers and their insurers.

With the benef it of hindsight the remarkable thing about the Dutch 
disability program was not that benef its exceeded forecast. It is, that it 
took some thirty years to correct that mistake effectively and that it costed 
an estimated 37% of GDP (some € 250 bn. in today’s money) before it was 
corrected. The feedback-loop did not function properly.

The combined effect of all the measures taken is that the annual disability 
entries have now reached a – relatively stable – level of approx. 0.5% of the 
insured population. Not all is well though: f irst, as a result of the ‘earnings 
related’ definition there are a substantial number of people who could have 
worked, ‘fully disabled’. Second, the increase of the pensionable age may 
result in an increase of recipiency and cost of some 25%.

The subject of this thesis is the effect of one set of measures that were 
introduced to contain the ‘disability problem’: privatisation. Four types 
of privatisation have been distinguished: 1) full privatisation of the dis-
ability risk of the self-employed, 2) full privatisation of the sickness risk of 
employees, 3) partial privatisation of the disability risk of employees and 
4) de facto’ privatisation of the sickness and the disability risk as a result 
of the increase of the number of self-employed.

3.6.2 The effects of privatisation by category

An overview of our f indings on the effects of privatisation is presented in 
table 3.7. (The f indings on ‘rational demand’ and on a rational allocation of 
risk between employer and employee are omitted in the table but will be 
commented upon in the text).

As regards the consequences of privatisation, a distinction can be made 
between effects that are specif ic to the Netherlands and those that are 
not. The latter category has been described in literature and is related to 
the characteristics of private- (as opposed to social-) insurance: private 
disability insurance offers more f lexibility, but this comes at the price 
of less solidarity between the ‘healthy’ and the ‘unhealthy’, the ‘young’ 
and the ‘old’ and of higher transaction – in particular acquisition – costs. 
These characteristics apply to the Netherlands as well. At the ‘specif ic’ 
level we found:
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Table 3.7  Effects of privatisation; summary
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1. Rational demand for insurance cover. From the perspective of the in-
dividual (self-employed or employee), demand for cover of the sickness 
and disability cover is rational in the vast majority of cases; that in itself 
is nothing new. It is worth noting, that it has become more diff icult to 
formulate an ‘across the board’ replacement ratio that meets rational 
demand as the prevalence of the male breadwinner has given way to ‘double 
income families’. However, we also found indications that the definition 
of disability – both in private and in public insurance – is still too broad:

2. From a theoretical point of view: the definition contains high incidence 
elements like ‘occupational wear and tear’ and mental disorders. This is 
a topic that requires further research. It will be clear that ‘narrowing’ 
the def inition will not solve the underlying problems; it can prevent, 
however, that the problems remain unsolved.

3. Many of the self-employed who did not take out disability insurance, 
f ind insurance ‘too expensive’.

4. Recipiency of the public scheme still contains a number of people that 
could have worked.

We also found, that the public scheme creates a ‘benchmark’ for the defini-
tion of disability. From a PR point of view private insurers f ind it diff icult to 
introduce products with a more limited cover. Apparently the Supervising 
Authority has a similar view. In other words only the government can 
effectively limit the def inition of disability.

Extent of cover. It did not change as a consequence of privatisation. In 
the case of the sickness- and the disability risk it did not because it is still 
being def ined by legislation. In the case of the self-employed, because the 
public scheme played a minor role; many self-employed already had private 
insurance.

Adaptability of cover. Dutch history of public disability insurance has 
for a long time been marked by a feedback-loop that did not function well. 
We offered two hypotheses why that should be the case. First, under PAYG-
f inancing the cost of changing circumstances emerges only slowly. It thus 
offers an opportunity to delay corrective action. Second, the dual role of 
the legislator – representing both the insurer and the insured – makes 
balanced decisions more complicated. Private insurance can be adapted 
more quickly. This advantage comes to the fore in the privatisation of the 
disability risk of the self-employed only. As regards the sickness- and the 
disability risk of employees, the risk is still def ined by law.

Transition from PAYG to ‘funded’: double charges? In three of the four types 
of privatisation the ‘double charges’ problem hardly played a role: either 
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because the group it concerned was small (the self-employed), or because 
the risk did not have a signif icant tail (sickness). In the case of the disability 
risk of employees it was considered a serious problem and influenced the 
structure of privatisation: a hybrid system rather than full privatisation. 
Looking back over past decade, the ‘double charges’ effectively have been 
paid for about 50/50 by the State and private insurers.

Market failure. There are no indications of market failure at any significant 
level. By way of explanation we concluded that information asymmetry is 
much less of a problem than assumed. The main risk factors occupation 
and age can easily be quantif ied. On that basis premium differentiation has 
proved to be a powerful tool in limiting adverse selection. Absence of market 
failure does not mean that everyone can buy the insurance cover in the 
private market he/she would like, or that he/she could afford. Those people 
who become self-employed at a later age and have developed a ‘medical 
precondition’ may f ind cover very expensive or not available at all. They 
will have to rely on the possibility to stay insured with the public scheme 
on a voluntary basis or on a similar scheme offered by private insurers.

The hybrid system brushes with market failure in a different way. It turns 
out to be diff icult to keep the ‘playing field’ between ‘public’ and ‘private’ 
level: frequent changes in legislation were required. In the process the public 
scheme has gradually moved more in the direction of a rating structure as 
in private insurance (based on ‘funded’ f inancing).

Demand anomalies. Apart from the partial privatisation of the disability 
risk of employees (in which the public scheme remains the default op-
tion), there are indications of demand anomalies. The size of the problem 
remains elusive. There appear to be less problems than one would expect. 
The problems are most pronounced among the group of small employers 
in which penetration of insurance of the sickness risk of their employees 
is low. The government has announced changes in legislation to further 
insurance among this group.

Risk solidarity. In general terms the effects of privatisation on risk 
solidarity are limited. There are two reasons for this. First, the structure of 
privatisation: as regards the sickness- and the disability risk of employees, 
cover is still def ined by legislation and consequently the benef its do not 
differ between ‘public’ and ‘private’. Second, the prevalence of group policies: 
this puts less emphasis on the individual health and age of the employees 
than individual policies would do.

Redistribution of income. The Dutch public sickness and disability schemes 
were not characterised by their redistributive effect. The usual structure 
was that both contribution and benefits were expressed as a percentage of 
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payroll. Consequently, the effects of privatisation in this respect have been 
negligible.330 There is one exception: the scheme for the disability risk of 
the self-employed had a strong redistributive effect; that disappeared as a 
result of privatisation.

Price. We approached this matter on the basis of the underlying cost 
factors: prevention, rehabilitation, control and transaction costs. There 
is consensus in literature that transaction costs in private insurance are 
higher than in social insurance and this thesis found no indication to the 
contrary (a possible exception being privatisation of the sickness risk for 
large f irms). The question therefore is, to what extent better performance 
on prevention, rehabilitation and containing moral hazard compensates 
for the variance.

The answer to that question differs by type of privatisation. It is strongly 
positive in the case of the sickness risk of employees, probably negative 
in the case of the disability risk of employees and rests somewhere in the 
balance as regards the disability risk of the self-employed.

Other effects. Privatisation resulted in identifying and pricing the underly-
ing risk. This is an important positive as it contributes to containing the 
risks or at least to a Pareto eff icient allocation of resources. The impact is 
less pronounced in the case of partial privatisation of the disability risk of 
employees, because the public scheme too goes some way in allocating the 
risk by industry and by company. We found, that its method is not optimal, 
as it is still primarily retrospective.

Risk allocation between employer and employee. This is an issue that – 
by nature – only plays a role in the privatisation of the sickness- and the 
disability risk of employees. We found that, despite some arguments to 
the contrary, the allocation of the risk to the employer is rational: person-
specif ic risks are relatively unimportant (compared to industry-specif ic 
company-specif ic and residual risks).

Finally there is an effect that falls outside the range of our research 
questions. It is nevertheless relevant for understanding what happened. 
The combination of phased privatisation and excessively expensive public 
programmes provided private insurers with an unique opportunity. They 
could build up their knowledge, expand their business and remain profitable 
simultaneously.

330 Goudswaard et al. (2010) implicitly arrive at a similar conclusion based on an analysis of 
social programs in the OECD countries, although they use a broader def inition of ‘redistributive 
effect than we do (above, 2.5).
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The answers to the research questions are quantif ied in a limited way 
only. How one rates these positives and negatives is a matter of personal 
or political preference that will not be answered by this thesis. How the 
positives and negatives are distributed over the various types of privatisation, 
provides additional insight. That will be the topic of the f inal paragraph 
of this chapter.

3.6.3 Effects by type of privatisation.

We distinguished four types of privatisation. They will be ranked by their 
‘relative’ effect: from ‘many positives – few negatives’ to ‘many negatives 
– few positives’.

Privatisation sickness risk employees. This is by far the most successful 
type of privatisation: there are many positives and hardly any negatives. 
It played an important role in reducing behavioural effects. A closer look 
reveals, that the system works better for medium sized and large employers 
than for the small ones. Small employers are less well equipped to deal 
with the demands that prevention and rehabilitations put on the employer. 
Equally demand anomalies are more prevalent among small employers.

Privatisation of the disability risk of the self-employed. There are less posi-
tives and more negatives than in the case of the sickness risk of employees. 
In itself the market seems to function well. However, there are differences 
between the high and the low income earners. The public scheme for the 
self-employed that existed between 1977 and 2004 offered very limited 
cover only. In that period it was customary for many high income earners 
to buy additional private cover. To them privatisation was not an important 
change. The position of the low income earners is different. They would be 
well served, by an extension of the range of ‘low cost’ products.

Partial privatisation disability risk employees. This is the least success-
ful part of privatisation. There are few positives and negatives, but many 
‘neutrals/negligibles’. The intention of the legislator had been that claimants 
would stay for a limited period in the ‘WGA’. That did not materialise; the 
long term recovery rate appears to be some 14% (and diminishing as the 
average age of new entrants to the scheme increases). On that basis it is 
diff icult to add value in rehabilitation.

The explanation seems to be that the composition of the group WGA-
claimants differs substantially from what had been anticipated. In particular 
the ‘grey area claims’ appear to be disproportionally represented. As we 
have seen, grey area claims are more exposed to behavioural effects. Under 
those circumstances the medical model (prevention, diagnosis, therapy, 
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rehabilitation) does not function well. Control can be achieved through a 
change of policy measures: narrowing the definition of disability, reducing 
the benefits, more control or any combination thereof (above, 2.4). These 
policy measures are controlled by the legislator, however, and cannot be 
changed by private insurers; thus they are inadequately equipped for the 
job at hand.

We also found, that maintaining a level playing f ield between ‘public’ and 
‘private’ requires a lot of legislative effort. These – and possibly other – argu-
ments led a number of companies to withdraw from this market segment. 
One company did so inter alia with the argument that the ‘business model 
is not sustainable’.331

On the basis of American experience it has been argued, that competition 
between ‘public’ and ‘private’ would bring the best out of both.332 It has 
also be seen as a way of assuring “that the best system may win.” In itself 
both arguments may be correct, but the variables to which they apply, are 
limited. So limited in fact, that the disadvantages – efforts to maintain a 
level playing f ield – seem to outweigh the potential advantages.333

De facto privatisation: increase in the number of self-employed. This is a type 
of privatisation of a different nature. Judgement on this type of privatisation 
is hampered by the lack of information. A lot of emphasis has been on 
the low penetration of disability insurance among in particular the small 
self-employed. There are no indications that this poses serious problems 
currently; that might change in the future. It is also possible that the positives 
outweigh the negatives, because self-employed are better at coping with 
health related problems than assumed.

Our f indings by type of privatisation can be summarised as follows. 
Reducing the behavioural aspects of disability was the biggest challenge 
to the public programs. Privatisation of the sickness risk of employees 
successfully contributed to the solution of that problem. Partial privatisation 
of the disability risk of employees did much less so. In that case important 
tools were lacking. Policy implications, in particular which allocation of 
roles between ‘public’ and ‘private’ is best to meet the challenges of the 
future will be dealt with in chapter 6.

331 Delta Lloyd, press release dated 28-02-2013, p. 13.
332 Van Vuren (2005), p. 27.
333 Cuelenaere et al. (2009) p. 91 also preferred ‘complementary’ rather than ‘competitive’ roles 
for ‘public’ and ‘private’.



4. GERMANY

4.1 Introduction

The structure of this chapter is as follows. In 4.1 an introduction to the Federal 
Republic of Germany (‘Germany’ hereafter) is presented: the economic and 
political environment (4.1.1), the history and the current status of public 
sickness and disability programs (4.1.2 to 4.1.7) and the equivalent thereof in 
private insurance (4.1.8). Thereafter we turn to the analysis proper, the effects 
of privatisation in 4.2. The f indings of this analysis are summarised in 4.3. 
Unless stated otherwise, all amounts in this chapter are expressed in Euros (€).

4.1.1 Economic environment

By way of introduction we start by quoting some key economic data. Ger-
many was relatively unaffected by the economic crisis that started in 2008. 
Today most of the major economic indicators compare favourably with OECD 
averages: an unemployment rate of 4.6%,1 a government balance of +0.7% 
of GDP,2 real economic growth of 1.5%3 and a current account balance of 
+8.6%.4 Some twenty years before, after the re-unif ication of Germany in 
1991, the situation had been very different. Social spending, at 17.5% some 
4 percentage points higher than OECD-average in 1990, had soared to 25.5% 
in 1999, more than 7 percentage points over OECD-Average (see graph 4.1). 
Unemployment rose from 4.8% in 1990 to 9.6% in 1997. The government 
balance reached an all-time low at -9.4% in 1995.5 Labour costs were a worry; 
they threatened Germany’s position on its export markets. The prospect that 
aging of the population would result in a doubling of the cost of the public 
pension scheme contributed to the view that drastic changes were needed.6 
The restructuring of the welfare state, part of which we will describe in the 
following paragraphs, has to be seen against that background.

1 2015 f igures; OECD (2016), “Country statistical prof ile: Germany”: Country statistical profiles: 
Key tables from OECD; DOI: http://dx.doi.org/10.1787/csp-deu-table-2016-2-en; accessed on 
17 November 2016.
2 2015 f igures; ibidem. 
3 2015 f igures; ibidem. 
4 2015 f igures; ibidem.
5 OECD (2016),”Social Expenditure: Aggregated data”, OECD Social Expenditure Statistics 
(database); DOI: http://dx.doi.org/10.1787/data-00166-en; Accessed on 17 November 2016.
6 E.g. Rürup et al. (2003), pp. 51- 142.
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Graph 4.1:  Social expenditure as % of GDP in Germany and in the OECD
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For the sake of completeness, we mention a number of other developments 
that affect disability insurance in some way. Most of these are common to 
western countries:
– Ageing population: in reaction to this phenomenon the statutory retire-

ment age was increased and will be increased even further in the future. 
This is likely to increase the cost of disability cover (above, 3.1.5).

– An increasing share of women in the labour force. It affects the cost of 
disability cover, because male and female ‘risk prof iles’ differ. It also 
resulted in an increase in the prevalence of ‘double income couples’. 
This has affected rational demand for disability cover (above, 3.2.2).

– A shift in employment to the service sector. This generally means a shift 
to less physically demanding labour and thus to less work related ac-
cidents (however, also to an increase in mental and nervous disabilities).

4.1.2 Social insurance: introduction

Germany was the f irst country to introduce social security programs in the 
modern sense of the word.8 In the 1880’s Chancellor von Bismarck launched 
the f irst proposals. His aim was: “to [give] the tired worker something better 

7 http://data.oecd.org/socialexp/social-spending.htm.
8 Cousins (2005), p. 80.
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and more secure than poor relief.”9 In the ‘Imperial Message’ to parliament 
of 1881 the emphasis was slightly different: curing social unrest was not only 
to be sought in repression of disturbances but also in the “advancement of 
the well-being of the workman.”10

These ideas resulted in three laws. The f irst one (1883) provided insurance 
of medical treatment and sick pay during a period of 13 weeks;11 the second 
(1884) against loss of income as a result of work-accidents;12 the third f inally 
(1891) provided workers with a pension in case of old age or disability.13 The 
laws aimed to protect the blue-collar workers. Their meaning was not so 
much the size of the benefits (these were very limited), but the fact that the 
workers became entitled to the benefits (as opposed to the poor relief).14

In the course of time cover and the group of beneficiaries of these schemes 
were gradually extended. The cover was broadened to include widowhood, 
occupational diseases etc. The level of benef its was increased. Finally 
comparable (but separate) schemes were introduced for civil servants, 
white-collar workers15 and – much later – farmers.16 (A scheme for miners 
had even preceded the ‘Bismarck’-laws and been in existence since 1854).17

As from the start disability- and old age-pensions had been part of one 
single public scheme – or, more accurately, ‘old age’ had been considered 
a particular form of ‘invalidity’. The level of disability benef its had been 
def ined relative to the level of old age pensions. In describing the major 
developments in the course of time we therefore address the pensions in 
general f irst (4.1.3). Thereafter we turn to the specif ics of disability pensions 
(4.1.4). In 4.1.5 we give an overview of the changes in the sickness- and the 
accident schemes. We conclude with a description of the current status 
of all public schemes that cover loss of income as a result of sickness or 
accident (4.1.6.).

9 Quoted in Hilpert (2012), p. 45.
10 Kaiserliche Botschaft from 17 November 1881; Sten. Ber. Über die Verhandlungen des 
Reichstags, V. Legislaturperiode, I. Session1881/2, p. 2 (http://www.reichstagsprotokolle.de/
Blatt3_k5_bsb00018436_00052.html).
11 ‚Gesetz betreffend die Krankenversicherung der Arbeiter‘, dated 15 June 1883, Reichsgesetz-
blatt 1883, Nr. 9.
12 ‚Unfallversicherungsgesetz‘, dated 6 July 1884, Reichsgesetzblatt 1884, Nr. 19.
13 ‚Gesetz über die Alters- und Invaliditätssicherung‘, dated 18 June 1889, Reichsgesetzblatt 
1889, Nr. 97.
14 Hilpert (2012), p. 45.
15 ‚Versicherungsgesetz für Angestellte‘ dated 20-12-1911.
16 ‚Gesetz über eine Altershilfe für Landwirte‘, dated 27 July 1957, Bundesgesetzblatt 1957, 
I Nr. 40.
17 ‘Gesetz über die Vereinigung der Berg-, Hütten- und Salinenarbeiter‘ dated 10 April 1854.
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One of the characteristics of the German social security system is, that 
it consists of a great number of schemes for different groups: a government 
paper identif ied 12 different publicly f inanced pension systems.18 For the 
purpose of this thesis it is neither necessary (nor indeed possible) to discuss 
each of these separately. In the next paragraphs we will focus on the his-
tory and the current status of the public pension scheme for employees 
(“Gesetzliche Rentenversicherung”) which is by far the most important 
with an insured population of 53.3 M.19 Different developments/rules in 
other schemes will be mentioned wherever relevant.

4.1.3 Social insurance: history (1) – pensions in general

From 1891 to 1957
The original ‘Bismarck’ scheme provided for a pension in case of disability 
and an old age pension at the age of 70. Benefits were conditional upon the 
premium being paid during at least 30 years. Financing was fully funded; 
employer, employee and the state each paid one third of the premium.20

In 1911 a separate scheme was introduced for white-collar workers.21 Its 
conditions were more generous than those for the blue-collars. The benefits 
were higher, the retirement age was lower (65 as opposed to 70) and the scheme 
provided for widows’ pensions.22 Financing of the white-collar scheme was 
separate too. This was attractive for its members, as the group contained ‘better 
risks’ than the blue-collar scheme. By today’s standards the scheme would be 
considered as an privileged scheme in a class-society. At the time it also served 
the purpose of setting an example of what social insurance should look like.23

Hyperinflation in the early 1920’s eroded the assets of the public scheme. 
Pensions continued to be paid, but had to be financed out of current contribu-
tions and additional tax-financed grants by the state. There was a comparable 
situation after World War II. Inflation had been less devastating, but assets had 
been used by the Nazi-regime to finance their arms program.24 As a result most 
pensions were considered ‘inadequate’. In 1955 the average pension of blue-
collar workers amounted to approx. 27% of average wages in the industry.25

18 Alterssicherungsbericht 2005, BT Drucksache 16/906.
19 DRV (2015), p. 1.
20 Gesetz über die Alters- und Invaliditätssicherung dated 18-06-1889.
21 ‚Versicherungsgesetz für Angestellte‘ dated 20-12-1911.
22 Hilpert (2012), p. 47.
23 Hilpert (2012), p. 48.
24 Metzler (2003), p. 119.
25 Hilpert (2012), p. 57.
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Pension Reform 1957
The so called Pension Reform of 1957 (“Rentenreform 1957”) fundamentally 
changed the nature of the pensions. The essence of the reform was, that in 
the future pensions would be annually adjusted on the basis of a ‘pensions 
formula’ (“Rentenformel”). The formula would reflect the development of 
the wages.26 The codename for the new system was ‘dynamic pensions’ 
(“dynamische Renten”).27 Otherwise equivalence between premiums 
paid and benefits received remained the cornerstone of the program. The 
minimum pension disappeared and with it the last redistributive element.28 
The objective of the proposed reform was to secure that someone’s ‘social 
position’ would remain in accordance with that during working life.29

These changes required a new way of f inancing of the scheme. It was 
impossible to realise the adjustments as proposed within the framework of 
fully funded pensions. As we have seen, the crises in the 1920s and thereafter 
had effectively resulted in a partial shift to PAYG-financing. A theoretical 
basis for a complete change to PAYG was found in the theories of Beveridge 
and Mackenroth that have been discussed before (above, 2.3.6). In political 
terms the change was formulated as an ‘Agreement between the Generations’ 
(“Generationenvertrag”). It implied, that the current working generation 
would pay the pensions of the retired, expecting the next generation to 
do the same.30 Formally abandoning the ‘fully funded’ principle resulted 
in resistance from f inancial institutes and the white-collar union.31 They 
feared, that the changes would result in higher inflation, lowering of the 
savings quote and unbearable charges in case of demographic changes.32 
Despite this criticism the bill was passed in parliament. Both major parties 
CDU/CSU (government) and SPD (opposition) supported the change.

As a consequence of the Reform current pensions were increased by 
approx. 60% to 70%.33 It does not surprise that the changes were very well 
received by the population.34 However, the real importance of the Reform 
would lie in the fact that the pensions would keep pace with the development 
of salaries. For the f irst time benef its rose to levels that were well above 

26 Hilpert (2012), p. 94.
27 Hockerts (2011), p. 71.
28 Hilpert (2012), p. 101.
29 Hockerts (2011), p. 63.
30 Hockerts (2011), p. 72.
31 Hilpert (2012), p. 102.
32 Hockerts (2011), pp. 78-79.
33 Hockerts (2011), p. 84.
34 Hockerts (2011), p. 83.
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the social minimum.35 The public pensions would be the most important 
source of income for the elderly. In 1999 they amounted to 80% of income 
of people over 65 years old; occupational pension plans accounted for 5% 
and private plans and other income for 15%.36

Between 1957 and 2001
A number of further improvements in the public pension schemes were 
realised in the years up to 1972. The economic crisis of 1973/1974 reversed 
the trend of “ever more, ever better and ever bigger.” Rising unemployment, 
inflation and government debts forced subsequent governments to focus 
on cost savings.37 The re-unif ication of Germany in 1991 came at a huge cost 
and affected the public pension scheme as well. The number of pensioners 
increased substantially, whilst the contributions did not.38 At about the same 
time the demographic development started to play a role in the political 
discussions. Studies had indicated, that doing nothing would mean that 
the contribution rate of the scheme would double to 37 – 41% by the year 
2030. The Pension Reform 1992 aimed to anticipate those problems – inter 
alia – basing the future annual adjustments on the development of net – 
instead of gross-wages.39

The 2001 Pension Reform and thereafter
It soon became clear, that the 1992 Reform would not be enough. Two 
committees analysed the problems (in 1998 and 2003 respectively) and 
recommended fundamental changes.40 In broad terms their f indings and 
recommendations ran parallel.

The following challenges were identif ied:
– Demographic changes. On the one hand the German birth-rate was 

one of the lowest in the world; on the other hand the life expectancy 
had increased and was expected to continue increasing.41 As a result 
the number of working people per pensioner was expected to halve 
between 2000 and 2040 (from approx. four to approx. two).42 Within the 
framework of PAYG-financing, keeping the benefits unchanged would 

35 Hockerts (2011), p. 71.
36 Rürup et al. (2003), pp. 71-72.
37 Hockerts (2011), p. 194.
38 Metzler (2003), p. 201.
39 Hockerts (2011), pp. 303-304.
40 Wissenschaftliche Beirat (1998) and Rürup et al. (2003).
41 Rürup et al. (2003), pp. 52-54.
42 Rürup et al. (2003), p. 56.
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mean a gradual doubling of the contribution rates. Alternatively, the 
consequence of maintaining the contribution rates would be a reduction 
of the benefits by 50%. The challenge was to f ind a compromise between 
these two extremes.43

– Labour costs. In particular the indirect labour costs were already high 
in Germany. Further increases of the contribution rates would jeopard-
ize Germany’s competitive position on world markets and result in 
higher unemployment. This could provoke a vicious circle of decreasing 
numbers of contributors, higher contribution rates etc.44

– Equity between generations. The younger generations paid much more 
contributions in relation to the benefits they could expect to receive. A 
shift of the burden in favour of the young would have to be an ‘inevitable 
part of future reforms’.45

This analysis resulted in the following recommendations:
– The pensionable age should gradually be increased from 65 to 67. On 

top of that, measures should be taken to stimulate that more elderly 
would continue to work.46

– The ‘pensions formula’ would have to be adjusted. Apart from the 
development of the wages it should also take into account the ratio 
between the number of pensioners and the number of contributors. 
This was called the ‘sustainability factor’ (“Nachhaltigkeitsfaktor”).47 
The f irst two recommendations together were expected to keep the 
contribution rate down to a level of 22% in 203048 – far less than the 
28 – 31% that could be expected if nothing was changed.49

– In the future pensions should be financed partly on a fully funded basis.50 
Experiences in the past had shown that this had disadvantages as well. 
The risks were: inflation and “squandering by ambitious politicians.” From 
a risk perspective a mixed strategy was therefore considered best. To 
contain the ‘squandering’ risk, the fully funded part of the scheme should 
be taken away from politicians and privatised.51 (This recommendation 

43 Wissenschaftliche Beirat (1998), nr. 4, p. 2.
44 Wissenschaftliche Beirat (1998), nr. 5, p. 3; in similar sense Rürup et al. (2003), p. 46.
45 Rürup et al. (2003), p. 46 and Wissenschaftliche Beirat (1998), nr. 16, p. 11.
46 Rürup et al. (2003), p. 81.
47 Prior to this a ‘demographic factor’, basically serving the same purpose, had been introduced, 
which was immediately withdrawn by the next government; Hockert (2011), pp. 315-316.
48 Rürup et al. (2003), p. 82.
49 Wissenschaftliche Beirat (1998), nr. 13, p. 8.
50 Wissenschaftliche Beirat (1998), nr. 39, p. 24.
51 Wissenschaftliche Beirat (1998), nos. 48-49, pp. 29-30.
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may well have been influenced by the World Bank Report “Averting the 
Old Age Crisis” of 1994, although no reference was made to it).52

These recommendations were enacted between 1998 and 2007. In 1998 
there had been a change of government. Some of the legislation introduced 
by the Kohl-government, was reversed by the Schröder-government and 
subsequently replaced by a slightly modified version. Only the latter will be 
mentioned. In 2001 tax benefits were introduced for private pension plans 
that met certain conditions: the so-called “Riester-Rente” and the “Basis-” or 
“Rürup-Rente”.53 The ‘sustainability factor’ was realised in 2004.54 Increase 
of pensionable age to the age of 67 f inally, was enacted in 2007; it will be 
gradually introduced and reach 67 in 2031.55

For the purpose of this thesis the most important change was that of 
2001. It was an expression of the idea, that the role of the Federal State 
would have to be limited and that part of the public scheme would be 
privatised. This fundamental change of policy was confirmed by the new 
Federal Government in December 2013. The ‘coalition agreement’ between 
CDU, CSU and SPD stated that it would strengthen occupational and private 
pension plans, as “provisions for old age in view of demographic changes 
will be more stable, if they rest on more pillars.”56 The 2001 Reform was 
expected to result in a reduction in replacement rates by 8.5 percentage 
points (expressed as a percentage of f inal pay; from 48.2% in 2005 to 39.7% 
in 2030).57 Taking out a ‘Riester-Rente’, and investing the tax benefits, would 
cover the difference.58 (These numbers apply to the so-called Pensioner of 
Reference, a concept that will be discussed below in 4.1.6).

The act stipulates, that the federal government submits to parliament 
estimates of outlays and income over the next f ifteen years (the so-called 
“Rentenversicherungs-bericht”). If either the contribution rate is estimated 
to exceed 22% or the pension of the Pensioner of Reference is estimated to 
drop below 43% of previous earnings prior to the year 2030, the government 
is to propose additional changes in the system.59 The advisor to the govern-

52 Hockerts (2011), p. 306.
53 Altersvermögensgesetz dated 26 June 2001, Bundesgesetzblatt 2001, I Nr. 31.
54 Rentenversicherungs-Nachhaltigkeitsgesetz dated 21 July 2004, Bundesgesetzblatt 2004, I Nr. 38.
55 Rentenversicherungs-Altersgrenzenanpassungssgesetz dated 20 April 2007, Bundesgesetz-
blatt 2007, I Nr. 555.
56 CDU, CSU and SPD (2014), p. 52.
57 Alterssicherungsbericht 2005, BT Drucksache 16/906. p. 141.
58 BMAS (2014), p. 39, Übersicht B 8.
59 SGB VI, § 154.
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ment in matters regarding public pensions, the “Sozialbeirat,” pointed at 
the limitations of this legal requirement: under current assumptions the 
scheme will not cross these critical values, but after 2030 it certainly will.60

It illustrates the political sensitivity of the issue. Public pensions play an 
important role in post-retirement income. The Federal Constitutional Court 
even pronounced that (public) pension entitlements “bear the essential char-
acteristics of constitutionally protected property” (It added that: “However, the 
legislator is free to limit entitlements, provided it is in the common interest 
… stricter requirements apply to changes that reflect the relationship with 
someone’s contribution than to general changes.”).61 When trying to reduce 
benefits, policymakers are faced with a negativity bias: voters react more 
intensely to potential losses than to commensurate potential gains.62

Against that background it is understandable that f igures as regards 
the Pensioner of Reference are being met with a certain reservation. First, 
it is only one of numerous possible cases, the results of which can differ 
signif icantly.63 Second, the numbers are gross; on a net basis the outcome is 
very different again, inter alia, because pensioners do not have to contribute 
to the pension scheme. Finally, successive governments have every interest 
to present the numbers in the most favourable way, and some critics claim 
that ‘tricks’ have been used to produce these.64

For the purpose of this thesis a quantif ication is not necessary. We can 
summarise the 2001 changes by saying, that an important part of public 
pensions has been privatised.

Other aspects
Finally we mention three changes that cannot be tied to one particular period: 
1) coverage was gradually extended from a limited group of ‘blue-collar’ 
workers to all employees and certain categories of self-employed;65 2) the 
distinction between ‘blue-’ and ‘white-collars’ gradually disappeared;66 3) the 
position of women was improved by taking into account ‘child raising time’ 
(“Kindererziehungszeit”) as if contribution had been paid during those years.67

60 Sozialbeirat (2015), p. 20, no. 36.
61 Bundesverfassungsgericht (1980).
62 Pierson (2001), p. 413.
63 See Alterssicherungsbericht 2005, BT Drucksache 16/906. P. 146 for six ‘model cases‘.
64 Bourcarde (2006), p. 19.
65 RM 2,000 p.a. (,Gesetz über die Alters- und Invaliditätssicherung‘, dated 18 June 1889; § 1).
66 Hockerts (2011), p. 289.
67 Hinterbliebenenrenten- und Erziehungszeiten-Gesetz dated 11 July 1985, Bundesgesetzblatt 
1985 I, p. 1450.
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4.1.4 Social insurance: history (2) – disability pensions

As we have seen, the public disability programs have been an integral part of 
the general public pension scheme ever since 1891. Consequently, subsequent 
‘pension reforms’ also affected disability pensions. Levels went up with the 
Pensions Reform of 1957 and down with the Pension Reform of 2001 in which 
public pensions were effectively partly privatised. People were expected to 
buy additional – disability – cover to reach acceptable levels of protection. As 
we have seen, demographic changes were the main driver for these reforms 
(above, 4.1.3). There have also been changes that were specif ic to the public 
disability programs; these will be discussed in this paragraph.

Originally (from 1891) the scheme had been limited to blue-collar workers 
(above, 4.1.2). A ‘white-collar’ scheme that was introduced in 1911 had the 
same structure. The definitions of disability (or ‘invalidity’ as it was called at 
the time) differed in two ways, however. First, ‘blue-collars’ had to prove that 
they were unable to work more than one third of the time, for ‘white-collars’ 
the threshold was half of the time. Second, the ‘white-collar’ scheme used the 
‘own occupation’ definition of disability (“Berufsunfähigkeit”): the inability 
to perform one’s own or a similar occupation. In the ‘blue-collar’ scheme 
was based on the ‘any occupation’ def inition (“Erwerbsunfähigkeit”): the 
inability to work in ‘any occupation.’68

In 1969 and in 1975 the scope of the disability program was extended. 
First, partially disabled workers were to receive full benefits, if they were 
unable to f ind a job. Second, coverage was extended to housewives and 
self-employed. Third, disabled workers would qualify for full (i.e. without 
actuarial reductions) old age benefits at the age of 62. Partly because of these 
extensions, disability claims incidence rates started to rise; they peaked at 
1.5% of the insured population in 1984 (as illustrated in graph 4.2).69 The 
extensions have to be seen against the background of an economy that 
could not offer full employment anymore.70

In the early 1980s the eligibility criteria were tightened again. Inter alia 
claimants were required to have contributed to the scheme three out of 
the past f ive years before disability. Many housewives did not meet these 
criteria and as a result incidence rates started to fall.71

68 Hilpert (2012), p. 47.
69 Burkhauser et al. (2015) – who express DI recipiency as a percentage of working age population 
and calculate a ‘peak’ of 5.8% in 1984. 
70 Burkhauser et al (1989), p. 172.
71 Burkhauser et al. (2015).
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Graph 4.2:  Disability claims incidence (SGB VI)
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Note: 3-year moving average. Source: Deutsche Rentenversicherung Bund72

Further sobering of the program followed. The ‘blue- and white col-
lar’ schemes were gradually integrated into one. However, the difference 
between ‘own occupation-’ and ‘any occupation-’ def initions, continued 
to exist until 2001, but applied equally to all employees. In case of ‘own 
occupation disability’ the insured was entitled to a pension equal to 2/3 of 
the old age pension, in case of ‘any occupation disability’ to a full pension. 
Up until the 1990’s sobering of the scheme had been restricted to mainly the 
‘white-collars,’ thereafter they affected every insured. Apart from the general 
reduction in benef it levels (above, 4.1.3) two measures were taken that 
concerned disability pensions: f irst, introduction of the so-called ‘abstract 
view’ (“Abstrakte Betrachtungsweise”) in 1996,73 and second, abolishment 
of the concept of ‘own occupation disability’ in 2001.

The abstract view tightens the definition of disability: if someone is unable 
to continue working in a particular job but could still work in another, it is 
irrelevant whether that alternative job actually exists. (Under the concrete 
view it has to be demonstrated that it does).

72 DRV Zeitreihen (2016), pp. 14 and 48; ‘insured population’ def ined as those who contribute 
to the scheme: the: ‘Aktiv Versicherte’.
73 Bourcarde (2006), p. 21.
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The ‘Own occupation-’ and the ‘Any occupation-’ schemes were amal-
gamated in 2001. In proposing the change the government argued that the 
separate disability pension for white collars had become a “status pension for 
the insured with special qualifications in high positions.”74 As will be discussed 
in more detail hereafter (4.1.6) disability is now based on the ‘any occupation 
definition’ for all employees.75 In fact the change implied more than abolishing 
a ‘status pension’ as an example may illustrate. Someone earning a salary of 
€ 60,000 p.a. suffers a stroke and incurs permanent brain damage. As a result 
he/she is unable to continue doing his/her current job. He/she can, however, 
perform a job at a much lower level, which earns him/her the minimum wage 
of – say – € 15,000 p.a. This person would have been ‘occupationally disabled’ 
according to the legal definition before 2001. He/she would have been entitled 
to disability benefits related to his/her former wage. Under the new rules he/
she would not be entitled to any disability benefits. Whatever the merits of the 
change, it can be qualified as a partial privatisation of the disability scheme.

Other than in the case of the old age pensions, no tax benef its were 
introduced for insurance products that could ‘f ill the gap’; in other words 
there are no disability equivalents to the ‘Riester Rente’ or the ‘Basis Rente’. 
The government proposed one, but the conditions were such, that insurers 
believed it would not be a viable commercial product.76

The development of disability incidence rates over the last 45 years is 
illustrated in graph 4.2. Incidence rates dropped steeply between 1984 and 
1986 and more gradually between 1995 and 2002. Since 2002 incidence has 
been hovering around the 0.5% level.

4.1.5 Social insurance: history (3) – sick pay and occupational 
accident cover

Sick Pay
By far the most important change has been that gradually the public scheme 
changed from one that provided sick pay to one that covers both medical 
treatment of all kinds and sick pay. Today the relevance of the f irst element 
exceeds that of the second by far; loss of income benefits account for only 5% 
of all benefits insured.77 Apart from that, the developments are similar to 

74 Deutscher Bundestag, Drucksache 14/4230, A.
75 There is an exception for persons born before 2 January 1961 and those who were already 
‘disabled’ by the end of the year 2000 (SGB VI, §§ 240 and 302b).
76 A German insurer (Annex 7.5.3).
77 Bundesministerium für Gesundheit, Daten des Gesundheitswesen 2014, Tabelle 9.1.
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those in the pension scheme: coverage was extended, benefits were increased 
and the difference between ‘white-’ and ‘blue-collar-workers’ disappeared.

‘Public’ sick pay has been supplemented by the obligation of the employer 
to continue paying wage in case of sickness during the f irst six weeks. That 
arrangement has been changed many times as well. The current act dates 
from 1994.78 Important changes took place in 1996 and 1999. In 1996 the 
level of benefits was reduced from 100% to 80% of pre-sickness wage. Aim of 
the change was to reduce moral hazard and to reduce labour costs. Indeed 
the number of days lost due to illness were high in Germany compared to 
most other OECD countries (e.g. 19.2 in Germany, 7.8 in France and the UK 
(1995 f igures).79 The reduction was met with serious resistance from the 
unions. In 1999 the changes were reversed. Ziebarth et al. found that the 
1996 changes resulted in a reduction in the number of sick days and the 
1999 changes in a 20% increase.80

Accident insurance
Like the other schemes coverage was extended and benefits were increased 
over time. The most important extension of cover was the inclusion of oc-
cupational diseases in 1925. The list of ‘acknowledged occupational diseases’ 
was gradually extended.81

4.1.6 Social insurance: current status sick and disability schemes

Introduction
In this paragraph we will highlight the main elements of the German public 
sick and disability schemes as per January 1, 2016. By nature the difference 
between ‘main’ and ‘other’ elements is somewhat arbitrary. Our choice was 
made on the basis of what is relevant to our thesis and /or what is important 
in terms of volume.82 Successively we will discuss:
– Sick pay – the role of the employer;
– Sick pay – the public scheme;

78 Entgeltfortzahlungsgesetz from 26-05-1994.
79 OECD (2016), “Health status”, OECD Health Statistics (database); DOI: http://dx.doi.org/10.1787/
data-00540-en; accessed 19 November 2016.
80 Ziebarth et al. (2010) and Ziebarth et al. (2014).
81 Becker et al. (2014), pp. 234-235.
82 The structure of this summary is largely and its content partly based on data provided by 
the EU’s Mutual Information System on Social Protection (“MISSOC”; http://ec.europa.eu/social/
main.jsp?catId=815&langId=en) and by the USA Social Security Administration (http://www.
socialsecurity.gov/policy/docs/progdesc/ssptw/). 
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– Disability pensions;
– Rehabilitation
– Accident insurance;
– Public assistance.

Both sick pay by the employer and public assistance are not social insurance 
In the strict sense of the word. Sick pay by the employer is included, because 
it serves the same purpose as social insurance. Public assistance is included 
insofar it covers ‘gaps’ in public disability pensions.

Sick pay – the role of the employer
In case of sickness of an employee (through no fault of his/her own), the 
employer is obliged to continue paying 100% of his/her wage for a period 
up to six weeks (“Entgeltfortzahlung”).83 Similar arrangements exist for the 
last 6 weeks of pregnancy and the f irst 8 weeks of motherhood84 and for 
some special cases.85 Small employers (up to 30 employees) are obliged to 
insure this risk of sick pay with their ‘Sickness Fund’ (“Krankenkasse”).86 All 
employers are obliged to insure the risk of pregnancy and motherhood pay 
with their Sickness Fund.87 The latter obligation is based on a judgement by 
the Federal Constitutional Court: not including all employers, could result 
in discrimination of women. In that case uninsured employers would have 
an interest in employing less women.88 Total sick pay by the employers 
amounts to approx. 1.5% of GDP (€ 45 bn.).89

Sick pay – the public scheme
Regulatory framework. The public sickness scheme is enacted in the ‘Social 
Code Book 5’ (“Sozialgesetzbuch V” or “SGB V”). It regulates both medical 
care and loss of income benefits (“Krankengeld”). We limit our description 
to the loss of income benef its, as medical care (although by far the most 
important part) is outside the scope of this thesis.

Coverage is mandatory for all employees earning up to € 56,250 a year 
(2016); under certain conditions employees earning more than that amount 

83 § 3, Entgeltfortzahlungsgesetz, dated 26 May 1994, Bundesgesetzblatt 1994 I, p. 1014.
84 §§ 11, 13 and 14, Mutterschutzgesetz, dated 20 June 2002, Bundesgesetzblatt 2002 I, p. 2318; 
the ‘ Sickness Funds‘ pay part of this entitlement.
85 E.g. organ donation, § 3a, Entgeltfortzahlungsgesetz.
86 § 1 (1), Aufwendungsausgleichsgesetz dated 22 December 2005, Bundesgesetzblatt 2005 I, p. 3686.
87 § 1 (2), Aufwendungsausgleichsgesetz.
88 Bundesverfassungsgericht (2003).
89 See Annex 7.2.
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can insure voluntary. Certain categories of self-employed are also covered.90 
There are special conditions for public sector employees, miners and farmers. 
In total approx. 87% of the population is covered by the scheme.91

Risk Insured. The main element of the risk insured is the ‘inability to 
perform the current job as a result of sickness’.92

Benefits. The insured benefits amount to 70% of regular earnings with a 
maximum of 90% of regular net earnings.93 Sick benefits will be paid up to 
the end of the period of inability to work, but not longer than 78 weeks during 
a period of three years.94 No benefits will be paid as long as the employer 
pays the wage of the sick employee.95 In other words: an employee who 
remains sick for 78 weeks, will receive his/her full wage during six weeks 
and sick benefit for 72 weeks.

Funding. The scheme is funded by premiums and by grants from the 
Federal Republic. The grant by the Federal Republic is set at € 14 bn. (2016);96 
it is a compensation for so called ‘non-insurance benefits’ (“versicherungs-
fremde Leistungen”).97 ‘Non-insurance benefits’ are not defined by law, but 
motherhood benef its and benef its for non-contributing family members 
are usually considered as such.98 The total contribution rate (medical care 
included) is 14.6% of payroll up to a ceiling (“Beitragsbemessungsgrenze”) 
of € 50.850 p.a.99 Both employer and the employee pay half of the total 
contribution: 7.3% each.100 On the basis of benefits paid, approx. 0.8% (of 
payroll) can be considered the ‘implicit contribution rate’ for sick pay.101

90 §§ 5-6, SGB V; many other categories (pensioners, students, unemployed, people with 
disabilities etc.) are also covered under the scheme They are not relevant for our purpose, as 
they are not entitled to (loss of income) sickness benef its.
91 VDEK. (2015/2016), p. 11.
92 § 44, 1 SGB V; there are a number of conditions that equate ‘sickness’, such as: stationary 
care in hospital, etc. see Hänlein et al. (2012), p. 543.
93 § 47, SGB V.
94 § 48, SGB V.
95 § 49 (1), SGB V.
96 VDEK (2015/16), p. 18.
97 § 221, SGB V.
98 Raffelhüschen et al. (2011), pp. 36-45.
99 VDEK (2015/16), p. 20.
100 § 249, SGB V; there are special rates for people with low wages (§§ 242-248, SGB V) Spouses 
and children that have no paid job are (under certain conditions) insured, but do not pay premium 
(§ 10, SGB V).
101 Pensioners – who are not entitled to sickness benef its – pay a premium rate that is reduced 
by 0.9 percentage points (§ 249a, SGB V). This roughly equates the ratio between loss of income 
and other benef its: ‚Krankengeld‘ € 11.2 bn. ‚Leistungen insgesamt‘ € 202.1 bn. (source: Gesund-
heitsberichterstattung des Bundes; 2015 figures)
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Administration. The scheme is administered by Sickness Funds (“Krank-
enkassen”) of which there are 118.102 The principles of ‘self-governance’ 
(“Selbstverwaltung”) apply; both employers and employees are represented 
in the board.103 In most cases the employee has a free choice of Sickness 
Fund. In 2015 total sick pay by the public scheme amounted to approx. 
0.37% of GDP (€ 11.2 bn.). This amount increased at an average rate of 7.6% 
p.a. over the last f ive years.104

Disability pensions
Regulatory framework. The public disability scheme is enacted in the ‘Social 
Code Book 6’ (“Sozialgesetzbuch VI” or “SGB VI”). It also covers old age pensions 
(“Leistungen im Alter”) and survivors pensions (“Hinterbliebenen-leistungen”).

Coverage is mandatory for employees, apprentices (“Beschäftigte”)105 
and some categories of self-employed.106 People who are not mandatorily 
insured can – under certain conditions – insure voluntarily.107 There is a 
qualifying period (“Wartezeit”) of f ive years before the insured is entitled 
to any benef its.108 The insured must have paid mandatory contributions 
during at least three of the last f ive years.109 The Code contains special 
conditions for miners.110 As we mentioned in the introduction, there are 
several publicly f inanced schemes outside SGB VI that will not be discussed 
here. It is worth noting though, that the conditions of the scheme for civil 
servants and other employees of public bodies are in general terms more 
generous than those of SGB VI.

Risk Insured. The main element of the risk insured is that the insured 
will be “… within the foreseeable future unable to do any job as a result of 
sickness or ailment …” The scheme distinguishes: ‘full’ or ‘partial disability’ 
(respectively: “volle-” or “teilweise Erwerbsminderung”). The criteria of 
‘full-’ and ‘partial disability’ are respectively: the ‘the inability to work at 
least three or six hours per day.’111 Alternative jobs are def ined differently 

102 Daten des Gesundheitswesens 2014, Tabelle 8.4.
103 § 31, SGB IV.
104 Both sick pay by the public scheme and that by the employer grow at a faster rate than GDP; 
as we have seen, sickness rates are high in Germany (above, 4.1.5); number are to be found in 
Annex 7.2.
105 § 1, SGB VI.
106 § 2, SGB VI.
107 § 7, SGB VI.
108 § 50, SGB VI.
109 § 43, SGB VI.
110 §§ 79-87, SGB VI.
111 § 43, Abs. 2 SGB VI. 
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as regards ‘full’ or ‘partial’ disability. In case of the partially disabled, the 
so called ‘concrete view’ is applied (see 4.1.4 above): it is taken into account 
whether such a job actually exists on the labour market. That is not the 
case for those who are fully disabled.112 The def inition of ‘occupational 
disability’- the inability to do his/her current or similar job (above, 4.1.4 ) 
still applies to people born before 2 January 1961.113

Benefits. The level of disability benef its is derived from that of the old 
age pensions. The formula for the latter is:114

OP = AV.   RPi
In which:
OP: old age pension
AV: ‘Actual Value’ (“Aktueller Rentenwert”) of a Remunera-

tion Point and
RP: ‘Remuneration Point’ (“Entgeltpunkt”).

Remuneration points are annually calculated according to the formula:115

RP = IR/AR
In which:
IR: Individual Remuneration
AR: Average Remuneration (“Durchschnittsentgelt”) is a 

quantity that is determined by the Federal Govern-
ment annually, and equals approx. € 36,250 p.a. in 2016.116

As explained (above, 4.1.3), time spent on education and raising children 
will be taken into account and thus also earns Remuneration Points. In 
policy discussions the notion of the ‘Pensioner of Reference’ (“Eckrentner”) 
is used. He/she is a person who has paid contribution during 45 years and 
earned the Average Remuneration each year. He/she will have assembled 
45 Remuneration Points at retirement age. (NB: for the sake of simplicity we 
ignore the agreed gradual increase in pensionable age).

The Actual Value of a Remuneration Point is established annually on the 
basis of the Pension Formula discussed above (4.1.3); currently (as per 1 July 

112 Reinhardt et al. (2014), p. 176, no. 11.
113 § 240, SGB VI
114 § 64, SGB VI; this paragraph also mentions an ‘access factor’ (“Zugangsfaktor”) and a ‘kind 
of pension factor’ (“Rentenartfaktor”); for the majority of old age pensions both equal one, and 
thus can be ignored.
115 § 63, SGB VI.
116 The provisional f igure for 2016 is € 36,267 (www.deutsche-rentenversicherung.de).
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2016) it stands at € 365.40 p.a.117 The Pensioner of Reference therefore would 
receive a gross pension of € 16,443 p.a., or approx. 45% of gross Average 
Remuneration. The notion of the Pensioner of Reference does not take into 
account career, as the following example may illustrate. Someone who 
started his/her career with a job that paid 25% below average, worked 45 
years and moved gradually to 25% over average, will equally have earned 
45 Remuneration Points and receive a pension of € 16,443 p.a. In this case, 
however, it represents 36% of gross f inal pay only. We already mentioned 
that the level of old age pension is expected to decrease to a level of 39.7% 
by 2030 (above, 4.1.3).

The level of disability benefits is calculated on the basis of the same 
formula as that of the old age pensions: (sum of Remuneration Points) x 
(Actual Value). Those who become disabled do – by def inition – not reach 
pensionable age. The sum of Remuneration Points is calculated by attributing 
years as if the disabled had worked until f ive years before pensionable age.118 
By way of example: if the Pensioner of Reference would become fully disabled 
at the age of 50, he/she would receive a disability pension that is 40/45 of the 
theoretical old age pension he/she could have achieved. This would amount 
to 40% of pre-disability wage (40/45 x 45%). It goes without saying, that the 
career the disabled could have made, is not taken into account.

There are special reductions in benefits for those who become disabled 
in the last few years before reaching retirement age. Their purpose is to 
make sure that disability pensions at that age are not more attractive than 
early retirement.119 The benefit for partial disability is 50% of the full dis-
ability pension.120 Additional income from labour may result in a reduced 
disability pension.121

Benefits will be granted for a limited period, at maximum three years. If it 
is unlikely that disability will end, benefits can be granted for an unlimited 
period of time.122 Finally SGB VI expresses the principle that rehabilitation 
should precede a disability pension (“Rehabilitation vor Rente”):123 before a 
claimant is admitted to disability benefits, it will be investigated whether 
rehabilitation can prevent disability. If so, the claimant is entitled to and 

117 € 30.45 per month; for the former DDR the value is € 28.66 (www.deutsche-rentenversich-
erung.de).
118 § 59, SGB VI.
119 Rürup et al. (2003), pp. 93-94.
120 § 67, SGB VI.
121 § 96a, SGB VI.
122 § 102, SGB VI.
123 § 9, SGB VI.



GERMANY 189

has to co-operate with a rehabilitation program.124 The main conditions 
will be discussed below (‘Rehabilitation’).

Funding. The pension scheme is funded by contributions and grants by 
the Federal Republic. The contribution rate is 18.7% (2016) of payroll up to 
a ceiling (“Beitragsbemessungsgrenze”) of € 74.400 p.a.125 The contribution 
is equally split between employer and the employee; both pay 9.35%.126 
About 1.24% of payroll can be considered as the ‘implicit contribution’ for 
the disability risk.127 In 2015 the federal grants amounted to € 68 bn. or 24% 
of the total benef its.128 It is a compensation for so called ‘non-insurance 
benefits’ (“versicherungsfremde Leistungen”).129 ‘Non-insurance benefits’ 
are not defined by law, but benefits for which there have not been equivalent 
contributions are usually considered as such. It is estimated that the federal 
grants roughly equal the non-insurance benefits.130

Administration. The scheme is administered by 16 risk carriers (“Rent-
enversicherungsträger”). The principles of ‘self-governance’ (“Selbstverwal-
tung”) apply; both employers and employees are represented in the board.131 
The “Deutsche Rentenversicherung Bund” has a co-ordinating role. Premiums 
are being collected by the ‘Sickness Funds’ that also administer statutory 
sick pay (above). The transaction costs were 1.66% of benef its.132 This an 
aggregate number for all kind of pensions administered by the pension 
carriers; segmental data, however, are not being published. One would expect 
the transaction costs for disability pensions to be higher than those for old 
age pensions, because the adjudication process is more complicated. By way 
of comparison: transaction costs of the workers’ compensation programs 
are on average 12.8% of benef its (below, Accident Insurance). The Dutch 
public old age and disability scheme are administered separately and the 
cost ratio of the latter is about f ifteen times as high.133 The differences 

124 §§ 3 and 8, SGB IX.
125 € 6,200 per month; for the former DDR the value is € 5,400 per month (www.deutsche-
rentenversicherung.de).
126 § 168, SGB VI.
127 Calculated as pro rata part the overall contribution rate of 18.7% on the basis of paid out 
benef its; DRV Zeitreihen, (2016), pp. 243, 245 and 262.
128 DRV Zeitreihen (2016), p. 242.
129 § 221, SGB V.
130 Raffelhüschen et al. (2011), pp. 36-45.
131 § 31, SGB IV.
132 DRV, Rentenversicherung in Zahlen 2016, p. 21; ‘Verwaltungs- und Verfahrenskosten‘ of 
€ 3,821 M. plus ‚sonstige Ausgaben‘ € 421 M. on ‚Rentenausgaben Insgesamt‘ of € 236,187 M.
133 Transaction costs as a % of benef its: Old age pension scheme 0.35% (Annual Report SVB 
2015, p. 13) Disability schemes: 5.46% (WAO +WIA; Annual Report UWV 2015, p. 64.)
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between the German and the Dutch programs are such, that it would be 
highly speculative to apply the same ratio to German cost levels. It seems 
safe to conclude, however, that transaction costs for the SGB VI disability 
program are well above 1.66% of benefits.

Numbers. By the end of 2015 3.8% of the total labour force (1.8 M. 
benef iciaries) were receiving disability pensions under the rules of SGB 
VI.134 Of these 94% were fully and 6% partially disabled.135 Together they 
received 0.54% of GDP (€ 16.3 bn.) in benefits. On average a disability pen-
sion amounted to € 9.728 p.a. Total paid disability benef its increased at 
an average rate of 3.2% p.a. over the last f ive years, due to of an increasing 
DI-recipiency and a slightly increasing average benefit.136

Rehabilitation
Regulatory framework. Provisions as regards rehabilitation are enacted in 
the ‘Social Code 9’ (“Sozialgesetzbuch IX” or “SGB IX”). Purpose of the code 
is to “enhance … participation in society … of the handicapped or those who 
are at risk to be handicapped…”137

Benefits consist of benefits in kind: medical or vocational assistance and 
‘transitional money’ (“Übergangsgeld”), a compensation for loss of income 
during treatment. The latter amounts to 54-60% of regular income, provided 
certain conditions as regards contribution have been met.138

Funding. The program is funded from the same source as the disability 
scheme: contributions and government grants. Of the total contribution 
rate approx. 0.4% can be attributed to the rehabilitation program.139

Administration. The scheme is administered by 16 risk carriers (“Rent-
enversicherungsträger”) – the same that administer old age- and disability 
pensions.

Numbers. In 2015 1.4 M people were accepted for rehabilitation under the 
provisions of SGB IX.140 Total benefits under the scheme amounted to € 6.2 
bn., of which € 1.1 bn. ‘transitional money’ (0.04% of GDP).141

134 DRV Zeitreihen (2016), pp. 195 and 284.
135 DRV Zeitreihen (2016), p. 192.
136 See Annex 7.2.
137 § 1, SGB IX.
138 § 46, SGB IX
139 Calculated as pro rata part the overall contribution rate of 18.7% on the basis of paid out 
benef its; DRV Zeitreihen, (2016), p. 243.
140 DRV Zeitreihen (2016), p. 220.
141 DRV Zeitreihen (2016), p. 240.
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Accident insurance
Regulatory framework. The regulations of the public accident and occupa-
tional diseases scheme are enacted in the ‘Social Code book 7’ (“Sozialgesetz-
buch VII” or “SGB VII”). The purpose of the scheme is primarily to prevent 
work related accidents and occupational diseases, rehabilitate victims and 
only in the third place to compensate victims or their dependents for loss 
of income.142 In line with the scope of this thesis, we limit ourselves to the 
loss of income benefits for the victims themselves.

Coverage is mandatory for a great number of categories; in volume terms 
the most important categories are: employees, trainees, pupils, students and 
children in day care.143 A number of those who are not mandatory covered, 
can insure on a voluntary basis.144

Risk Insured. The main elements of the risk insured are: reduction of 
earning capacity (“Minderung der Erwerbsfähigkeit”) by at least 20% and 
during more than 26 weeks;145 as a result of ‘work-related accidents and 
occupational diseases’ (“Arbeitsunfälle und Berufskrankheiten”).146 ‘Work-
related accidents’ include accidents that occur whilst commuting to or 
from the insured activity.147 ‘Occupational diseases’ are diseases suffered 
by insured persons as a result of or during their insured activity. There is a 
list of ‘recognised’ diseases. In case of a recognized disease the burden of 
proof as regards causation is reversed; the insurer is allowed to prove that 
the disability is not caused by the disease.148

Benefits. Before he/she receives a pension, a person who is disabled as 
a result of a work-related accident or an occupational disease receives an 
‘injury benefit’ (“Verletztengeld”) This amounts to 80% of the insured’s last 
gross earnings.149 Apart from the compensation for loss of income there are 
provisions for medical treatment, benefits for keeping or obtaining a job, 
long term care etc. In case of full disability the insured benef it amounts 
to 66.7% of previous earnings. In the case of partial disability the pension 
amounts to a percentage of the full pension according to the assessed loss of 
earnings capacity.150 Whilst disability pensions are paid until pensionable 

142 § 1, SGB VII.
143 § 2, SGB VII.
144 § 6, SGB VII.
145 § 56, Abs. 1, SGB VII.
146 § 7, Abs. 1, SGB VII. 
147 § 8, SGB VII.
148 § 9, SGB VII.
149 §§ 45-47, SGB VII.
150 § 56, Abs. 3, SGB VII.



192 PRIVATISATION IN PRAC TICE 

age, accident pensions are paid until death. If benefits in accordance with 
SGB VII cumulate with those of SGB VI (above), there is a maximum of 
66.7% of previous earnings for the two together.151

The character of SGB VII is effectively that of ‘social liability insurance’: 
the Accident Insurance Funds take over the employers liability.152 In principle 
employers are granted immunity from tort law claims; there are a number 
of exceptions on that principle (inter alia: wilful misconduct).153

Funding. Outlays of the Accident Insurance Funds are funded by con-
tributions that are calculated on a PAYG-basis.154 For trade and industry 
contributions vary according to the degree of risk but amount to an average 
(2014) 1,22% of payroll; there is no ceiling.155 Contributions for employees of 
public bodies are calculated on different bases.156 There are contributions 
by the federal government for students, children in day care institutions 
and persons engaged in specif ied voluntary activities. In accordance with 
the principle of ‘social liability insurance’ all of the contribution is paid by 
the employer.157

Administration. The scheme is administered by 35 Accidents Insurance 
Funds. They are structured by class of industry or on a regional basis (re-
spectively: “Berufsgenossenschaften” or “Unfallkassen”). The principles of 
‘self-governance’ (“Selbstverwaltung”) apply; both employers and employees 
are represented in the board.158 Transaction costs amounted to 12.8% of 
benefits.159

Numbers. By the end of 2015 1.6% of the total labour force (0.7 M. people) 
were receiving pensions under the rules of SGB VII. Together they received 
0.13% of GDP (€ 4.0 bn.) in pensions. On average a disability pension 
amounted to € 5,731 p.a.160 Total benef its were almost level over the last 
f ive years; the increase of average benefit (1.7% p.a.) was nearly compensated 
by the decrease in recipiency (-1.5% p.a.).161 These numbers have to be seen 
against the background of an ever decreasing incidence of work related 
injuries. The annual number of new beneficiaries decreased from approx. 

151 § 59, SGB VII.
152 Becker et al. (2014), p. 34.
153 § 104, SGB VII.
154 § 152, SGB VII.
155 DGUV (2014), p. 63.
156 DGUV (2014), p. 64.
157 Becker et al. (2014), p. 34.
158 § 31, SGB IV.
159 Transaction costs € 1,391 M. on total benef its of € 10,853 M; DGUV (2014 ), p. 61.
160 See Annex 7.2.
161 See Annex 7.2.
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40,000 in 2000 to approx. 25,000 in 2015.162 In the same period the workforce 
increased by approx. 10%.163

Other public provisions
Regulatory framework. The regulations for public assistance are enacted in 
the ‘Social Code Book 12’ (“Sozialgesetzbuch XII, Sozialhilfe” or “SGB XII”). 
As social assistance is outside the scope of our thesis, we only mention the 
special provisions for the disabled.

Benefits. The assistance is means-tested.164 Provided someone is both 
fully disabled according to the rules of SGB VI (above in this paragraph) 
and meets the means testing criteria, he/she is entitled a monthly benefit 
of € 382 per month for singles and € 345 per month per person for partners. 
For special cases there are additional benefits.165

Administration. Social assistance is administered by “Kreise”, geographic 
public bodies between the ‘States’(“Länder”) and ‘Municipalities’(“Gemeinden”).

Numbers. In 2011 approx. 397,000 fully disabled persons were receiving 
benefits on the basis of SGB XII.166

4.1.7 Social insurance: summary

In the previous paragraphs we discussed the development and current status 
of the public schemes that are relevant to this thesis: sick pay, disability 
pensions, rehabilitation and accident insurance. We also briefly touched 
upon sick pay by the employer and public assistance for the disabled. Strictly 
speaking the latter is not part of the social security system; it was mentioned, 
as it completes the cover for those who cannot work because of sickness 
or disability.

Developments as regards social insurance in Germany followed a pattern 
that is comparable to that in the other countries covered in this thesis: 
expansion after World War II, restructuring and contraction as from the early 
1980s. Social expenditure in Germany has been well above OECD-average 
ever since 1980 (above, graph 4.1).

162 DGUV Statistiken (2015), pp. 30, 31 and 71.
163 DGUV Statistiken (2015), p. 11.
164 § 82, SGB XII.
165 § 30, SGB XII.
166 Duschek et al. pp. 201-202.
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Table 4.1:  Public loss of income schemes at a glance (2015)

Netherlands Germany Canada

Paid benefits (as % of GDP)
disability – public scheme 1.28% 0.56% 0.24%
rehabilitation - 0.04% -
industrial injuries/workers’ comp. - 0.13% 0.38%

subtotal long-term disability 1.28% 0.73% 0.62%

sickness – employer 1.34% 1.48% ..
sickness – public scheme 0.23% 0.37% 0.24%

subtotal sickness/short-term disability 1.57% 1.85% ..

total 2.86% 2.58% ..

Average disability benefit p.a.
US$ PPP 19,523 12,372 9,391

Source: Annex 9.2 (2015 figures)

The causes of that differential are mainly outside the social programs 
covered in this thesis. Compared to the other countries covered in this 
thesis Germany spends considerably more on public old age pensions: 
8.2% of GDP, as compared to the Netherlands 6.3% and Canada 4.1%.167 
Expenditure on sickness and disability is about average. A comparison 
with the other countries covered in this thesis is presented in table 4.1. 
Costs of the various disability schemes are lower than those in the 
Netherlands but higher than in Canada. Cost of the sickness schemes is 
high – in particular if one takes into account, that sick pay in total (the 
employer- and the public share combined) is 78 weeks as opposed to 104 
weeks in the Netherlands. As we have seen, sickness rates are relatively 
high in Germany (above, 4.1.5).

Subsequently we zoom in on the disability program (SGB VI). As in the 
previous chapters we estimate the structural contribution rate by dissecting it 
into its different cost components. The structural contribution rate has been 
defined as: the estimated full cost of one year’s DI-entries as a percentage of 
contributory earnings. The method for its calculations has been described 
earlier (above, 3.1.7). Results for the three countries covered in this thesis 
are presented in table 4.2.

167 2013 f igures, OECD (2016),”Social Expenditure: Aggregated data”, OECD Social Ex-
penditure Statistics (database); DOI: http://dx.doi.org/10.1787/data-00166-en; Accessed on 
17 November 2016.
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Table 4.2:  Financial characteristics of the ‘general’ public disability programs

Netherlands
WIA/WAO

Germany
SGB VI

Canada
CCP

1 Disability claims incidence rate 0.52% 0.48% 0.33%
2 Qualifying ratio 1.00 1.00 0.88
3 Average duration (years) 10.0 10.4 9.5
4 Average replacement ratio 0.56 0.31 0.32
5 Social charges, transaction costs etc. 1.13 1.09 1.01

6 Structural contribution rate =
 (1) x (2) x (3) x (4) x (5) 3.3% 1.6% 0.9%

7 Timing differences 1.7% 0.0% 0.1%
8 Government grants 0.0% -0.4% 0.0%

9 Actual contribution rate =
(6) + (7) + (8) 5.0% 1.2% 1.0%

Source figures on SGB VI: DRV Zeitreihen (2016), own calculations.

It is important to note the limitations of the f igures presented in table 4.2. 
First, the calculation is based on crude averages which limits the accuracy 
of the presented data; the inaccuracies accumulate in ‘timing differences’ 
which is calculated as the difference between ‘structural-’ and ‘actual 
contribution rates (and government grants). Second, whilst historic data 
are available for all three schemes, prognoses are not. Insofar they exist, 
they are not prepared on the same basis. This limits the comparability of 
the numbers somewhat.168 However, the differences in outcome are such 
that some conclusions can be drawn.

It is also worth noting, that the average replacement ratio differs from the 
way in which the replacement ratio is defined in the underlying legislation. 
First, it also reflects the fact, that some disability pensioners receive lower 
benefits because they are only partially disabled; this applies to the Dutch 
and German schemes. It has been ignored, because its impact is relatively 
minor. Second, it ref lects the fact that disability incidence rates are not 
evenly spread over the various income groups (above, 2.5). Higher incidence 
rates among lower income groups lower the average replacement ratio.

Bearing these limitations in mind the following characteristics of the 
SGB VI scheme can be noticed:

168 Dutch f igures are based on historic data from the UWV and projections by the Ministry of 
Social Affairs (“SZW”); Canadian f igures are mainly based on the Actuarial Report CPP (2015); 
German f igures are based on historic data from the DRV.
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– The disability claims incidence rate is average. The scheme also recognises 
partial disability.

– Qualifying ratio. Not everyone who contributes to the program is quali-
f ied to receive disability benefits (above, 4.1.6). Data on the part of the 
insured population that would qualify, are not being published, however.

– The average duration is about average (As regards the Dutch f igure, 
it has to be taken into account that those who qualify for disability 
benefits did already receive two years of sickness benefits). Effects of 
increasing of pensionable age have not yet been taken into account. 
As we have seen in the chapter on the Netherlands the increase of the 
pensionable age could have the effect of increasing the average duration 
quite considerably (above, 3.1.5).

– The average replacement rate is relatively low. To some extent this is 
the consequence of the ‘partial privatisation’ of the program that was 
discussed earlier (above, 4.1.3 and 4.1.4), but prior to this the replacement 
rate was not high either: approx. 50%.

– Social charges and transaction costs are specif ied in table 4.3. Social 
charges at 6.9% refer to the contribution rate for the public health 
scheme of which the ‘employer’ pays half. Transaction cost are low at 
1.7% of benefits, but probably understated as far as the disability program 
is concerned (above, 4.1.6). Government grants: the federal government 
f inances about a quarter of the scheme.

– Timing differences f inally, are negligible; the explanation appears to be 
that the paying off of ‘unfunded liabilities’ as a result of higher disability 
rates in the past has been offset by lower replacement rates (ever since 
the last ‘pension reform’ in 2001, the average new disability pension has 
been substantially lower than that of the existing disability pensions).169

Table 4.3:  Specification social charges, transaction costs/other charges

Netherlands
WIA/WAO

Germany
SGB VI

Canada
CCP

1 Social charges 7.0% 6.9%
2 Transaction costs/other charges 5.9% 1.7% 1.4%

3 Total = (1) + (2) 12.8% 8.6% 1.4%

In summary the privatisation that is subject of this thesis can be character-
ised as follows: partial privatisation of the public disability scheme through 

169 DRV Zeitreihen (2016), pp. 126 and 204.



GERMANY 197

reduction of the benefits in general and those for ‘own occupation’ benefits 
in particular. In the following paragraph we will discuss how the private 
insurance market reacted to the opportunity offered.

4.1.8 Private insurance

In this paragraph we give an overview of the private market for disability 
insurance. The following topics will be covered: Supervision and Rating 
Agencies, Supply, Demand, Products, Price, Distribution and Profitability.

Supervision and Rating Agencies
Prudential supervision of private insurers (and banks) is assigned to a 
federal agency, the “Bundesanstalt für Finanzleistungsaufsicht” (“Bafin”).170 
Supervision is regulated in the ‘Insurance Supervision Act’ (“Versicherung-
saufsichtsgesetz” or “VAG”). The VAG has separate regulations for – inter 
alia – life and non-life insurance. For the purpose of the act, disability 
insurance is classif ied as ‘life insurance.’171 In view of the long term nature 
of life insurance, it is subject to special rules as regards setting of premium 
rates and profit sharing.172 The leading principle is, that rates have to be set 
on a very prudent basis and that if rates turn out to have been too prudent, 
a large share of prof its is channelled back to all people who are insured.173

There is no special authority for consumer protection. Rating agencies 
such as Morgen & Morgen and Franke & Bornberg play that role. Disability 
insurers attach great value to ‘ratings’ by the rating agencies. A ‘f ive star’ 
rating is seen a minimum quality label and insurers structure their products 
in such a way that they qualify for ‘f ive stars’.174

Supply
Life assurance in Germany is transacted by German undertakings, by 
branches of foreign undertakings and by foreign insurers on the basis of 
‘cross-border provision of services’. Only limited information on the latter 
two categories is available and their market share amounts to about 5%.175 
German undertakings can be distinguished in life insurers, pension funds 
(“Pensionsfonds”), and “Pensionskassen.” The market share of pension funds 

170 There are exceptions for certain small insurers (VAG § 1).
171 Neuhaus (2014), p. 22, § 61.
172 VAG § 11 – 11e; VVG § 153.
173 Information SCOR.
174 a German insurer (below, 7.5.2).
175 Baf in (2014), p. 7, Tabelle 2.
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and “Pensionskassen” in the life assurance market is about 7%.176 Hereafter 
we limit ourselves to the German life insurers. For the purpose of this thesis 
this represents a good sample of the whole market.

By the end of 2014 90 companies were licensed to transact life assurance 
business.177 The top ten companies had a joint market share of 56%.178 Not all 
life assurers transact disability business and the top ten companies in disability 
insurance are estimated to have a joint market share of approx. 60%.179

For the sake of completeness we f inally mention ‘accident insurance’ 
(“Unfallversicherung”). Accident cover is classif ied as non-life insurance. 
Accident insurance benefits are usually lump sums, but sometimes pensions 
as well. They are not seen as a proper supplement to the public disability 
scheme and thus have a decreasing importance. Hereafter we will focus 
on disability insurance.

Demand
There are two basic sources of demand for disability cover. First, from those 
who are not covered by any public disability scheme at all; this applies to 
most categories of self-employed (above, 4.1.4). Second, from those who are 
covered by a public scheme, but whose protection is insufficient. As we have 
seen, this applies to virtually all employees after the partial privatisation of 
the public pension- and disability scheme (above, 4.1.6). Demand for cover 
from employees comes in two forms: from individual persons (‘individual 
business’) and from employers on behalf of their employees (‘group business’).

Market size (expressed in premium income) is estimated at approx. 
€ 8.4 bn. (2015); average growth over the last f ive years was approx. 4.3%.180 
This has been a welcome development in the market, since growth in life 
insurance itself has been negative and low interest rates are a worry.181

Products
Disability products can be categorised in a number of different ways: 1) group 
vs individual, 2) stand-alone vs disability riders and 3) by def inition of 
disability.

176 Baf in (2014), p. 11, Tabelle 6.
177 Baf in (2014), p. 8, Tabelle 4.
178 Baf in (2014), p. 12, Tabelle 7.
179 Estimate SCOR.
180 Source: GDV Leben (2016) and previous editions. GDV expresses the volume of disability 
insurance partly in sums insured only. Sums insured have been converted at a rate that an 
industry expert believed to be ‘plausible’. 
181 GDV Jahrbuch (2012), p. 16.
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Group vs Individual. Group insurance has a relatively limited size; it 
amounts to approx. 14% of the total life insurance market.182 It is a gen-
eral feature of the German market, that there are relatively few employer 
sponsored pension or disability schemes. Often group-business has the 
character of ‘open groups’ – organised by the employer but paid for by 
the employee on a voluntary basis. Although no data are published for 
disability insurance separately, it is estimated that the ratio between ‘group-’ 
and ‘individual business’ is not substantially different. In other words, the 
disability insurance market is mainly individual.183

Stand-alone vs riders. The earliest form of disability cover offered by life 
insurers was a premium waiver on life insurance in case of disability.184 
This has been further developed to full disability cover as a rider to any 
type of life insurance (“Berufsunfähigkeit zusätzlich” or “BUZ”). Later again 
stand-alone disability cover (“selbständige Berufsunfähigkeitsversicherung” 
or “SBU”) appeared on the market. In principle there is no difference in in 
the extent of cover between the two forms. A stand-alone policy, however, 
offers the insured more flexibility, as an example may illustrate. A client has 
a combined product – say a pension plan combined with disability cover. 
He/she loses his/her job, cannot afford the premium anymore and has to 
cancel the policy. After a year he/she f inds a new job and wishes to take out 
insurance again. In the meantime he/she has grown older and his/her health 
may have deteriorated. Taking out a new disability insurance could be much 
more expensive or even impossible (this applies to the pension plan to a lesser 
extent only: health does hardly play a role). Under those circumstances, 
it is therefore advised to discontinue the pension policy but continue the 
disability policy if at all possible.185 That differentiated approach would be 
impossible if disability cover had been taken out in the form of a disability 
rider. In volume terms disability-riders (estimated premium income approx. 
€ 5.1 bn.) are still more important than stand-alone policies (estimated 
premium income approx. €3.3 bn.), but the latter are growing faster.186

Definition of disability. There is an enormous variety in policy conditions and 
we will discuss the major differences only. Conditions have developed rapidly 
since the 2001 Pension Reform. Insurers have been competing on conditions.187 
As one insurer put it: “[Every insurer wanted to have a five star rating from one 

182 Bafin (2014), Tabelle 150 (2), measured in current premium; € 8.1 bn. out of a total of € 57.4 bn.
183 SCOR estimate
184 Information SCOR.
185 A German actuary. 
186 Information SCOR.
187 Neuhaus (2014), p. 5. 
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of the rating agencies for their product]. Later price – for good risks – became 
ever more important.”188 There are three basic forms in which disability is 
being defined: ‘own occupation’, ‘any occupation’ and ‘essential abilities.’

In an ‘Own occupation’ insurance (“Berufsunfähigkeitsversicherung” or “BU”) 
someone is fully disabled if he is “as a result of sickness, bodily injury or decline in 
strength (other than resulting from aging) … unable to perform his profession or 
any other commensurate work which is in accordance with his social position.” 
‘Disability’ has to be established by a doctor and it has to be likely that it will 
last at least six months.189 The cover is substantially broader than that of the 
public scheme which defines disability in relation to the possibility to perform 
any occupation (above, 4.1.6).190 ‘Own occupation’ insurance is currently the 
most commonly sold variety; it also is the most expensive (see graph 4.5 below).

A second form is the ‘Any occupation’ insurance (“Erwerbsunfähigkeits-
versicherung” or “EU”). Its definition of disability is about equal to the legal 
def inition; it def ines disability in relation to the inability to perform any 
occupation. Typically any occupation cover is some 70% cheaper than own 
occupation for ‘high risk’ jobs (see graph 4.5 below).

In the third form ‘Essential abilities insurance’ (“Grundfähigkeitsversi-
cherung”) the definition of disability is narrower still; it is defined in terms 
of loss of certain abilities (e.g.: sight, hearing, use of arms, legs etc.).191 In 
general terms this type of insurance is cheaper than any occupation, but in 
view of the many varieties this is diff icult to express in an overall percentage.

Within the three basic forms there are further distinctions. Most insurers 
offer a ‘basic’ variety (“Comfort Schutz”) and a ‘premium’ variety (“Top 
Schutz”). Usually the ‘premium’ variety offers a slightly broader def inition 
of disability and also an option to increase the sum assured at certain 
occasions. There is an endless variety of waiting periods, policies with lower 
premiums in the f irst ten years etc. Finally, there are special products for 
civil servants and other employees of public bodies.

Price
The disability premium an insurer charges consists of a net premium – which 
reflects the risk – and a cost loading. Cost loadings can vary signif icantly, 
but in a typical case they could amount to 33% of gross premium; initial 

188 a German insurer (below, 7.5.2).
189 E.g. Nürnberger Lebensversicherung AG, Selbständige Berufsunfähigkeitsversicherung 
„Comfort-Schutz.“ 
190 Neuhaus (2014), p. 28, § 81.
191 E.g. Nürnberger Lebensversicherung AG, Selbständige Grundfähigkeitsversicherung § 2.
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costs amount to: approx. 20%, recurring costs to approx. 13%.192 Usually 
there are no specif ic prof it loadings, these are implicit in the prudential 
assumptions on which the premiums are based.

As we mentioned under ‘Supervision’, clients of life insurers are entitled 
to profit sharing. Insurers structure the prof it sharing in different ways. 
Most give their clients a ‘direct discount’ on the premium (“Sofortrabatt”), 
some use the profit share to increase the insured benefits. ‘Direct discounts’ 
typically amount to some 30 – 40% of the ‘rate book’ premium.193 The ‘rate 
book’ premium is mentioned in the policy and if circumstances change, 
the insurer can discontinue the discount. Insurers can expect to suffer 
reputational damage in that case and therefore will be careful to set their 
discounts at such a level, that they are unlikely to have to change.194

The net premium is mainly calculated on the basis of estimated prob-
ability of disability (morbidity rate), probability of recovery and a discount 
rate. The effect of the discount rate will be clear: the lower the discount rate, 
the higher the premium. Probabilities of disability and recovery are based 
on a number of risk factors. For ease of reference we group them into three 
clusters: age, job and health. As we have seen (above, 2.2.2), pricing on the 

192 Information SCOR
193 Information SCOR
194 Information SCOR

Graph 4.3:  Disability incidence rates by age (average of men and women)
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basis of gender is not allowed in the EU since the end of 2012. Prior to that 
date premium rates for men and women were different. We will explain 
the rationale and content of each cluster briefly.

Age. the disability incidence rate (‘morbidity’) increases from approx. 0.2% 
at the age of 20 to approx. 7.7% at the age of 67 as graph 4.3 illustrates.195 
Probability of rehabilitation, however, decreases with age from approx. 57% 
at for someone disabled at the age of 20 to approx. less than 1% for someone 
disabled at the age of 60 (in both cases after six years) as graph 4.4 illustrates.

At the other hand the probable length of time disability pensions have to be 
paid, decreases with age. Therefore premium rates increase up to a certain age 
and decrease thereafter. In theory it would be possible to structure premiums 
in such a way, that the insured pays increasing premium rates as his/her 
age progresses. That would raise premiums to prohibitive levels later in life. 
Common practice, therefore, are policies that either have level premium rates 
or rates that increase only during the f irst ten year – in accordance with an 
expected career development. It is important to note that even when premium 
rates (premium expressed as a percentage of insured benefits) stay level, 
total premium may increase in line with the increase of the sum insured.

195 These data are some twenty years old; actual incidence rates may have changed since, the 
‘pattern’ in all likelihood’ will have stayed the same.

Graph 4.4:  Cumulative probability of rehabilitation after six years (men).
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Graph 4.5:  Typical rates for private disability insurance (premium as % of insured 

benefit). 
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Job. the time that there was a limited number of well-def ined different 
occupations is long past. Insurers used to classify occupations into four 
classes. Class I being the low risk jobs like the occupational white collar and 
Class IV that of heavy manual labour. Gradually the classif ication has been 
ref ined. ‘Jobs’ are split into ‘activities’: the risk attributed to a salesperson 
who drives 20,000 km. p.a. differs from that of a salesperson who drives 

196 Courtesy SCOR.
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50,000 km. annually. Some insurers have abandoned the Classes altogether 
and use sliding scales of rates based on the nature of ‘activities.’197

Health. in our definition this risk factor includes apart from the obvious 
(medical preconditions etc.) also ‘life style’ (the insured is more exposed 
to health risks because of smoking, drinking or engaging in dangerous 
hobbies). ‘Life style’ is not taken into account by all insurers because it is 
notoriously vague: at the time of application the insured may visit the gym 
three times a week and drink only a few glasses of alcohol per week; that 
is no guarantee that he/she will not discontinue the visits to the gym and 
triple the alcohol intake later in life. It may not seem obvious to classify 
hobbies under ‘health’. It may, like lifestyle, affect future health: paragliding 
is riskier than collecting stamps.198

Applicants for disability insurance have to f ill in a questionnaire about 
their health. Some 76% of applicants are accepted on normal rates, some 
15% on the basis of a higher premium rate, limited cover or a combination 
of both, 5% are refused cover whilst the remaining 4% did not take up 
insurance for other reasons.199

Typical premium rates for Occupational – and General Disability Insur-
ance are illustrated in graph 4.5.

Distribution
Life assurers distribute their products in different ways. A recent survey es-
timated ‘market share’ as follows: Tied agents 30%, Banks 28%, Brokers 27%, 
Direct 4%, Other 11%.200

Profitability
Life insurers do not publish segmental accounts, so information on profit-
ability of disability insurance is not available. However, industry sources 
believe that premium rates for the ‘good risks’ have sunken so far, that 
future profitability could be jeopardized.201 As we said above insurers have 
considerable leeway in adjusting their premium by changing the ‘direct 
discount’.

197 Information SCOR
198 a German insurer (below, 7.5.6).
199 Research by Morgen & Morgen in 2010, quoted in Neuhaus (2014), p. 296.
200 Information SCOR based on Tower Watson Vertriebswegestudie 2011.
201 Information SCOR.
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4.2 The research questions

In the next paragraphs we will address the research questions formulated 
in 2.5.

4.2.1 Nature of and rationale for privatisation

Germany privatised its public disability program by reducing the levels 
of benef its across the board; this is part of an ongoing process that will 
continue in the future. For those earning more than average, the abolition 
of ‘occupational disability’ may result in an additional reduction in benefits. 
We concluded, that it does not make sense to quantify this type privatisation 
in one overall f igure, as there are substantial differences depending on one’s 
contributing history (above, 4.1.3 and 4.1.4).

All parties concerned agree, however, that the public scheme leaves an 
important ‘gap’ in case of disability. One insurer states in its promotion 
material, that the public scheme pays in case of full disability approx. 36% 
of last income.202 A consumer organisation calls the public scheme “hardly 
more than an emergency relief.”203 An institute related to the German Labour 
Party (“SPD”) concludes that people who have to live on disability pensions 
are “exposed to the risk of poverty.”204 We found, that the rationale for the 
partial privatisation of disability pensions was unrelated to the disability 
scheme as such. The level of disability pensions has always been related to 
that of old age pensions. These were adjusted because demographic changes 
would have made would have resulted in a doubling of the contribution 
rates (above, 4.1.3).

In the terminology of our conceptual framework this is a type of 
privatisation in which there is a partial shift from ‘public’ to ‘private’ 
at two levels. The State no longer is the carrier of the entire risk and 
it no longer decides about the full extent of cover (above, 2.3.7). In the 
analysis of this ‘partial’ privatisation the current situation will be 
compared with the one that existed before the benef its were reduced. 
As we have seen the most important step in that respect took place in 
2001 (above, 4.1.3).

202 E.g. Württembergische Lebensversicherung.
203 Balodis et al. (2013), pp. 13-27. 
204 Bäcker et al. (2011), p. 23 – the authors use this point though to argue in favour of improvements 
of the public disability scheme. 
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4.2.2 Rational demand for disability cover

In the previous chapter we concluded that disability insurance is a rational 
choice for the vast majority of working people; possible exceptions are the 
very wealthy and those who are about to retire. ‘Double income couples’ may 
need less disability cover than ‘single earners’. We also concluded, that in 
general terms, it could be rational to exclude two high incidence causes of 
disability: ‘occupational wear and tear’ and some mental disorders (above, 
3.2.2). Our reasoning was of a general nature and the same principles apply 
to Germany.

4.2.3 Effect on cover

The question to be addressed consists of three different elements: extent 
of cover, f lexibility and adaptability. As regards each of these elements 
the situation within public and private insurance in Germany will be 
compared.

Extent of cover. The nature of privatisation was described as primarily 
a reduction in the level of benef its (above, 4.2.1). Consequently, private 
disability primarily aims to complement the sums insured by the public 
disability program. In most cases it also provides cover based on a broader 
def inition of disability (‘own occupation’ as opposed to ‘any occupa-
tion’). The effect of ‘privatisation’ on the extent of cover can be rated as 
positive (‘+’).

Flexibility. Flexibility was def ined as the possibility to tailor cover to 
individual demand (above, 2.5). Public cover prior to privatisation was 
uniform and consequently not flexible. As we have seen private insurance 
offers f lexibility in size and nature of cover: there is a broad range of pos-
sibilities as regards the extent of cover: different def initions of disability, 
the replacement rate etc.; the range of ‘budget products’ is broader than 
in the Netherlands (above, 3.1.8 and 4.1.8). The effect of ‘privatisation’ on 
flexibility of cover can therefore be rated as very positive (‘++’).

Adaptability. Adaptability was defined as the possibility to change cover 
quickly if circumstances so require (above, 2.5). As regards the Netherlands 
it was concluded that private cover can be changed more quickly than 
public cover because legislation is a long process (above, 3.2.3). The short 
history of the reform of German pensions indicates that the same applies 
to Germany (above, 4.1.3). Just like in the Netherlands (as regards the 
self-employed) the effect of ‘privatisation’ on adaptability can be rated as 
very positive (‘++’).
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4.2.4 A double charges problem?

As we have seen, a shift from PAYG- to ‘fully funded f inancing’ results in 
‘double payment’ in the years after the transition. For this reason countries 
with a fully developed PAYG-system are seen as prime candidates for ‘path 
dependency’ (above, 2.3.6). Indeed ‘path dependency’ is frequently used 
by writers to explain the (lack of) changes in the German public pension 
scheme.205 For the reasons set out above, the legislator concluded that the 
problems that had to be addressed, required partial privatisation. In other 
words the ‘double charges’ problem was accepted. In order to smooth the 
transition, tax facilities were offered to the public (above, 4.1.4). This reverted 
the ‘double charges’ largely back to the Federal State. In view of the fact, 
that the German disability program has been modest in scope, the double 
charges problem has been modest as well. It exists, however, and this effect 
of privatisation has to be rated negative (‘-’).

4.2.5 Market failure?

In accordance with the theory of market failure, we split the question into 
two parts (above 2.2.6). First, are there any signs of supply disappearing? 
Second, can that (non) disappearing of supply be explained on the basis of 
the absence/presence of information asymmetry?

An indication of the development of supply can be found in the develop-
ment of premium volumes in the sickness and disability market. Between 
2010 and 2015 premium volume increased from € 6.8 to € 8.4 bn. (estimates), 
an average increase of 4.3% per annum.206 There are dozens of companies 
operating in the market and there is a wide variety of products on offer 
(above, 4.1.8). In other words there are no signs of supply disappearing.

This takes us to the second step: can the fact that supply did not disappear 
be explained by an absence of information asymmetry? The explanation 
is comparable to what has been discussed as regards the Dutch insurance 
market. As illustrated by the continuous refining of premium differentiation, 
information asymmetry is much less of a problem than assumed at the 
time Akerlof’s theory was formulated. Consequently, adverse selection has 
been reduced to manageable levels and the conditions for market failure 
as a result thereof have largely disappeared from the German market for 
disability insurance (above, 2.2.6 and 3.2.5).

205 E.g. Hilpert (2012), p. 168, Metzler (2003), p. 222. 
206 Annex 7.2, sub 3.
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Insurers are very much aware of the risk that behavioural effects pose. 
All German insurers we interviewed conf irmed this. By the same token 
this risk is uppermost in the mind of insurers and every possible measure 
is taken to keep it at acceptable levels.

The above seems to be a plausible explanation why there are no signs 
of supply in the private market for disability insurance disappearing. The 
effect of privatisation on market failure as defined in our research question, 
can be rated as negligible (‘0’).

4.2.6 Demand anomalies

The fact that rational people should buy disability cover (above, 4.2.2) 
combined with the fact that they could (above, 4.2.5), does not mean that 
they actually do. In fact there are indications that they do so insuff iciently. 
First, only about a quarter of the employees who would need disability 
additional cover, is actually privately insured.207 Second, the percentage of 
DI recipients that have to rely on additional public assistance is substantially 
higher than that among the old age pensioners.208 It is likely that demand 
anomalies are more of a problem among low income individuals. Initially 
insurers focused their attention on high income individuals. Competition 
in this category increased and premium rates dropped. This process caused 
some insurers to aim for the higher risk groups in more recent times.209

In our conceptual framework two general explanations for demand 
anomalies were given: ‘light-heartedness’ (“life is too short to worry about 
everything that might go wrong”) and ‘budget constraints’ (above, 2.1.3). 
Apart from these general reasons there are a number of – interrelated – 
explanations that are specif ic for disability cover in Germany:
– Simultaneous partial privatisation of old age- and disability-pensions.
– Historically Germany has a relatively under-developed group market 

(above, 4.1.8). Group contracts would have been the easiest way to ‘repair 
the gaps’ caused by this partial privatisation. (It has to be easier to 
convince some 3.7 M. enterprises of the need for insurance, than some 
38 M. employees).210 However, indirect labour costs were already high 
and this made employers very reluctant to enter into group sponsored 
contracts (above, 4.1.3).

207 a German insurer (below, 7.5.3). 
208 Sozialbeirat (2010), p. 35, no. 81. 
209 Information SCOR.
210 Destatis: number of ‚Unternehmen‘ by the end of 2012. 
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– Consequently, private individuals were expected to ‘repair the gaps’. In 
that respect private disability pensions had to ‘compete’ with private 
old age pensions. They did so at a disadvantage, because there was no 
disability equivalent tax regime available to the “Riester-Rente” for 
private disability pensions.211 On top of that, it happened at a prolonged 
period of zero growth of disposable income: up to the end of 2013 average 
gross wages had not risen at all since 2000212 and few customers are 
prepared to enter into long term f inancial commitments.213

– High premium rates for low income groups: people in ‘high risk’ in jobs pay 
higher premium rates for their disability cover than people in ‘low risk’ 
jobs (4.1.8). Somewhat simplif ied the reverse applies to their respective 
salaries. This means, that – on average – the lower paid employees have 
to spend more out of a lower income.214

– Complicated sales process: intermediaries have to spend a lot of time 
on explaining why and how much disability cover is needed. Lengthy 
questionnaires have to be completed about matters that many people 
do not wish to share with their intermediary. Finally, the intermediary 
runs the risk that the application is rejected by the insurer or only 
accepted on conditions that are unacceptable to the client. In both 
cases the intermediary does not receive any remuneration for his/her 
efforts. Intermediaries rather spend their time on selling other forms 
of insurance.215

In summary the effect of privatisation on demand anomalies can be rated 
as negative (‘-’) for individual and as neutral (‘0’) for group contracts.

4.2.7 Effect on price of cover

In view of the great variety in products, conditions and premium rates a 
full comparison – if it were possible at all – between ‘public’ and ‘private’ 
would yield little more than the conclusion that some are better off with 
private cover and others are not. We will therefore approach the matter as 
follows. By way of introduction we will compare ‘average premium rates’ 
used in the public scheme and in private insurance. By nature this is a crude 

211 Information SCOR. 
212 WSI (2015).
213 E.g. GDV Jahrbuch 2007, p. 36; also Allianz Lebensversicherung, Geschäftsbericht 2009, 
p. 4.
214 Information SCOR
215 a German insurer (below, 7.5.3).
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comparison. Second, we will investigate to what extent the ‘price drivers’ 
of ‘public’ and ‘private’ differ.

Earlier we found that the ‘pensioner of reference’ can expect a disability 
pension that is about equal to 40% of his/her salary and we estimated 
the ‘implicit premium’ for the disability risk within the public scheme at 
approx. 1.24% of payroll (above, 4.1.6). In order to make the rate comparable 
with private insurance, the premium has to be expressed as a percentage 
of the insured benefit. Expressed as a percentage of pension, the premium 
rate would therefore be approx. 3.1% (1.24%/.40). We also found that the 
so-called ‘any occupation disability insurance’ provides cover that is more 
or less comparable with the public scheme. Someone (with a ‘clean bill of 
health’) who would take out an insurance like that would pay a premium 
of approx. 2.8% if he/she starts the insurance at the age of 25, and 4.3% 

Graph 4.6  Public and private premium rates compared (premium as % of insured 
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if the insurance is started at the age of 55. As illustrated in graph 4.6 in 
this example private insurance is cheaper for someone who takes out his 
disability policy before the age of 32. As we stated above, this is a crude 
comparison. We now turn to the ‘price drivers’: prevention, rehabilitation, 
control and transaction costs.

Prevention. All of 5 German insurers who answered the question on their 
role in this matter, said that they did not impose prevention measures.216 
Despite the small size of the sample – there are 90 companies that are 
licensed to transact disability insurance (above, 4.1.8) – these views can be 
considered as representative of the whole market. The companies we inter-
viewed would put themselves at a considerable competitive disadvantage, 
if they did not impose successful prevention measures whilst the others 
do. Of this there is no indication. The effect of privatisation on prevention 
can therefore be rated as neutral (‘0’).

Rehabilitation. As opposed to their Dutch and Canadian colleagues (above, 
3.2.7 and below, 5.2.8 respectively) German insurers do not generally claim 
that they beat the public scheme in rehabilitation. First, proof of recovery is 
diff icult. Private insurers can discontinue paying disability benefits in three 
cases: 1) the health of the insured has improved so much that he/she can 
take up his/her old job again; 2) an alternative job – that the insured could 
do – has been found; 3) the job can be ‘restructured’ (“Umorganisation”) in 
such a way the insured can work again. The insurer has to prove that one of 
these cases applies. In practice there are mundane problems that hamper 
this approach. Because there is a chronic shortage of medical assessment 
expertise, f irst assessments (“Erstprüfung”) are usually not very specif ic. 
Consequently, it is diff icult to prove in later assessments (“Nachprüfung”) 
that the situation has improved.217 Second, most insurers do not claim to 
have much experience on the subject.218 Apart from that private disability 
insurance tends to have a broader def inition of disability (above, 4.1.8). 
This makes the comparison between the effects of rehabilitation efforts 
diff icult. The effect of privatisation on rehabilitation can therefore be rated 
as unknown (‘?’).

Control. All private insurers we interviewed, see behavioural effects 
(‘moral hazard’ in their terminology) as a challenge in the context of dis-
ability insurance. By the same token, they do not see it as a serious problem 
to the extent that it consumes a signif icant part of premium. The measures 

216 Annex 7.5.8.
217 Annex 7.5.9. 
218 Annex 7.5.9.
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to ‘control’ behavioural effects seem to work. There are no indications 
that behavioural effects are more of a problem in private than in public 
disability insurance. Rather to the contrary: the percentage of claims on 
the basis of mental disorders is usually seen as an indication of the level 
of the behavioural effects. In the public disability scheme that percentage 
amounted to 43% of DI-entries in 2015.219 One insurer claims that its experi-
ence is as low as 17% of cases based on ‘mental disorders’.220 As there is no 
further information available as to the causes, the effect of control can be 
rated as neutral (‘0’).

Transaction costs. Neither the public scheme nor private insurers publish 
separate f igures on their transaction costs in disability cover. We will esti-
mate both and express transaction costs as a percentage of premium income.

We estimated the transaction costs of the public disability scheme at 
‘well over 1.66% of benefits (above, 4.1.6). In private (life) insurance average 
transaction costs are 10.8% of premium income: initial costs amount to 8.5%, 
and for recurring costs to 2.3%.221 Like in the case of public insurance, this 
f igure in itself is not very meaningful; one would expect the transaction costs 
or disability insurance to be above average because of the relatively high 
claims handling costs. A better approach is to look at the policy loadings; 
they can vary quite signif icantly, but in a typical case they could amount 
to 33% of gross premium; initial costs amount to: 20%, recurring costs to 
13% (above, 4.1.8 ‘price’). That would amount to approx. 50% of benefits. In 
‘true’ group policies, transaction costs are lower as commissions are lower. 
However speculative, the conclusion has to be that transaction costs of 
private insurance are substantially higher.

Even taking into account the speculative nature of both numbers, the 
effect of privatisation on transaction costs has to be rated as strongly nega-
tive (‘--’) in case of individual policies and negative in the case of group 
policies (‘-’).

4.2.8 Effect on risk solidarity

‘Risk solidarity’ was def ined as the situation in which the risk profile con-
nected with health, age and gender of insured parties is not reflected in 
the premium-/contribution rate. Premium rates that differ by industry 
or occupation are not considered as an impingement on risk solidarity 

219 DRV Zeitreihen (2016), pp. 104-105. 
220 Annex 7.5.9.
221 Baf in (2013), Tabelle 160.
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(above, 2.5). The public disability program of SGB VI meets the criterion 
for risk solidarity as def ined: contribution rates are the same for everyone 
(above, 4.1.5). In general terms the way in which private insurers calculate 
their premium rates does not meet the criterion of risk solidarity. They 
differentiate on the basis of risk factors: age and health (above, 4.1.8).222

However, the effects differ between individual and group contracts. In 
individual contracts risk solidarity is completely absent. That is not the case 
with group contracts provided participation is mandatory: premium rates 
differ between industries and companies, but usually within a certain con-
tract all employees pay the same premium rate. In other words there is risk 
solidarity within most group contracts. From the insurers perspective they 
reduce the risk of adverse selection and this will result in a reduced medical 
underwriting – usually a ‘f it to work declaration’ suff ices.223 As we have 
seen, group insurance is relatively unimportant in Germany (above, 4.1.8).

Some 5% of applicants are uninsurable risks and refused cover (above, 
4.1.8); the actual f igure might be higher, as some ‘diff icult risks’ do not even 
apply for cover.224 Insurers and intermediaries do tell the public to take out 
a disability at an early age – whilst still at school preferably.225 That might 
solve a lot of problems, but not all. People of middle age or those who had a 
medical precondition at the time the privatisation took place were not helped 
by that advice. Some kind of – public or private – ‘safety net’ appears to be 
missing. As we have seen, public assistance according to SGB XII guarantees 
a minimum benefit, but at a very low level (above, 4.1.6).

In summary the effect of privatisation on risk-solidarity can be rated 
as negative (‘-‘) in case of individual insurance and neutral (‘0’) in case of 
employer sponsored group insurance with mandatory participation.

4.2.9 Effect on redistribution of income

A redistributive effect of an insurance scheme has been def ined as the 
situation in which the contribution rate increases with income (above, 
2.5).The German pension- and disability scheme of SGB VI is based on 
equivalence between contribution paid and benefits received The equivalence 
is not complete: the contribution rate may change as a result of changes in 
legislation, demographics etc. However, two people who are insured and pay 

222 On the basis of ‘job’ as well, but that is not part of our def inition of ‘risk solidarity’.
223 a German insurer (below, 7.5.5).
224 a German insurer (below, 7.5.5).
225 a German insurer (below, 7.5.3)
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the same contribution at the same time, are entitled to the same benefits. 
This is “cornerstone of the German public pension scheme … Every deviation 
from this principle would mean, that the benefits of one group would be 
paid out of the contributions of another.”226 In other words the program is 
fundamentally ‘non-redistributive’. The same applies to private insurance.

The effect of privatisation on redistribution can be rated as neutral (‘0’).

4.2.10 Other effects

Two ‘other effects’ of privatisation can be identif ied. f irst, identifying and 
pricing of the different disability risks. Second, the fact that the distinction 
between industry-related and other causes of disability has disappeared.

Identifying and pricing of the various disability risks. This effect was 
def ined as the extent to which privatisation has resulted in pricing in 
accordance with the risk (above, 3.2.10). The partly privatised disability 
program (SGB VI) has uniform contribution rates. Private insurers price 
in accordance with the risk. Consequently, the effect of privatisation on 
identifying and pricing of risks can be rated as very positive (‘++’).

Disappearance of the distinction between work-injury and other causes of 
disability. As we have seen public insurance distinguishes the Industrial 
Injuries Scheme (SGB VII) and the General Disability Scheme (SGB VI); 
private plans usually offer integrated disability cover. As set out earlier, this 
thesis takes no views on whether a specif ic effect is positive or negative. It 
merely seeks to indicate the strength of the effect. ‘Pluses’ and ‘minuses’ are 
used for ease of reference only and attributed in accordance with ‘generally 
accepted views on the matter’ (above, 2.6). The mere fact that in the private 
insurance market the majority of products sold offers ‘integrated’ cover 
warrants the use of ‘positive’ in this respect. As some clients still prefer to 
buy separate accident cover, the distinction has not completely disappeared 
and effect can be rated as positive (‘+’).

4.2.11 Risk allocation between employer and employee

In the partial privatisation of the disability scheme the legislator did not show 
a preference for a shift to either the ‘second ’or the ‘third pillar.’ The coalition 
agreement of the current government states that it wants to stimulate 
employer sponsored old age and disability pension plans, but so far this 
has not resulted in any specif ic proposals (above, 4.1.3).

226 Rürup et al. (2003), p. 69; likewise: Sozialbeirat (2012), pp. 12-15.
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In the previous chapter we analysed what would be a rational allocation 
of the (sickness and) disability risk between employer and employee. The 
conclusion was, that it would be rational to allocate that risk to the employer. 
The most important argument for that conclusion was that the employer 
have substantial influence on the risk (above, 3.3.10 and 3.4.10). The same 
principles apply to Germany.

As we have seen practice in Germany is not in agreement with the 
conclusions of our analysis: most contracts are individual (above. 4.1.8). 
Privatisation therefore has been faced with both a higher degree of demand 
anomalies (above, 4.2.6) and higher prices (above, 4.2.7) and less risk solidar-
ity (above, 4.2.8) than otherwise would have been the case.

4.3 Summary

Germany privatised its public disability program of SGB VI partially. The 
major change took place in 2001. Benefits were reduced to levels that were 
deemed to be insuff icient for the majority of the insured population. At the 
same time cover was restricted by the change from an ‘own occupation-’ to 
an ‘any occupation-based’ definition of disability. It was the explicit intention 
of the legislator that people would take out private insurance to cover the 
resulting ‘gap’. Tax incentives have been introduced to stimulate private 
provisions for old age pensions, but effectively, these do not stimulate the 
purchase of private disability cover.

In the Netherlands the main ‘driver’ for privatisation had been that claims 
incidence rates of the public disability program were ‘out of control’ (above, 
3.6.1). That was different in Germany. Incidence rates had been high in 
the 1970s and in the early 1980s, but had been reduced to levels that were 
considered acceptable prior to privatisation. This was mainly the result of 
restricting eligibility.

The rationale for partial privatisation of the disability program, was its 
connection to old age pensions. Disability pensions of SGB VI have always 
been ‘embedded’ in a general pension scheme of which old age pensions are 
by the most important part. The old age pensions came under pressure as 
a result of demographic changes. An ageing population is a development 
that affects all Western countries, but three circumstances made action 
more urgent than elsewhere. First, fertility rates have been lower than in 
other countries. Second, the pension scheme was more extensive. Finally, 
the federal f inances had been stretched already by the re-unif ication 
of Germany
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The answers to the research questions formulated in 2.5 are summarised 
in table 4.4.

Table 4.4:  Effects of privatisation; summary

Partial privatisation
disability insurance

individual Group

Cover
extent + +
flexibility ++ ++
adaptability ++ ++

Double charges - -
Market failure 0 0
Demand anomalies - 0
Price

prevention 0 0
rehabilitation ? ?
control 0 0
transaction costs -- -

Risk solidarity - 0
Redistribution of income 0 0
Other

identifying and pricing of risks ++ ++
disappearance of difference
work-related and general
disability + +

As regards the consequences of privatisation, a distinction can be made 
between effects that are specif ic to Germany and those that are not. The 
latter category has been described in literature and is related to the char-
acteristics of private- (as opposed to social-) insurance: private disability 
insurance offers more flexibility, but this comes at the price of less solidarity 
between the ‘healthy’ and the ‘unhealthy’, the ‘young’ and the ‘old’ and of 
higher transaction – in particular sales – costs.

At the ‘specif ic’ level we found:
– The usual forms of (both public and private) disability cover, contain 

‘high incidence elements’. By way of example we mentioned ‘occupational 
wear and tear’ and mental disorders. The frequency of the f irst is likely 
to increase even further as pensionable age increases. High incidence 
is an indication of a problem for which the solution has to be found 
outside insurance. In case of the examples mentioned, that would mean 
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adjusting both work practices and the def inition of disability. This is a 
topic that requires further research.

– Most forms of private insurance offer broader disability cover than the 
public program.

– There is a clear double charges problem. It is exacerbated by the simul-
taneous partial privatisation of the old age program.

– There are no indications of market failure at any signif icant level. 
Technical developments in the insurance markets – notably premium 
differentiation – explain this apparent contradiction with economic 
theory. On top of that, dozens of insurance companies, hit by lack of 
growth in the life assurance market were eager to expand their business 
in this area and offered a host of products and competition resulted in 
better terms and conditions.

– There are clear demand anomalies however; only one fourth of the people 
concerned took out additional disability cover. There is a consensus 
in the market that there is a substantial lack of protection. Demand 
anomalies are a regular occurrence in insurance, but a number of factors 
seem to make it more predominant than in the other countries covered 
in this thesis. First, it is the high level of the double charges problem 
combined with a prolonged period of zero real growth of net disposable 
income. Second, the low penetration of group policies.

– Low penetration of ‘true’ group policies, is a feature of the German market. 
More group policies could enhance the positive effects of privatisation 
(e.g. the pricing of job-related risks) and mitigate its negative effects (e.g. 
less risk-solidarity, demand anomalies and transaction costs). Against 
that background it is important that the current Federal Government 
formulated as one of its objectives to stimulate – inter alia – employer 
sponsored plans.

How one rates these positives and negatives is a matter of personal or 
political preference that will not be answered by this thesis. In the longer 
term the most important positive effect of privatisation in Germany will 
probably be the pricing of risks. It can be a tool for more eff icient allocation 
of resources – not just in private and public insurance but in the economy 
as a whole.





5. CANADA

5.1 Introduction

The structure of this chapter is as follows. In 5.1 an introduction to Canada 
is presented: the economic and political environment (5.1.1), the history and 
the current status of public sickness and disability programmes (5.1.2 to 
5.1.4) and f inally the equivalent thereof in private insurance (5.1.5). In 5.2, 
we turn to the analysis proper, the effects of privatisation. The f indings of 
the analysis are summarised in 5.3. Unless stated otherwise, all amounts 
in this chapter are expressed in Canadian dollars ($).

5.1.1 Economic and political environment

By way of introduction we start by quoting some key economic data. Like 
most industrialised countries Canada was affected by the economic crisis 
that started in 2008. Yet, today many of the major economic indicators 
compare favourably with other OECD countries: an unemployment rate 
of 6.9%,1 a government balance of -1.3% of GDP,2 real economic growth 
of 1.1%3 and a current account balance of -3.2%.4 In the early 1990s, the 
situation had been very different: economic growth was below average, 
unemployment above average and the government balance was at – 8% 
to – 9% strongly negative. With the exception of the early 1990s social 
spending, has been below OECD-average; over the last twenty years the 
gap has been widening (see graph 5.1).

1 2015 f igures; OECD Country statistical prof ile (Accessed on 29 October 2016).
2 2015 f igures; OECD Country statistical prof ile (Accessed on 29 October 2016).
3 2015 f igures; OECD Country statistical prof ile (Accessed on 29 October 2016).
4 2015 f igures; OECD Country statistical prof ile (Accessed on 29 October 2016). 
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Graph 5.1:  Social expenditure as % of GDP in Canada and in the OECD
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The measures of the early 1990s aimed at containing social spending that 
caused this change, will be discussed later in this chapter (below, 5.1.2).

For the sake of completeness, we mention a number of other developments 
that affect disability insurance in some way. Most of these are common to 
Western countries:
– Ageing population: in reaction to this phenomenon legislation had 

been passed to increase the statutory retirement age from 65 to 67 in 
the future. However, after the October 2015 federal elections there was 
a change of government and the increase was reversed.6

– An increasing share of women in the labour force. It affects the cost of 
disability cover, because male and female ‘risk prof iles’ differ. It also 
resulted in an increase in the prevalence of ‘double income couples’. 
This has affected rational demand for disability cover (above, 3.2.2).

– A shift in employment to the service sector. This generally means a shift 
to less physically demanding labour and thus to less work related ac-
cidents (however, also to an increase in mental and nervous disabilities).

5 OECD (2015), Social spending (indicator). doi: 10.1787/7497563b-en (Accessed on 22 September 
2015)
6 Benef its Canada 22 March 2016.
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As regards the ‘political environment’ we limit ourselves to just one com-
ment. Canada is a Federal parliamentary democracy. It is composed of ten 
provinces and three territories. The provinces play an important role in social 
policy. An agreement between the federal and the provincial governments 
stipulates that the federal government cannot legislate on social security 
programs without the consent of the majority of the provincial governments. 
Under certain circumstances provinces can opt out of federal programs.7

5.1.2 Social insurance: history

Introduction
The allocation of responsibilities to federal and provincial governments 
had a strong effect on the development of social programs in Canada. The 
original ‘constitution’, the British North America Act of 1867, said little 
about jurisdiction over income security or social services.8 Effectively this 
meant that social programs were a responsibility of the provinces.9 At that 
time Canada was largely a rural society and social programmes were not a 
priority of provincial governments. Consequently, the country was relatively 
late in the development of social security. Whilst, as we have seen, Germany 
introduced its f irst programs in the 1880’s (above, 4.1.2), Canada did so some 
25-30 years later. Quebec was the f irst province to introduce a Workers’ 
Compensation Scheme in 1904, Yukon was the last in 1958.10

Old age pensions for low income earners were introduced between 
1927 and 1931. In this case the federal government took the initiative and 
partly funded the schemes.11 Trade unions provided modest – inter alia 
sickness – benef its to their members, but membership was limited. Big 
companies introduced welfare programs as well. Even for the employees 
of these companies these programs offered limited protection: it ended 
automatically when workers were laid off and that happened on a large 
scale during the Great Depression.12

World War II induced a shift in public opinion on the subject. The f irst 
concern of the government was, to reassure the armed forces that they 
and their families would be treated properly after the war had ended; 

7 Hick (2014), p. 181.
8 Hick (2014), p. 20.
9 Finkel (2008), p. 58.
10 Finkel (2008), pp. 83-84.
11 Finkel (2008), pp. 104-106.
12 Finkel (2008), pp. 107-108.
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that had not been the case after World War I.13 A committee was asked to 
make recommendations on policy reforms after the war. A subcommittee 
published the so-called Marsh report which advocated comprehensive and 
universal welfare programs. Recommendations had been inspired by the 
Beveridge Report, published in Britain two months earlier (above, 2.3.4).14 
Very little of these proposals were realised after the war, because provincial 
governments were opposed to increased centralisation of spending and 
taxes.15 Only family allowances and enhanced veterans pensions were 
introduced.16

In 1951 the British North America was amended and allowed the Federal 
Parliament “… to make laws in relation to old age pensions in Canada …”17 
There were doubts whether this allowed the Federal Parliament to provide 
for ‘supplementary benefits’ (i.e. benefits supplementary to old age pensions 
like survivors pensions and pensions for the disabled).18 In 1964 the British 
North America Act was amended once again and explicitly stated that these 
‘supplementary benefits’ were a federal responsibility.19

In the remainder of this paragraph a brief overview is given of the major 
developments in the three programs that are most relevant to this thesis: 
1) workers’ compensation, 2) old age- and disability pensions and 3) unem-
ployment and sickness benefits.

Workers’ compensation
As in most countries, programs to alleviate the consequences of work-
related injuries, were the f irst form of social insurance. As we have seen, 
the introduction of these programs was the responsibility of the provinces. 
Consequently, the schemes differ but they rest on the same principles.

These principles were formulated by William Meredith, Chief Justice of 
Ontario in 1913. The Ontario government had asked him to study workers’ 
compensation systems around the world and to make recommendations 
on that basis. Inter alia Meredith proposed the following: f irst, immunity 
of the employers for tort claims in exchange for guaranteed compensation 
of accepted claims; second, premiums to be borne by employers and to be 
differentiated according to risk; third, inclusion of certain occupational 

13 Finkel (2008), p. 127.
14 Hick (2014), p. 47.
15 Finkel (2008), pp. 136-137.
16 Finkel (2008), p. 135.
17 Section 94A of the British North America Act inserted on 31 May 1951.
18 White Paper (1964), p. 5.
19 Section 94A of the British North America Act as amended on 31 July 1964.
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diseases; fourth, administration by an independent Workers’ Compensa-
tion Board and f ifth, funding on a ‘mixed’ basis: the Board was free to 
decide the level of funding and only had to “prevent undue burdens to 
future generations of employers.”20 These recommendations formed the 
basis for legislation in Ontario and – although the parameters (e.g. the 
replacement rates) differed – for the other provinces as well. Obviously the 
various programs changed over time; we will highlight the most important 
changes only.

In the course of time the replacement rates rose from 55% of gross wage 
to – on average across the provinces – 90% net. At the same time the ceiling 
has come down. Gradually the definition of ‘personal injury’ was extended, 
rehabilitation was included and, generally speaking the programs became 
more complicated. One example of increasing complexity was the way in 
which partial disability has been dealt with. Originally it was expressed as 
a percentage of total disability. Later some provinces reverted to the actual 
loss of earnings method. This proved diff icult to administer.21 As a result 
premium rates increased. The aggregate costs of the provincial programs 
rose from 0.32% to 0.82% of GDP between 1961 and 1993.22 In some provinces 
these developments were less visible, because the boards allowed the funds of 
the scheme to run down. These cost trends drew criticism from the business 
community who viewed the costs as ‘out of control’. Labour representatives 
took the opposite view: the programs still provided inadequate protection 
and workers had been historically undercompensated.23

The increase in costs was all the more remarkable since there had been 
a long-term trend of declining claims incidence across Canada (and indeed 
across many countries).24 Between 2000 and 2013 the injury incidence halved 
from 3.3% to 1.6%.25 Various studies have investigated the causes of this trend 
and two explanations have been put forward: f irst, “shifting the workforce 
into low-hazard service sector jobs.” And second, increasing work safety as a 
result changing working processes.26 Around 2005 premium rates started to 
drop again.27 In some provinces the rates did not decrease, because deficits 

20 Hick (2014), pp. 180-181 and Ison (1996).
21 Ison (1996).
22 Gunderson et al. (1999). 
23 Gunderson et al. (1999).
24 On the development in Ontario: Moore et al. (2011); aggregate numbers for the whole of 
Canada in the Annex 7.3. 
25 Association of Workers’ Compensation Boards of Canada, KSM 21. 
26 On the developments in Ontario: Breslin et al. (2007). 
27 Gonzalez (2005).
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had to be eliminated f irst and the boards felt that “this debt load [could not 
be allowed] to be passed on to future generations of employers.”28

Old age- and disability pensions
As we mentioned in the introduction of this paragraph opposition by the 
provinces had prevented the introduction of a federal old age- and disability 
program after World War II. Gradually public opinion shifted towards greater 
state involvement. Two disadvantages of the existing situation required 
addressing. First, employer-sponsored pension plans were not ‘portable’, 
i.e. people who lost their jobs or changed jobs, lost their pension rights as 
well. Second, many companies did not even have a pension plan.29

The province of Quebec was the f irst to introduce legislation, the Quebec 
Pension Plan (“QPP”). As from 1 January 1966 it provided – inter alia – earn-
ings related old age- and disability pensions. Financing of the program was 
a mixture of full funding and PAYG. Its objectives were twofold: f irst, to 
guarantee retirees a liveable income and second, to provide the province 
with a pool of funds for investments in infrastructure.30

The 1964 amendment of the British North America Act that was mentioned 
in the introduction, allowed federal legislation to cover supplementary 
benefits as well as old age pensions. A Canada-wide program, the Canada 
Pension Plan (“CPP”) was drafted on the basis of the principles of the QPP. It 
became effective as of 1966 as well. The program provided earnings related 
old age- and disability pensions (and some other benef its); benef its were 
indexed and ‘portable.’ Like the QPP f inancing was a mixture of PAYG and 
full funding. The reserves of the fund would eventually cover six years of 
benefits. It was provided that the reserves of the program would be invested 
in loans to the provinces at – slightly – preferential rates. Premium rates 
were expected to increase gradually and level out at a maximum of 5.5% of 
contributable earnings. The CPP provided for an ‘opt-out’ of the provinces. 
Only Quebec used that option and CPP and the QPP have run – more or 
less – parallel ever since. The CPP pensions were designed to be modest: 25% 
of earnings.31 It was “not intended to provide all the retirement income … 
which many Canadians wish to have. This is a matter of individual choice 
and … should properly be left to personal savings and to private pension 

28 Ontario Board, quoted in Gonzalez (2006).
29 Finkel (2008), p. 157.
30 Finkel (2008), p. 158.
31 White Paper (1964), p. 6.
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plans.”32 An important consideration was to keep “disturbance to private 
pension plans … to a practicable minimum.”33

The criterion for disability was strict: someone would be regarded as 
disabled in case of a “medically determinable impairment in which physical 
or mental disability is so severe and prolonged that he is unable to secure 
regular, substantially gainful employment.” He did not have to be “completely 
helpless to qualify; … he must be … unable to support himself by reason of 
his disability.”34 Disability pensions were to be modest as well: replacement 
rate would range from 44% for someone earning $ 1,200 p.a., to 25% for 
someone earning $ 5,000 p.a. (1964 amounts).35

The CPP was changed a great number of times. Benefits and premium 
rates were adjusted and measures were taken to provide for the changed 
role of women; in its original version the CPP had been based on the ‘male 
breadwinner’ concept. For the purpose of this thesis two major changes of 
the program are relevant: the amendments of 1986 and those of 1997.

In 1986 benefits were improved.36 Inter alia an early retirement option 
was introduced (with ‘actuarial adjustments’ of the amount of benef its). 
As regards disability pensions, the level of benef its was substantially 
increased and the rules for eligibility were relaxed. Purpose of the latter 
was to bring the benefits more in line with those of the Quebec Plan. The 
measures were to be f inanced by a combination of a gradual increase of 
the contribution rate to 7.6% and a reduction of the reserves to two years 
of benefits (rather than six).37 A further relaxing of disability criteria was 
introduced in 1989, when non-medical factors such as the unemployment 
in the region were introduced.38

In the mid-1990s it became clear that the CPP would run into financial dif-
ficulties: if nothing was changed, the reserves would be exhausted by 2015 and 
contribution rates would rise to over 14%.39 This deterioration of the finances 
was attributed to a number of factors: demographic changes (decreasing fertility 
and increasing longevity), a decreasing contribution base (as a result of rising 
unemployment) and increasing disability incidence rates (see graph 5.2).40 

32 White Paper (1964), p. 7.
33 Finkel (2008), p. 151.
34 White Paper (1964), p. 15.
35 White Paper (1964), p. 16.
36 Bill C-116 which received royal assent on 27 June 1986.
37 Minister Jake Epp on 11-06-1986, Debates House of Commons, pp. 14 249-14 253.
38 Campolieti et al. (2000), p. 250.
39 Actuarial Report CPP (1993), pp. 2-3.
40 Various Actuarial Reports (CPP) up to the 15th.
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This forecast coincided with a sharp increase in social spending (mainly as a 
result of rising unemployment) and serious government deficits (above, 5.1).

In 1996 the federal and provincial governments announced ‘consultations’ 
across Canada with interested groups and individuals on the future of the 
CPP.41 The ‘challenge’ of the scheme was formulated as one of “fairness and 
equity”: if nothing would be done, “future generations [would have to] be 
asked to pay considerably more for the very same benefits [than previous 
generations].”42 The basic question asked to the public was: “ … the appropri-
ate balance between contribution rate increases and changes to benefits” and 
whether “ … a fuller funding approach … [should be] adopted.”43 In reaction 
to the ‘challenge’ “most groups and individuals said a contribution rate of 
14.2% is simply too high to be sustainable in the long run.”44 Implicitly the 
‘groups and individuals’ thus opted for a restriction of benefits.

Referring to these consultations the federal government proposed a 
number of changes to contain the costs of the program in 1997.45 About 75% 

41 CPP Consultations (1996), p. 3.
42 CPP Consultations (1996), p. 9.
43 CPP Consultations (1996), p. 10.
44 CPP Consultations (1996), p. 28.
45 Bill C-2 which received royal assent on 18 December 1997.

Graph 5.2:  Disability claims incidence (CPP)
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of the reductions were to be made on the ‘f inancing side’ and 25% on the 
benef it side. As regards the f irst, the contribution rate would increase in 
f ive years’ time from 5.85% to 9.9% of payroll and stay level thereafter. This 
would allow the program to shift back to ‘fuller funding’: reserves would 
be built up again to f ive years of benefits. The reserves would be invested 
at arms’ length on the capital market and no longer lent to the provinces at 
preferential rates. The resulting higher investment income would contribute 
to funding in the future. On the ‘benefit side’, the ways in which retirement 
benefits were calculated was to be less generous. Eligibility for disability 
benefits would be tightened: people must have made contributions in four of 
the last six years instead of two of the last three.46 The definition of disability 
had already been made stricter prior to these changes.47 The proposals 
caused a heated debate in parliament, but they were adopted eventually.

From this brief history it will be clear, that the discussions on the changes 
of the CPP were mainly driven by the wish to f ind a balance between level 
of benef its and costs of old age pensions. Obviously there were opposing 
views in this regard. They ranged from calling the benefits ‘a mere pittance’ 
to qualifying the rate increase a ‘job killer’.48 With the benefit of hindsight 
it is easy to see what happened. The effects of the demographic trends and 
the cost of the 1986 improvements were underestimated. This necessitated 
the – drastic – 1997 changes.

In October 2016 a bill was introduced in Parliament that provides an 
increase in the CPP benefits.49 The proposed changes are: f irst, maximum 
old age pensions will increase from 25% to 33.3% of maximum pensionable 
earnings; second, maximum pensionable earnings will increase by 14%. 
Disability- and survivors-benefits will increase proportionally. The enhance-
ments will be f inanced from an increase in the contribution rates by approx. 
two and a half percentage points.50 The changes will be implemented 
gradually. The increase in the contribution rate will be implemented 
between 2019 and 2025, the increase in benefits will materialise between 
2020 and 2065.51

46 Minister Tony Valeri on 06-10-1997, Debates House of Commons, Edited Hansard No. 11, 
11:00-11:30. 
47 Actuarial Report CPP (1997), pp. 4 and 6.
48 Debates House of Commons 06-10-1997 to 08-10-1997, Edited Hansard Nos. 11-13, passim.
49 Bill C-26.
50 Two percentage points up to the current maximum contributory earnings and eight percent-
age points on the difference between the current and the increased maximum.
51 Actuarial Report CPP (2016).
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Looking at the disability program in isolation reveals that there were 
important changes in incidence rates (see graph 5.2).There was a gradual 
increase since the introduction of the CPP. After the 1993 and 1997 changes, 
incidence rates dropped considerably and hover around 0.30% for males 
and around 0.35% for females since. Research has confirmed that policy 
changes played an important role both in the increase of the incidence 
rates in the 1980s and the drop thereof in the 1990s. After a large increase in 
benefits ($150 per month) in benefits in 1987, there was an increase in hard-
to-diagnose conditions such as musculoskeletal and soft tissue conditions. 
Furthermore there was a decrease in the same conditions after 1995, when 
the CPP program adopted tougher screening.52 Finally, there may have been 
substitution between Workers’ Compensation and welfare programs on CPP/
QPP recipiency and expenditures depending on the relative attractiveness 
of the various programs.53

Unemployment and sickness benefits
As of 1940 the Unemployment Insurance Act (“UI”) had provided unemployment 
insurance for a limited number of industries. In 1971 the Act was changed 
substantially: coverage was made universal, benefits were increased to two-
thirds of average earnings and the risk insured extended to include sickness and 
maternity. At the same time premium rates would be reduced substantially.54 
During the debates on the Bill, the opposition argued, that it was impossible 
to provide increased benefits to a much larger segment of the workforce and 
reduce premium rates at the same time.55 The government did not agree and the 
Bill was passed. For the purpose of this thesis the inclusion of sickness benefits 
(up to 15 weeks) was the most important feature of the 1971 changes. The 
arguments for inclusion were indirect. The requirements for unemployment 
benefits had been, that the unemployed was “ready, able and willing to work.” 
Someone who was sick, was not ‘able’ to work and therefore not entitled to 
benefits. This was found to be unacceptable and the act was amended accord-
ingly in 1953.56 In 1971 the government argued that it was illogical to provide 
sickness benefits to those who were already unemployed, but not to those 
who had become ill just before.57 The fact that some three million employees 

52 Campolieti (2002), p. 420. 
53 Campolieti et al. (2003), p. 428.
54 Bill C-229, 28th Parliament, 3rd session.
55 Mr. Gordon Ritchie on 20-04-1971, 
56 Mr. David Wheatherhead on 20-04-1971, Debates House of Commons, Vol. 5, p. 5082.
57 Mr. Bryce Mackasey, Minister of Labour on 19-04-1971, Debates House of Commons, Vol. 5, 
p. 5041.
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were not covered by any private plan for salary continuation during sickness 
provided an additional argument.58 Companies that had plans that were at 
par with the public program or better, would receive a premium rebate.59

In the course of the 1970s and the 1980s the unemployment rate in Canada 
began to rise and to diverge from that in the United States. Later it was 
argued, that this deterioration was a direct consequence of the improve-
ment in unemployment benefits in 1970.60 Whether this explanation was 
correct or not, is not relevant to this thesis. Subsequent governments found 
themselves confronted with a limited number of options. First, increasing 
contributions – that would inevitably increase labour costs and thus was 
seen as a ‘job-killer’. Second, allow the government deficit to increase, thus 
passing on the costs to future generations. Finally, to reduce the benefits.61 
The last option had the additional advantage of reducing abuse of the Act. 
Successive governments choose for this alternative three times.

In 1978 benefits were reduced from two-thirds to 60% of average earn-
ings.62 In 1993 a further reduction from 60% to 57% was legislated.63 A 
f inal reduction from 57% to 55% took place in 1996. In this year the whole 
Act was renewed and reintroduced under a the name of Employment Act 
(“EI”).64 The new act also introduced tighter eligibility rules and introduced 
lower benefits for ‘frequent recipients’. As a consequence of these changes 
substantially less people would qualify for benefits at all.65 It goes without 
saying, that reducing benefits in a period of high unemployment was not 
a popular measure and indeed each of the changes was hotly contested.66

As will be discussed hereafter (below, 5.1.3) sickness benefits amounted 
to a small part of UI/EI benefits only. Nevertheless the replacement rates of 
sickness benefits were reduced along with the reductions of the unemploy-
ment benefits. In all those years one extension of cover was introduced: as 
of 2004 so called ‘compassionate care’ benef its allow workers to provide 
care for a member of their family who is gravely ill.67

58 Mr. David Wheatherhead on 20-04-1971, Debates House of Commons, Vol. 5, p. 5082.
59 Mr. David Wheatherhead on 20-04-1971, Debates House of Commons, Vol. 5, p. 5083.
60 Mr. Monte Solberg on 14-05-1996, Debates House of Commons, p. 2748.
61 Thus formulated by member of Parliament, Mr. Jean-Marc Robitaille, on 24-02-1993, Debates 
House of Commons, p. 16 401.
62 Bill C-14, 30th Parliament, 4th Session.
63 Bill C-113 (“Government Expenditures Restraint Act”), 34th Parliament, 3rd Session.
64 Bill C-111, 35th Parliament, 1st Session.
65 Hick (2014), pp. 172-173.
66 Debates on the Bills C-14, C-113 and C-111, passim.
67 Hick (2014), p. 174.



230 PRIVATISATION IN PRAC TICE 

5.1.3 Social insurance – current status sickness and disability 
schemes

Introduction
In this paragraph we will highlight the main elements of the Canadian 
public sickness and disability schemes as per January 1, 2016. By nature the 
difference between ‘main’ and ‘other’ elements is somewhat arbitrary. Our 
choice was made on the basis of what is relevant to our thesis and/or what 
is important in terms of volume. Successively we will discuss:
– Sickness Benefits
– Disability Pensions
– Workers’ compensation
– Public assistance.

Public assistance is not social insurance In the strict sense of the word. It 
is included insofar it covers ‘gaps’ in public disability pensions.

Sickness benefits
Regulatory framework. The public Sickness program is enacted in the Em-
ployment Insurance Act (“EI”). The EI also offers protection in case of – inter 
alia – unemployment, maternity and parenthood. In volume terms sickness 
is a relatively minor risk: sickness benefits account for approx. 8% of total 
benefits paid in 2014, unemployment benefits for approx. 60%.68 Residents 
of Quebec are covered for maternity, parental and adoption benef its by 
a – separate – Quebec Parental Insurance Plan, but have their sickness 
benef its covered by the EI as well.69 As maternity and parenthood are 
mainly outside the scope of this thesis, we limit ourselves to the EI hereafter.

Coverage. Everyone in ‘insurable employment’ is insured; in general terms 
that means all employees with a limited number of exceptions, such as those 
in ‘casual employment’. Self-employed who meet certain earnings criteria 
and voluntarily contribute to the program are also covered.70

As we have seen earlier (above, 5.1.2) many employer sponsored programs 
existed prior to the introduction of the public sickness scheme. The legislator 
sought to ‘supplement rather than pre-empt’ those plans and decided that 
benefits from employer sponsored wage-loss plans would be deducted from 

68 2016 Actuarial Report EI (2016), tables 6 and 47.
69 2016 Actuarial Report EI (2016), p. 44.
70 Introduced by the Fairness for the Self-Employed Act as per 31 January 2010.



CANADA 231

EI sickness benef its.71 Effectively this means that employers can opt-out 
of the (sickness part of the scheme) if they have a “Qualif ied Wage-Loss 
Plan.”72 The number of employees covered by employer sponsored plans 
is substantial: they represent nearly 50% of total insurable earnings.73 The 
number of self-employed that have insured voluntarily for EI benef its is 
limited: approx. 0.5% of all self-employed.74

Eligibility. In order to qualify for benefits, contributions to the scheme 
must have been made for at least 600 hours of ‘insurable employment’ during 
the 52 weeks preceding sickness.75

Risk insured. The main element of the risk insured is: being unable to work 
(carry out the own occupation) because of “illness, injury or quarantine.”76

Benefits. Benefits amount to 55% of average earnings up to the maximum 
insurable amount of $ 50,800 (2016).77 The maximum period for which 
benefits may be paid is 15 weeks.78 There is a waiting period of two weeks.79

Funding. The scheme is funded by contributions calculated on a PAYG-
basis. Contributions are being shared between employer and employee on 
the basis of 7/12th and 5/12th respectively. In 2016 the total rate amounted 
to 4.51% of insurable earnings.80 Of this total approx. 0.38% (of insurable 
earnings) can be considered the ‘implicit contribution rate’ for sickness 
benef its.81 Employers that have ‘qualif ied wage-loss plans’ pay less; the 
size of the reduction depends on the ‘category’ of the wage plan: the more 
extensive the plan, the higher the deduction. At least 5/12th of that reduction 
has to be passed on to the employee.82

Administration. The scheme is administered by a government Agency, 
Service Canada, under the responsibility of the Canada Employment Insur-
ance Commission.

Numbers. Total sickness pay under EI, amounted to 0.07% of GDP ($ 1.3 
bn.) in 2015. This number increased at an average rate of 4.4% over the last 

71 2016 Actuarial Report EI (2016), p. 82.
72 EI section 69.
73 $ 297 bn. out of a total of $ 596 bn.; 2016 Actuarial Report EI (2016), pp 8 and 31.
74 In 2014: approx. 15,000 out of 2.7 million; 2016 Actuarial Report EI (2016), p. 64.
75 EI section 153 (1).
76 EI section 21
77 EI section 14 (1).
78 EI section 12 (3).
79 EI section 13.
80 EI sections 66, 67 and 68.
81 The so-called “First-Payer Cost Ratio”; 2016 Actuarial Report EI (2016), p. 85.
82 EI section 69.
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f ive years. The increase is mainly due to the changes in the average claims 
size; the number of new claims increased on average 1.0% p.a.83

Disability Pensions
Regulatory framework. Public disability pensions are part of the Québec 
Pension Plan (“QPP”) for the province Quebec and of the Canada Pension 
Plan (“CPP”) that covers the other provinces. The two schemes have a similar 
structure but certain parameters differ. The following description will 
focus on the CPP, the larger of the two programmes. Whenever appropriate, 
reference will be made to the QPP. Apart from disability pensions the CPP 
provides: retirement-, and survivor’s pensions, death benefits and benefits 
for orphans and children of disabled contributors.

Coverage. Contribution is mandatory for all employed and self-employed 
over the age of 18.

Qualifying period. In order to qualify for benefits, contributions have to be 
made for a minimum number of years. The main condition is, that contribu-
tions have been made for at least four out of the previous six years preceding 
disability.84 The consequence of this condition is that an estimated 88% 
of contributors qualify for disability benefits.85

Risk insured. The main element of the risk insured is: “… a severe and 
prolonged mental or physical disability.” In this context ‘severe’ is defined as 
being “incapable regularly of pursuing any substantially gainful occupation.” 
Disability is ‘prolonged’, if “the disability is likely to be long continued and 
of indefinite duration or is likely to result in death.”86

Benefits. Disability benefits consist of two parts: a ‘f lat rate’ and an ‘earn-
ings related’ benef it. In 2016 the f lat rate benef it amounted to $ 471.43 
per month. The ‘earnings related’ benefit was 75% of the old age pension 
under the CPP program with a maximum of $ 819.38 per month. Retirement 
benefits are equal to 25% of average earnings over the last f ive years up to a 
maximum of – currently – $ 54,900 p.a.87 In practical terms this means, that:
– someone who has earned the maximum pensionable earnings ($ 54,900) 

over the last f ive years would be entitled to a disability pension of 
$ 15,490 p.a. or 28% of his/her previous earnings;

83 EI Monitoring, Annex 2.15.
84 CPP section 44 (2).
85 Eligible for disability benef its: 12.1 M, contributors: 13.8 M.; 2016 projections, Actuarial 
Report CPP (2015).
86 CPP section 42 (2).
87 CPP section 56.
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– someone who has earned half the maximum pensionable earnings 
($ 27,450) over the last f ive years would be entitled to a disability pension 
of $ 10,804 p.a. or 39% of his/her previous earnings.

Benefits will be paid until the age of 65 or earlier death; they are regularly 
adjusted on the basis of changes in the consumer price index.

For the sake of completeness we mention child benefits as well. Each child 
under the age 18 and each full-time student aged 18-25 who is dependent on 
a contributor eligible for a CPP disability benef it, is entitled to a f lat-rate 
monthly benefit of $ 237.69.88 As it is the child, who is entitled to this benefit, 
we will not take it into account in calculating overall or average public 
disability benefits.

Funding. Contributions are calculated on the basis of ‘steady-state 
funding’ principles, a mixture of PAYG and ‘full funding’. Purpose of this 
type of funding is that investment income will contribute to the payment 
of benef its as the baby boomers retire, and thus to keep the contribution 
rates stable for the foreseeable future. The ratio of assets to expenditure 
is expected to stabilize at a level of about 6.6.89 Contributions are being 
shared between employer and employee on a 50/50 basis. In 2016 the total 
contribution rate (for all types of benef its) is 9.9% of contributable earn-
ings; self-employed also pay 9.9%.90 Of the total contribution rate approx. 
0.95% (of contributable earnings) can be considered the ‘implicit rate’ for 
disability benefits.91

The CPP prescribes, that the f inancial state of the Plan be reviewed every 
three years and that the responsible ministers may consequently make 
recommendations to change the benefits, the contribution rates or both.92 
In order to assist the responsible ministers in their recommendations an 
Actuarial Report is prepared. This Report is made by the Chief Actuary of 
the Off ice of the Superintendent of Financial Institutions, an independ-
ent agency of the Government of Canada. According to the most recent 
Actuarial Report the current contribution rate of 9.9% is indeed “suff icient 
to f inancially sustain the Plan over the long term.”93

88 CPP section 59 and Actuarial Report CPP (2015), p. 73.
89 Actuarial Report CPP (2015), p. 35.
90 CPP section 113.1(4)(c).
91 On the basis of expected 2016 Disability Expenditures as a percentage of Total Expenditures 
exclusive of Operating Expenses; Actuarial Report CPP (2015), Table 7, p. 26.
92 CPP section 113.1.
93 Actuarial Report CPP (2015), p. 44.



234 PRIVATISATION IN PRAC TICE 

Administration. The scheme is administered under the responsibility of 
the Minister of National Revenue.94 Transaction costs amount to 1.38% of 
benef its.95 This an aggregate number for all kind of benef its; segmental 
data are not being published. One would expect the transaction costs for 
disability pensions to be higher than those for old age pensions, because the 
adjudication process is more complicated. By way of comparison: transac-
tion costs of the workers’ compensation programs are on average 22% of 
benefits.96 The Dutch public old age and disability scheme are administered 
separately and the cost ratio of the latter is about f ifteen times as high.97 
The differences between the Canadian and the Dutch programs are such, 
that it would be highly speculative to apply the same ratio to Canadian cost 
levels. It seems safe to conclude, however, that transaction costs for the CPP 
disability program are well above 1.38% of benefits.

Numbers. Total disability benefit expenditure under the CPP/QPP pro-
grams, amounted to 0.24% of GDP ($ 4.7 bn.) in 2015. This number increased 
at an average rate of 1.9% over the last f ive years. The increase is mainly 
due to the changes in recipiency; the number of beneficiaries increased on 
average at a rate of 4.4% p.a. Disability incidence rates have been hovering 
around 0.31% (males) and 0.36% (females) during the last few years.98 On 
average a disability pension amounted to $ 11.400 p.a.; expressed in US$ 
purchasing power parities that is US$ 9,391.99

Workers’ Compensation
Regulatory framework. Each province or territory has its own program. In 
general terms the parameters of the various programs differ, but the principles 
are the same. Within the scope of this thesis it would take too far to discuss 
each of these programs and we will limit ourselves to the principles.100

Coverage. Employees in most industries are covered.
Eligibility. Usually employees are eligible for benefits from day one.
Risk insured. Workers’ compensation provides cover against work-related 

bodily injuries and occupational diseases. The structure is based on the 
‘Meredith principles’ that have been mentioned earlier: workers give up 

94 CPP section 92.
95 Annual Report Canada Pension Plan 2014-2015, pp. 32 and 50 (investment related costs excluded).
96 Association of Workers’ Compensation Boards of Canada, KSM 21.
97 Transaction costs as a % of benef its: Old age pension scheme 0.35% (Annual Report SVB 
2015, p. 13) Disability schemes: 5.46% (WAO +WIA; Annual Report UWV 2015, p. 64.)
98 Actuarial Report CPP (2015), chart 11, p. 129.
99 Annex 7.3.
100 AWCBC (2013).
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the right to sue for work-related injuries irrespective of fault. In return 
compensation for accepted claims is guaranteed (above, 5.1.2).

Benefits. The provincial programs provide both temporary and permanent 
disability pensions. Replacement rates are mostly expressed as a percentage 
of net pre-injury earnings and vary from 75% to 90%. In some provinces 
disability pensions are deducted from workers’ compensation benefits, in 
others they are not.101 Provinces have different maximum earnings levels 
that are covered; in 2016 they vary from $ 52,200 to $ 125,000 p.a.102

Funding. Workers’ Compensation programs are funded by contribu-
tions levied from the employers. Rates vary by industry and province. Most 
programs are fully funded.

Administration. The programs are administered by provincial Workers’ 
Compensation Boards or government agencies of a similar name.

Numbers. Total workers’ compensation benef its under the various 
provincial workers’ compensation programs, amounted to 0.38% of GDP 
($ 7.2 bn.) in 2013. This amount stayed about level over the last f ive years, as a 
percentage of GDP there was a decrease from 0.45% in 2008 to 0.38% in 2013. 
As mentioned earlier, these numbers have to be seen against the background 
of an ever decreasing incidence of work related injuries (above, 5.1.2).

Public Assistance
There is a wide range of federal and provincial programs supporting people 
with disabilities. Generally speaking these programs are means-tested 
and provide very low benef its. Nevertheless these programs are impor-
tant – aggregate benefits are estimated to amount to approx. 0.5% of GDP 
in 2009-2010.103 This is more than the benef it expenditure of any of the 
separate programs discussed above. The reasons why this is the case are 
not entirely clear, but the strict eligibility requirements of e.g. the CPP/
QPP disability programs could have contributed to this development as it 
effectively excludes non-regular employment from cover.104

5.1.4 Social insurance: summary

In the previous paragraphs we discussed the development and current status 
of the public schemes that are relevant to this thesis: sick pay, disability 

101 Campolieti et al. (2000).
102 AWCBC (2013).
103 $ 8.5 bn. out of a GDP of $ 1,700 bn., J. Stapleton, quoted in Hick (2014), p. 299.
104 J. Stapleton, quoted in Hick (2014), p. 299.
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and workers’ compensation benefits. We also briefly touched upon public 
assistance for the disabled. Strictly speaking the latter is not part of the 
social security system; it was mentioned, as it completes the cover for those 
who cannot work because of sickness or disability.

Developments as regards social insurance in Canada followed a pattern 
that we have seen in the other countries contained in this thesis as well: 
expansion after World War II, restructuring and contraction as from the 
early 1990s. With the exception of the early 1990s social spending in Canada 
has been below OECD-average (approx. by 4.5 percentage points in 2013, 
above, graph 5.1).

Table 5.1:  Canada, public loss of income schemes at a glance (2015)

Netherlands Germany Canada

Paid benefits (as % of GDP)
disability – public scheme 1.28% 0.56% 0.24%
rehabilitation - 0.04% -
industrial injuries/workers’ comp. - 0.13% 0.38%

subtotal long-term disability 1.28% 0.73% 0.62%

sickness – employer 1.34% 1.48% ..
sickness – public scheme 0.23% 0.37% 0.24%

subtotal sickness/short-term disability 1.57% 1.85% ..

total 2.86% 2.58% ..

Average disability benefit p.a.
US$ PPP 19,523 12,372 9,391

Source: Annex 7.3 (2015 figures, industrial injuries 2013 figures)

That differential can be attributed partly to the relatively low cost of the 
public disability and sickness schemes. Recipiency and total costs are sum-
marised in table 5.1. Compared to the other countries covered in our thesis, 
the disability caseload is low. As opposed to the situation in Germany and 
the Netherlands, there is no mandatory sick pay obligation for the employers. 
(Most have sponsored sickness schemes; these will be dealt with hereafter; 
below, 5.1.8). As we have seen, the cost of public assistance to the disabled 
is relatively high at approx. 0.5% of GDP.

Subsequently we zoom in on the Canadian disability programs; for the sake 
of simplicity we limit ourselves to the CPP (as set out above, 5.1.3., CPP differs 
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from QPP only marginally). As in the previous chapters we estimate the 
structural contribution rate by dissecting it into its different cost components. 
The structural contribution rate has been defined as: the estimated full cost 
of one year’s DI-entries as a percentage of contributory earnings. The method 
for its calculations has been described earlier (above, 3.1.7). Results for the 
three countries covered in this thesis are presented in table 5.2.

Table 5.2:  Financial characteristics of the ‘general’ public disability programs

Netherlands
WIA/WAO

Germany
SGB VI

Canada
CCP

1 Disability claims incidence rate 0.52% 0.48% 0.33%
2 Qualifying ratio 1.00 1.00 0.88
3 Average duration (years) 10.0 10.4 9.5
4 Average replacement ratio 0.56 0.31 0.32
5 Social charges, transaction costs etc. 1.13 1.09 1.01

6 Structural contribution rate =
 (1) x (2) x (3) x (4) x (5) 3.3% 1.6% 0.9%

7 Timing differences 1.7% 0.0% 0.1%
8 Government grants 0.0% -0.4% 0.0%

9 Actual contribution rate =
(6) + (7) + (8) 5.0% 1.2% 1.0%

Source: figures on the CCP: Actuarial Report CCP (2016a), own calculations

It is important to note the limitations of the f igures presented in table 5.2. 
First, the calculation is based on crude averages which limits the accuracy 
of the presented data; the inaccuracies accumulate in ‘timing differences’ 
which is calculated as the difference between ‘structural-’ and ‘actual 
contribution rates (and government grants). Second, whilst historic data 
are available for all three schemes, prognoses are not. Insofar they exist, 
they are not prepared on the same basis. This limits the comparability of 
the numbers somewhat.105 However, the differences are such that some 
conclusions can be drawn.

It is also worth noting, that the average replacement ratio differs from the 
way in which the replacement ratio is defined in the underlying legislation. 

105 Dutch f igures are based on historic data from the UWV and projections by the Ministry of 
Social Affairs (“SZW”); Canadian f igures are mainly based on the Actuarial Report CPP (2015); 
German f igures are based on historic data from the DRV.
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First, it also reflects the fact, that some disability pensioners receive lower 
benefits because they are only partially disabled. This applies to the Dutch 
and German schemes. It has been ignored, because its impact is relatively 
minor. Second, it ref lects the fact that disability incidence rates are not 
evenly spread over the various income groups (above, 2.5). Higher incidence 
rates among lower income groups lower the average replacement ratio.106

Bearing these limitations in mind the following characteristics of the 
CPP disability scheme can be noticed:
– The disability claims incidence rate is low. This reflects the relatively 

narrow definition of disability, in particular the fact that people with 
partial disabilities do not qualify for benefits.

– Qualifying ratio: in order to qualify for disability benef its, one has to 
have made contributions during four out of six years preceding disability 
(above, 5.1.2). Some 12% of contributors do not meet that criterion.

– The average duration is short compared to the other countries covered 
in this thesis. Causes of termination are: attainment age of 65: 60%, 
death: 32% and recovery: 8%. Average duration has increased in the 
recent past and this increase may be explained by a higher proportion 
of disabilities caused by mental disorders.107

– The average replacement rate is relatively low. As we have seen (above, 
5.1.2 – ‘Old age- and disability pensions’) it was right from the beginning 
the intention of the CPP to provide for modest benefits only.

– Transaction costs and social charges are specif ied in table 5.3. Other 
than in Germany and the Netherlands disability pensions do not incur 
social charges. Transaction cost are low at 1.4% of benefits, but probably 
understated as far as the disability program is concerned: transaction 
costs are not allocated to the different programs. One would expect 
transaction costs for disability pensions to be higher than for old age 
pensions (above, 5.1.3).

– Timing differences are a reflection of the differences between PAYG- and 
funded rates. (‘structural’ contribution rates being a crude approxima-
tion of the latter). Positive timing differences indicate that a disability 
scheme in effect is paying off unfunded liabilities of the past, negative 
differences that the scheme is ‘saving’ for the future. In case of the CPP 
disability program, the timing differences are negligible.

106 This is a general statement; in Canada this effect is mitigated by the fact that the replace-
ment rates for lower income groups are higher because of the f lat rate element of the benef it 
(above, 5.1.3).
107 Actuarial Study (CPP, 2011), pp. 39-42.
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Table 5.3:  Specification social charges, transaction costs/other charges

Netherlands
WIA/WAO

Germany
SGB VI

Canada
CCP

1 Social charges 7.0% 6.9%
2 Transaction costs/other charges 5.9% 1.7% 1.4%

3 Total = (1) + (2) 12.8% 8.6% 1.4%

5.1.5 Private insurance

In this paragraph we give an overview of the private market for income 
protection insurance. The following topics will be covered: Supervision, 
Supply, Demand, Products, Transaction Costs, Price, Distribution and Size 
and Profitability. Finally we will briefly deal with salary continuance, which 
falls outside the def inition of insurance, but plays a comparable role.

Supervision
Prudential supervision of insurers (and banks) is assigned to the Off ice 
of the Superintendent of Financial Institutions (“OSFI”) an independent 
government Agency.108 Insurers can only conduct business in a certain 
province after having obtained a license from that province as well. The 
Autorité des Marchés Financiers (“AMF”) has the same function for f inancial 
institutions that are incorporated in the province Quebec.109

Consumer protection is structured in two different ways. First, benefits 
are guaranteed for at least 85% (up to certain amounts the guarantee is 
100%), if a life insurance company should fail. The guarantee is provided by 
a non-profit organisation called “Assuris”. Assuris is – mandatorily – funded 
by all licensed life insurers.110 Second, there is an “OmbudService for Life and 
Health Insurance” that provides information and deals with complaints.111

Supply
Only life insurers are licensed to transact disability insurance. There are 
more than 150 life insurers active in Canada.112 Of these 20 transact some 
form of disability insurance.113 As we will see hereafter, group contracts are 

108 www.osf i/bsif.gc.ca. 
109 www.lautorite.qc.ca.
110 www.assuris.ca.
111 www.olhi.ca.
112 CLHIA Facts (2016).
113 Information SCOR.
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the predominant way in which disability insurance is offered in the Canadian 
market. In this ‘group market’ there is a fairly high level of concentration. 
The top three companies have a market share of some 65%, the top 10 
account for approx. 93%.114

Demand
There are two basic sources of demand for sickness and disability cover. 
First, from those who are not covered by a public scheme at all. Second, 
from those who are, but whose protection is insuff icient.

As regards the f irst category (no public cover): the self-employed have no 
public sickness cover and both self-employed and employees who do not 
meet the contribution criteria have no public disability cover (above, 5.1.3).

As regards the second category (insuff icient public cover): we have seen 
that the replacement rate of these public schemes is limited: 55% in case 
of sickness and approx. 25 – 40% in case of disability. On top of that, the 
public def inition of disability is narrow: disability has to be ‘severe and 
prolonged’ (above, 5.1.3). In general terms therefore, there is demand for 
additional sickness and disability cover by employees and self-employed.

Products115

The scope of this thesis is limited to insurance that offers income protection 
(in case of sickness or disability). One range of products, critical illness, 
offers usually lump sum payments in the case the insured attracts one of 
the specif ied illnesses. These products cannot be considered (and do not 
pretend) to offer income protection, and are therefore excluded from our 
analysis. As regards the other products, the most important distinction is 
that between group and individual contracts. In terms of premium volume 
the f irst account for approx. 90% of disability business and the last for 
approx. 10%. The relative importance of the various disability products is 
illustrated in graph 5.3.

Group contracts are typically employer sponsored plans, sometimes 
sponsored by others such as trade association groups, union groups or 
business groups with multiple small employers. Insofar sponsored by 
employers, Group Disability Insurance usually is part of an Employee 
Benefit Plan. The most common elements of Employee Benef it Plans are: 
1) health and dental benef its (public health schemes – inter alia – do not 
cover drugs and dental care); 2) retirement benef its (that supplement 

114 Burnett-Nichols (2016).
115 Unless indicated otherwise, definitions are based on information from the CLHIA and the SCOR.
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the benef its of the public schemes for old age) and 3) disability benef its. 
Employers can choose to insure an employee benef it plan, but may carry 
the risk themselves as well.

Within the Group Disability Insurance three types of cover are being dis-
tinguished: ‘short term disability’, ‘long term disability’ and ‘uninsured plans’.

Short-term disability plans commence benefits the f irst day off work or 
soon after and continue for a limited number of weeks (e.g., 17 or 26 weeks). 
Disability is usually defined as the ‘inability of the claimant to perform the 
essential duties of his own occupation due to injury or sickness’.116

Long-term disability plans normally start benefits at the end of a specified 
period (e.g., 90, 120 or 180 days) after the onset of disability and continue 
payments for a stated term or to a stipulated age (e.g., age 65). Most long 
term plans have a Change in Definition clause which shifts the def inition 
of disability from own occupation (see above) to the more limited any oc-
cupation definition: ‘the inability of the claimant to perform the duties of 
any occupation for which the employee is qualif ied by training, education 

116 CIA (2011), p. 5.

Graph 5.3:  Disability insurance products (2014)
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or experience due to injury or sickness’. The time after which the shift in 
def inition takes place varies, but a period of two years is typical.117

Uninsured plans are products in which the employer carries the risk, 
but the insurer provides administrative services in exchange for a fee. 
Uninsured plans are most suited for large employers. Whilst this makes 
sense from a ‘Law of Large Numbers’ point of view, the insurance industry 
takes the view, that at least Long Term Disability should be insured with a 
licensed insurer, thus minimising the risk that an insured will lose his/her 
benefits in case of bankruptcy of his/her former employer.118 Indeed, some 
provinces banned uninsured plans for this reason.119

Common to all these different products is that:
– the def inition of disability is broader than that of the public program 

(CPP/QPP);
– the premium is being paid by the employee;
– the insured benef it has a double maximum e.g. 66.6% of gross- and 

85% of net salary; (the double maximum makes sense: if the employee 
pays the premium, benefits are tax free).

Individual products are aimed at the self-employed, but also at the part-time 
workers and others that do not qualify for company sponsored plans.

Transaction costs120

Insurers usually base their premium rates in disability insurance on the 
following cost- and profit loadings:
– 12-15% for commission (not for groups of over 1,000 employees; inter-

mediaries will be remunerated by the client on a fee basis);
– 3-5% for administration costs;
– 2.5% for tax;
– 4-6% of claims cost for rehabilitation;
– 2-5% for prof it.

Taking all these elements together, total expense and profit loadings will 
amount to 25 – 30% of gross premium and to 13 – 15 % for large groups. Life 
insurers do not publish transaction costs by line of business, but it they pay 

117 CIA (2011), p. 5.
118 Information CLHIA.
119 Ontario and British Columbia (information SCOR).
120 Information SCOR.
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over 75 % of premiums out in claims.121 This suggests that is safe to assume 
that actual costs do not vary greatly from the cost loadings.

Price
Apart from the cost- and profit loading mentioned above, the total premium 
an insurer charges to its clients consists of the net premium – which reflects 
the risk. Basis for the calculation of the net premium are the – estimated 
– probabilities of disability (morbidity), and recovery. These probabilities 
are based on a number of risk factors that have been mentioned before: 
age, job, health and gender (above, 3.1.8). It is worth noting that premium 
differentiation on the basis of gender is allowed in Canada, whilst it is not in 
the EU (above, 2.2.2). Health is not specifically quantif ied in group contracts; 
the size of the insured portfolio is thought to guarantee that the health risk 
does not signif icantly vary from market average. Finally, experience rating, 
is applied in very large contracts.

As private disability benef its are often integrated with those of the 
public programs, the calculation of the premium takes into account the 
probabilities that the insured will receive a CPP-, a QPP- or a workers’ 
compensation-benefit. On average the premium rate for group disability 
contracts is in the order of magnitude of 2% (of the insured benefit).122

Distribution
The predominant distribution depends on the type of product. Individual 
policies are usually bought through a broker or direct. Group policies are 
usually bought through a broker. Large employers sometimes seek advice 
from more than one specialised advisor.

Size and profitability123

Expressed in premium income the private disability market has a size of 
C$ 8.8 bn. (0.44% of GDP – 2015 f igures); average annual growth over the 
last f ive years was 3.4%.124 Expressed in a different way: some 12 million 
Canadians had some kind of private long term disability cover; that is about 
two/thirds of the number that is covered by the CPP and QPP respectively.125

121 Annex 7.3, sub 3. Private Insurance Market.
122 Information SCOR.
123 Information CLHIA.
124 Information CLHIA.
125 The CPP has approx. 13.8 M. contributors (Actuarial Report CPP 2016a) and the QPP approx. 
4 M. (Actuarial Valuation QPP).
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Profits by line of business are not available; however, they amount to 3% 
on average for health insurance in total.126 In view of the mentioned profit 
loading (3 – 5%), that seems a reasonable f igure for disability insurance 
as well.

Salary Continuance
It is worth mentioning the role of employers in case of sickness as well, al-
though strictly speaking they do not offer insurance. Employers are under no 
legal obligation to continue paying wages in case of sickness, but in practice 
many do. This practice is referred to as salary continuance. Provisions vary, 
but most plans link the benef it to years of service. The administration is 
often outsourced to a third party, e.g. an insurance company.127

The aggregate cost of salary continuance is not available. Total compensa-
tion of employees amounted to $ 1,024 bn. in 2015,128 the “inactivity rate 
as a result of illness or disability” has been around 3.0% over the last few 
years.129 However, it is unknown how much of ‘total compensation’ is covered 
by ‘salary continuance’.

5.2 The research questions

5.2.1 Introduction

Unlike the other countries covered in this thesis, the Netherlands and 
Germany, Canada did not actually ‘privatise’ part of its public disability 
program, CPP. At the introduction of the scheme it made the choice “not 
… to provide all the retirement [or disability-] income … which many Ca-
nadians wish to have” (above, 5.1.2). In practice these considerations were 
translated into replacement rates in the range of 28 – 39% for contributors 
that have earnings between 50 and 100% of the ‘pensionable maximum’ 
(above, 5.1.3). These replacement rates do not differ substantially from 
those in Germany, where the current level of benef its was the result of 
partial privatisation (above, 4.1.6). In line with the focus of this thesis, we 
will refer to the Canadian situation as ‘privatisation from inception’ or for 
short: ‘privatisation’ in inverted commas.

126 CLHIA Facts (2016).
127 Benef its Consultant, Salary continuance (www.benef itsconsultat.ca).
128 Statistics Canada, Table 380-0063.
129 Statistics Canada, Table 279-0029.
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As there is no pre-privatisation phase with which to compare the cur-
rent situation, the research questions have to be rephrased somewhat. 
Instead, we will compare the situation under the actual cover of CPP with 
the hypothetical situation in which the replacement rates would been set 
at a 65-70% level – as we have seen, a typical level used in employee benefit 
plans. Obviously, the hypothetical situation is somewhat speculative, and 
not all the research questions can be answered. However, most answers 
follow from the logic of either system.

It would have been thinkable to address the research questions separately 
for long-term disability (covered by the public programs CPP and QPP) and 
short-term disability (covered by the public program EI). As the answers run 
largely parallel, we have opted for the approach in which both are dealt with 
simultaneously. A similar reasoning applies to the self-employed; they are 
also included in this analysis. The structure of 5.2 is as follows: the research 
questions formulated in 2.4 will be addressed in 5.2.2 to 5.2.12. Our f indings 
will be summarised in 5.3.

5.2.2 Nature of and rationale for privatisation

Due to constitutional restrictions Canada was relatively late in establishing 
federal programs covering sickness and disability. By the time it did, many 
private initiatives had already been developed. Most of these had taken the 
form of employer-sponsored plans that – apart from disability pensions – 
covered health insurance and old age pensions. When the federal schemes 
were introduced in the 1960s and 1970s a deliberate choice was made to 
keep “disturbance to private pension plans … to a practicable minimum” 
and thus to opt for public sickness and disability plans that offer – in par-
ticular – limited replacement ratios (above, 5.1.2). In the terminology of our 
conceptual framework this is a type of privatisation at two levels: both the 
risk carrier and the decision about the extent of cover have – partially – been 
in the private domain from inception (above, 2.3.7).

5.2.3 Rational demand for disability cover

In previous chapters we concluded that disability insurance is a rational 
choice for the vast majority of working people; possible exceptions are the 
very wealthy and those who are about to retire. ‘Double income couples’ may 
need less disability cover than ‘single earners’. We also concluded, that in 
general terms, it could be rational to exclude two high incidence causes of 
disability: ‘occupational wear and tear’ and some mental disorders (above, 
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3.2.2). Our reasoning was of a general nature and the same principles apply 
to Canada. Two provisos have to be made, however.

First, the ‘occupational wear and tear’ might be less of a problem in 
Canada, because the increase in the statutory retirement age has been 
reversed (above, 5.1.1). We write ‘might’, because the actual retirement 
age is creeping up regardless. This is attributed to the current low interest 
rates: people have to work longer to earn an acceptable old age pension.130

Second, Canadian employers are not completely free to structure disability 
insurance cover in the way they might see as rational. The Supreme Court 
of Canada formulated limitations on the basis of non-discrimination rules. 
An employer had an Employee Benefit Plan that provided loss of income 
protection that differed depending on whether the insured employee was 
disabled as a result of a physical or a mental disorder. In the latter case the 
benefits were limited to two years.131 In its judgment the Supreme Court 
stated that “By limiting the benefits available to [the employee] because 
of her mental disability, the plan discriminated against [the employee] in 
violation of the … Human Rights Code [which provides that employers may 
not discriminate … because of disability].” The Supreme Court hinted that 
under certain conditions discrimination in insurance might be justified, but 
that no evidence had been produced to that extent.132 Discussing the f iner 
arguments of this case is outside the scope of this thesis. For practical purposes 
Canadian insurers see the judgement as an impediment to differentiating 
benefits between physical and mental disabilities in group policies.133

5.2.4 Effect on cover

The question to be addressed consists of three different elements: extent 
of cover, flexibility and adaptability. As regards each of these elements the 
situation within public and private insurance in Canada will be compared.

Extent of cover. The definition of disability in the public program is very 
narrow: the key elements are that disability has to be ‘severe and prolonged’. 
‘Severe’ refers to the ‘any occupation’ def inition. ‘Prolonged’ effectively 
means that there is no chance of recovery (above, 5.1.3). In private disability 
insurance a wide range of different def initions is being used, but most are 

130 a Canadian insurer (below, 7.5.10).
131 There was an exception if the person with the mental disability remained in a mental institution.
132 Battlefords and District Co-operative Ltd. V. Gibbs (Supreme Court of Canada, 01-05-1996; 
https://scc-csc.lexum.com/scc-csc/scc-csc/en/item/1439/index.do# ). 
133 a Canadian insurer (below, 7.5.2).
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broader than that of the public program. Compared to the public program the 
most common extensions of cover are twofold. First, under most policies the 
insured qualif ies for (partial) benefits as well in case of temporary or partial 
disability.134 Second, private policies usually contain an ‘own occupation 
clause’ for a limited period of time. The broader def inition is illustrated by 
the fact that not all of those who qualify for private disability benefits also 
qualify for public benefits. Some 75% qualify for CPP benefits, some 67% 
for QPP benefits.135 Therefore, the effect of ‘privatisation’ on the extent of 
cover can be rated as positive (‘+’).

Flexibility. Flexibility was def ined as the possibility to tailor cover to 
individual demand (above, 2.5). CPP cover is uniform and consequently 
not flexible. As we have seen private insurance offers flexibility in size and 
characteristics of cover: there is a broad range of possibilities as regards 
the extent of cover: different def initions of disability, of replacement rates 
etc. (above, 5.1.5). Flexibility is not complete, however. We mentioned 
that the Supreme Court has put limits on the differentiation of benef its 
between disability as a result of physical and mental causes (above, 5.2.3). 
Consequently the effect of ‘privatisation’ on flexibility of cover can be rated 
as very positive (‘+’).

Adaptability. Adaptability was defined as the possibility to change cover 
quickly if circumstances so require (above, 2.5). As regards the Netherlands 
and Germany it was concluded that private cover can be changed more 
quickly than public cover because legislation is a long process (above, 3.2.3 
and 4.2.3). The situation in Canada differs in only one respect: regular 
actuarial reports indicate the need for possible changes on the basis of cost 
estimates of the public scheme in the future (above, 5.1.3). Nevertheless the 
history of social insurance in Canada illustrates that changing benef its 
can be a lengthy process. Also in Canada the effect of ‘privatisation’ on 
adaptability can be rated as very positive (‘++’).

5.2.5 A double charges problem?

A ‘double charges’ problem occurs in case of a transition from PAYG to 
fully funded f inancing (above, 2.3.6). In Canada such a transition did not 
take place: part of the disability cover was left to the private market from 
the beginning. The effect of ‘privatisation’ on double charges can be rated 
as neutral (‘0’).

134 E.g. Great-West, disability brochure: “Professional at a glance.”
135 CIA (2011), pp. 31-32 (for claimants who are still disabled after 60 months).
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5.2.6 Market failure?

In accordance with the theory of market failure, we split the question into 
two parts (above 2.2.6). First, are there any signs of supply disappearing? 
Second, can that (non) disappearing of supply be explained on the basis of 
the absence/presence of information asymmetry?

An indication of the development of supply can be found in the develop-
ment of premium volumes in the sickness and disability market. Between 
2010 and 2015 premium volume increased from $ 7.4 to $ 8.8 bn., an average 
increase of 3.7% per annum.136 In other words there are no signs of supply 
disappearing. There are 20 companies operating in the market and there 
is a wide variety of products on offer (above, 5.1.5).

This takes us to the second step: can the fact that supply did not disappear 
be explained by an absence of information asymmetry? The explanation 
is comparable to what has been discussed as regards the Dutch and the 
German disability insurance markets. As illustrated by the continuous 
ref ining of premium differentiation, information asymmetry is much less 
of a problem than assumed at the time Akerlof’s theory was formulated. 
Consequently, adverse selection has been reduced to manageable levels and 
the conditions for market failure as a result thereof have largely disappeared 
from the Canadian market for disability insurance (above, 2.2.6 and 3.2.5).

Insurers are very much aware of the risk behavioural effects pose. One 
Canadian insurer called it ‘probably the biggest challenge to [disability] 
insurance companies’.137 By the same token this risk is uppermost in the mind 
of insurers and every possible measure is taken to keep it at acceptable levels.

The above seems to be a plausible explanation why there are no signs 
of supply in the private market for disability insurance disappearing. The 
effect of privatisation on market failure as defined in our research question, 
can be rated as negligible (‘0’).

5.2.7 Demand anomalies?

The fact that rational people should buy disability cover (5.2.3) combined 
with the fact that they could (5.2.6), does not mean that they actually do. 
As we have seen, about one third of the people that are covered by the 
public disability programs CPP and QPP have no additional private cover 
(above, 5.1.5). To our knowledge there are no studies that have investigated 

136 Annex 7.3, sub 3.
137 a Canadian insurer (below, 7.5.4).
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which categories of people do not buy additional cover. As about 90% of the 
market consists of group contracts, the question can be reformulated as: 
which employers do not buy additional cover for their employees. According 
to insurers, it is mainly two categories. First, most employee benefit plans 
exclude part-time workers. Second, many of the very small employers (the 
‘corner shops’) do not have any plan at all.138

Although some of the people that are not covered by private disability 
insurance may have taken a deliberate and rational decision not to insure 
the risk (e.g. they have a spouse that is both the main breadwinner and has 
sufficient disability cover), it seems safe to conclude that demand anomalies 
exist. This is particularly so, since the absence of employee benefit plans 
seems largely concentrated in a specif ic category of employers (the ‘corner 
shops’ and comparable). In general terms the effect of ‘privatisation’ on 
demand anomalies can therefore be rated as negative (‘-’) for individuals 
and small f irms and negligible (‘0’) for large f irms.

5.2.8 Effect on price of cover

A direct comparison of prices of private and public disability insurance is 
hardly possible and apart from that not meaningful. It is hardly possible, 
because the conditions of insurance and in particular the def inition of 
disability differ (above, 5.2.4). It is not meaningful either, because private 
insurance differentiates on the basis of risk and the public program does 
not. We approach the question – as in the previous chapters – on the basis 
of the ‘cost factors’: prevention, rehabilitation, control and transaction costs.

Prevention. As we have seen (above, 5.1.5) disability insurance is most 
often part of an employee benef it plan that also contains health insur-
ance, inter alia covering the cost of drugs. Insurers of these packages thus 
have a double interest to prevent sickness. First, to avoid the cost of drugs 
and second, to avoid disability. That being said, all of 3 Canadian insurers 
who answered the question on their role in this matter, said that they do 
impose prevention measures. In group business two offer so-called wellness 
programs – programs that aim to improve the health of the employees by 
offering counselling, advice on life style etc. They also declared to have 
doubts on the effects of such programs.139 To our knowledge there are no 
studies that quantify the effects of these programs on prevention of disability. 

138 Information CLHIA.
139 Annex 7.5.8.
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Failing evidence to the contrary the effect of ‘privatisation’ on prevention 
has to be rated unknown (‘?’).

Rehabilitation. Rehabilitation is not part of the CPP/QPP programs and the 
number of recoveries of DI recipients is very limited.140 This practice has to 
be seen against the background of the narrow definition of disability (above, 
5.1.3); simply put: those who have a chance of recovery, will not be admitted 
as benef iciaries. Private insurers offer broader def initions of disability 
(above, 5.1.5) and consequently efforts for rehabilitation make sense. As an 
insurer put it: “rates are a given in the market; therefore the key to success is 
good claims management inclusive of rehabilitation.”141 According to a study 
carried out by the Canadian Institute of Actuaries among private insurers 
some 70% of disability claimants have recovered after 5 years.142 All these 
activities – important as they are – do not justify the conclusion that private 
insurers are more effective in rehabilitation. We cannot compare like with 
like: the narrow def inition of disability in the public program effectively 
precludes recovery. Or, put differently, the possibility of rehabilitation is a 
consequence of the broader def inition of disability in private insurance. 
On a comparable basis the effect of ‘privatisation’ on rehabilitation has to 
be rated as unknown (‘?’).

Control. It seems logical that insurers would put considerable effort 
in limiting the effects to manageable proportions. However, data are not 
available. As is the case with rehabilitation, we are not comparing like with 
like and it is impossible to answer the question whether private insurers 
are more effective in this respect. The effect of ‘privatisation’ on control 
has to be rated unknown (‘?’).

Transaction costs. We estimated the transaction costs of the CPP program 
at ‘well over 1.38% of benef its’ (above, 5.1.3). Transaction costs of private 
insurers were estimated at 13 – 15% of gross premiums for large groups and 
at 25 – 30% for others. The difference is explained by the fact that large 
groups do not pay commission (above, 5.1.5). Even taken into effect that 
the numbers are not completely comparable, the difference is such that the 
effect of privatisation on transaction costs has to be rated strongly negative 
for individual contracts (‘--’) and negative (‘-’) for large group contracts.

140 In 2014 the QPP reported that 2.5% of all disability benef its that were terminated were the 
result of recovery, the remaining 97.5% terminated as a result of death or attaining the age of 65 
(Régime de rentes du Québec, Statistiques de l’année 2014, Tableau 51); the CPP does not report 
recoveries separately.
141 Information SCOR.
142 CIA (2011).
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Box 5.1:  Private insurers on ‘subjective claims’
Insurer A: “People who claim under the policy are usually under distress, but not 
necessarily disabled under the definition of the definition of disability of the 
policy” (below, 7.5.4).
Insurer B: “The main trigger for the change in claims handling has been the in-
creased awareness of psychiatric claims such as depression. For claims like these 
the motivation of the client is very important and – needless to say – that is not 
always there” (below, 7.5.9).
Insurer C: “It is difficult to get the GP’s co-operation: some were receptive to an 
approach in which ‘return to work’ received more emphasis, others were happy 
to continue prescribing medication. Currently some 50% of claims are psychiat-
ric” (below, 7.5.9).
Insurer D: “The problems with mental health claims are: first, high incidence, 
second, high recurrence and third, the extreme subjectivity of the claims” 
( below, 7.5.9).

5.2.9 Effect on risk-solidarity

‘Risk solidarity’ was def ined as the situation in which the risk profile con-
nected with health, age and gender of insured parties is not reflected in 
the premium-/contribution rate. Premium rates that differ by industry or 
occupation are not considered as an impingement on risk solidarity (above, 
2.5). The public programs CPP/QPP meet the criterion for risk solidarity as 
def ined: the contribution rates are the same for everyone (above, 5.1.3). In 
general terms the way in which private insurers calculate their premium 
rates does not meet the criterion of risk solidarity. They differentiate on the 
basis of risk factors: age, health and gender (above, 5.1.5).143

The effects differ between individual and group contracts. In individual 
contracts risk solidarity is completely absent. That is not the case with 
group contracts provided participation is mandatory: premium rates differ 
between industries and companies, but usually within a certain contract 
all employees pay the same premium rate.144 In other words there is risk 
solidarity within most group contracts.

In summary the effect of ‘privatisation’ on risk-solidarity can be rated 
as negative (‘-’) in individual contracts and as negligible (‘0’) in employer 
sponsored group contracts with mandatory participation.

143 On the basis of ‘job’ as well, but that is not part of our def inition of ‘risk solidarity’.
144 Information SCOR.
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5.2.10 Effect on redistribution of income

A redistributive effect of an insurance scheme has been def ined as the 
situation in which the contribution rate increases with income (above, 2.5). 
The public disability programs provide benef its that are partly ‘f lat rate’ 
(above, 5.1.3) and thus have a redistributive effect. Private insurance, as we 
have seen earlier, has not. However, it does not automatically follow that 
the effect of ‘privatisation’ on redistribution of income is negative.

We set ourselves to compare the existing situation (disability is partly 
covered by public- and partly by private insurance) with the situation in 
which the risk would have been fully covered by a public program. As regards 
the flat rate part of the benefit, that is highly speculative: would the ‘flat rate 
part’ have been the same and the ‘earnings related part’ higher? That would 
have seemed logical, but – to our knowledge – has never been discussed.

The effect of ‘privatisation’ on the redistribution therefore has to be rated 
as unknown (‘?’).

5.2.11 Other effects

Two other effects of ‘privatisation’ can be identif ied: f irst, identifying and 
pricing of the different disability risks. Second, the fact that the distinction 
between industry-related and other causes of disability has disappeared.

Identifying and pricing of the various disability risks. This effect was 
def ined as the extent to which privatisation has resulted in pricing in ac-
cordance with the risk (above, 3.2.10). The public disability program (CPP) 
has uniform contribution rates. Private insurers price in accordance with 
the risk. Consequently, the effect of privatisation on identifying and pricing 
of risks can be rated as very positive (‘++’).

Disappearance of the distinction between work-injury and other causes 
of disability. As we have seen the public insurance system distinguishes 
between the – provincial – workers’ compensation programs and the federal 
general disability programs. Private plans usually offer integrated disability 
cover. Like in Germany some clients still prefer to buy separate accident cover 
(above, 4.2.10). Therefore the distinction has not completely disappeared 
and effect of privatisation can be rated as positive (‘+’).

5.2.12 Risk allocation between employer and employee

As we have seen group disability contracts are usually part of an employee 
benefits scheme in which the employee pays the premium – in other words 
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the disability risk has effectively been allocated to the employee. The 
background to this practice is tax eff iciency: if the premium is paid by the 
employee, benefits are not taxable (above, 5.1.5).

In a previous chapter we analysed what would be a rational allocation 
of the sickness and disability risk between employer and employee. The 
conclusion was, that it would be rational to allocate that risk to the employer. 
The most important argument for that conclusion was that the employer 
has substantial influence on the risk (above, 3.3.10 and 3.4.10).

Practice in Canada therefore, is not in agreement with the conclusions of our 
analysis. Understandable as the practice may be because of the tax considerations, 
there are clear disadvantages. As an insurer put it: “The problems with mental 
health claims are … the extreme subjectivity of the claims. It would help if the 
employers had an interest in containing this type of claim, but they do not.”145

5.3 Summary

The f indings of the previous paragraphs are summarised in table 5.4.

Table 5.4:  Effects of ‘privatisation from inception’; summary

individual/
small firms

large
firms

Cover
extent + +
flexibility + +
adaptability ++ ++

Double charges 0 0
Market failure 0 0
Demand anomalies - 0
Price

prevention ? ?
rehabilitation ? ?
control ? ?
transaction costs -- -

Risk solidarity - 0
Redistribution of income ? ?
Other

identifying and pricing of risks ++ ++
disappearance of difference
work-related and general
disability + +

145 a Canadian insurer (below, 7.5.9).
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These f indings have to be seen against their historical background. In 
none of the countries covered in this thesis private insurance plays a bigger 
role than in Canada: it pays out more in benef its than the two general 
public disability programs, CPP and QPP, together. The same applies to the 
provincial workers’ compensation boards. This has had consequences for 
the know-how on the subject, in particular as regards the know-how on 
rehabilitation. The public programs have a narrow definition of disability, 
and as a result the chances of recovery of recipients are minimal. In private 
insurance a broader def inition of disability is used and there are chances 
of recovery. Consequently, the know-how on rehabilitation rests primarily 
with private insurers for disability in general and with the provincial boards 
for work-related injuries and illnesses.

As regards the consequences of privatisation, we distinguish as in the 
previous chapters, effects that are specif ic to Canada and those that are 
not. The latter category has been described in literature and is related to 
the characteristics of private – (as opposed to social-) insurance: private 
disability insurance offers more flexibility, but this comes at the price of 
less solidarity between the ‘healthy’ and the ‘unhealthy’, the ‘young’ and the 
‘old’, male and female and of higher transaction – in particular sales – costs.

At the ‘specif ic’ level we found:
– As in the other countries covered in this thesis, the usual forms of (both 

public and private) disability cover, contain ‘high incidence elements’. By 
way of example we mentioned ‘occupational wear and tear’ and mental 
disorders. High incidence is an indication of a problem for which the 
solution has to be found outside insurance. In case of the examples 
mentioned, that would mean adjusting both work practices and the 
def inition of disability. This is a topic that requires further research.

– Private insurance offers not only broader cover than the public pro-
grammes, it also provides the service that it covers potential ‘gaps’ 
between the various public programmes: the CPP/QPP, the provincial 
workers’ compensation schemes and the federal employment insurance.

– As the privatisation was ‘from inception’, there was no ‘double charges’ 
problem.

– There are no indications of market failure at any signif icant level. 
Technical developments in the insurance markets – notably premium 
differentiation – explains this apparent contradiction with economic 
theory. On top of that, disability insurance is an important segment of 
the market for life insurance companies; they have every interest to 
serve that market to the full.
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– However, there are indications of demand anomalies; about one third 
of the people covered by the public disability schemes are not covered 
by additional private insurance. Whilst it is feasible, that part of them 
do not need additional cover, undoubtedly some do.

– High penetration of group policies, is a feature of the Canadian market. 
This has the double advantage of compensating providing ‘risk solidarity’ 
within that group and incurring lower sales/marketing costs.

As in the previous chapters we conclude with the remark, that how one rates 
these positives and negatives is a matter of personal or political preference 
that will not be answered by this thesis. The most important positive effect 
of privatisation in Canada is probably the combination of adaptability and 
broader cover. As discussed before, an increase in the extent of cover results 
in a disproportionate increase in the risk of behavioural effects. A quick 
responsive mechanism is necessary. It is one of the weaknesses of public 
programs that they miss that mechanism.





6. SUMMARY AND CONCLUSIONS

6.1 Introduction

The purpose of this thesis has been twofold. First, to identify the effects of 
privatisation of public disability programs from an insurance perspective, 
i.e. seeking a balance between the extent of cover and its cost. Second, 
to draw conclusions as regards the optimal allocation of roles between 
‘public’ and ‘private’ in disability insurance. Within the context of this 
thesis ‘disability’ and ‘privatisation’ have to be read in the broadest sense 
of the word. ‘Disability’ includes both long term and short term disability 
(sickness). It also includes the inability to work as a result of work-related 
accidents or occupational diseases. ‘Privatisation’ refers to deliberate ac-
tions of governments to transfer forms of social disability insurance to the 
private sector. For practical purposes it also includes a situation in which 
a government decided to cover only part of the disability risk by public 
insurance from the beginning. Finally, it includes ‘de facto’ situations in 
which part of the population moves from a status in which it is covered by 
public insurance to a one in which it is not.1

This thesis covers three countries: the Netherlands, Germany and Canada. 
Apart from some practical considerations (e.g. the language), the choice was 
based on three criteria. First, there should be one or more public disability 
programs that have been privatised. Second, privatisation should have taken 
place suff iciently long ago for the consequences to be identif iable. Third, 
there should be a sizeable private market for disability insurance. Despite 
the small size of the sample, the three countries covered in this thesis offer 
very different philosophies as regards their approach to social security.

In this chapter we summarise the f indings of our thesis: theoretical 
concepts (6.2), the effects of privatisation (6.3), discussion of f indings (6.4), 
policy implications (6.5), suggestions for further research (6.6) and f inally 
the conclusions (6.7).

6.2 Theoretical concepts

In chapter 2 a number of theoretical concepts as regards insurance in gen-
eral and disability insurance in particular have been discussed. These are 

1 The def inition of privatisation will be ref ined later in this chapter (below, 6.3).
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essential to the understanding of the effects of privatisation. We summarise 
the main conclusions:
– Both public- and private insurance are species of the genus ‘insurance 

in general’. Rational demand for both is based on the same principles; 
it is the way in which supply is structured that def ines the differences 
between the two.

– A distinction has to be made between rational and actual demand 
for insurance. Rational demand is determined by what a rationally 
acting person would buy (in the case of social insurance: a rational 
legislator would legislate); actual demand is what we observe in the 
‘real world’. The difference between the two is referred to as ‘demand 
anomalies’.

– Rational demand for insurance is the outcome of a risk management 
process. In practice the incidence/severity matrix is a useful tool to 
give an indication of which risks should and should not be insured. In 
general: the higher claims incidence, the less likely it is that insurance 
is the right solution. Insuring high incidence/low severity risks is 
relatively expensive. The combination of high incidence and high 
severity is an indication that a solution should be sought outside 
insurance.

– Probably premium differentiation has been one of the most important 
developments in private insurance in the last few decades. It is the 
reflection of the fact that over time the main cause of losses has shifted 
from random factors (‘acts of God’) to human behaviour. Premium 
differentiation is a ‘one way street’ in the sense that the insurer who 
stays behind in this respect incurs a competitive disadvantage.

– Changes in contribution/premium rates do not necessarily reflect changes 
in the underlying risk. In social insurance PAYG-financing causes distor-
tions. In this thesis the concept of a structural contribution rate is used. It 
corrects for these variances. In private insurance uncertainty as regards 
the size of the risk and competitive pressures cause fluctuations around 
the correct level.

– It is a characteristic of disability insurance that the insured risk is not 
clearly def ined; there is a grey area in which it is unclear whether the 
insured is disabled under the terms of the applicable legislation (in social 
insurance) or the policy conditions (in private insurance). The lack of 
clear def inition affects both the beginning and the end (as a result of 
recovery) of benefit payments.

– As a result of the existence of a grey area disability insurance is more 
exposed to moral hazard than other classes of insurance. As regards 
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claims in the grey area, subjective claims, the insured effectively has 
a choice between work or disability benef its. To highlight the fact 
that this is what sets disability insurance apart from other classes 
of insurance (rather than lack of care or cheating), we opted for the 
use of the term behavioural effects rather than moral hazard in this 
thesis.

– In order to contain behavioural effects both public and private insurers 
have been using a mix of policy measures consisting of the following ele-
ments: 1) no full compensation, 2) narrowing the definition of disability, 
3) introduction of a qualifying period, 4) control measures. To some 
extent these measures are interchangeable. Sometimes compartmen-
talisation of different types of disability is being used: the stricter the 
def inition, the higher the replacement ratio.

– There is increasing evidence that changes in disability claims incidence 
are to a significant extent the result of changes in these ‘policy measures’ 
and thus that they are largely independent of changes in health or 
composition of the insured population.

– Behavioural effects increase as the extent of cover (replacement ratio 
and/or definition of the disability risk) increases. This makes broadening 
the extent of cover expensive; it results in a widening gap between 
‘ideal world’ (a world in which there would be no behavioural effects) 
and ‘real world’ price of cover.

– The public disability programs of the three countries covered in this 
thesis experienced relatively stable incidence rates (albeit at different 
levels) over the last decade or more. However, their respective ‘policy 
mixes’ differ. Canada has the strictest def inition of disability, those in 
the Netherlands and Germany are at a comparable – broader – level. 
In both Germany and Canada the emphasis has been on relatively low 
replacement rates and on a qualif ication period. In the Netherlands, 
by contrast, the replacement rate is higher, there is no qualif ication 
period and the program relies on stricter control (by the employer) 
instead.

– As insurance rests on assumptions about the future it requires a near 
permanent feedback-loop from both the insurer and the insured. If 
actual claims experience is at variance with assumptions, the insurer 
has to adjust rates and/or conditions and the insured may wish to change 
the extent of cover. In disability insurance these variances are mostly 
caused by changes in the balance between behavioural effects and 
policy measures to contain these. Consequently, the insurer should 
consider changing policy measures f irst.
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6.3 The effects of privatisation

Introduction
For the purpose of our analysis the research question – what are the effects 
of privatisation of public disability programs – was broken down into the 
following sub-headings:
– Rationale for and type of privatisation.
– What would be the rational demand for disability cover?
– What have been the effects on disability cover? (Further broken down 

into: the effects on the extent, flexibility and adaptability of cover).
– Did privatisation result in a ‘double charges’ problem?
– Did privatisation result in market failure?
– Did privatisation result in demand anomalies?
– What have been the effects on the price of cover? (Further broken down 

into the effects on the various cost factors: prevention, rehabilitation, 
control and transaction costs).

– What have been the effects on risk-solidarity?
– What have been the effects on redistribution of income?
– Have there been any other effects?
– What would be a rational risk allocation between employer and employee?

The answers to the questions as regards rationale for and type of privatisation, 
rational demand for disability cover and about a rational risk allocation 
between employer and employee are descriptive in nature and will be com-
mented upon f irst. The other answers are summarised in table 6.1 (below).

Rationale for privatisation
The three countries covered in this thesis had different reasons to privatise 
(parts of) their public disability programs.

In the Netherlands privatisation was part of a set of policy measures to get 
the high disability incidence rates in the public scheme under control. The 
main argument used at the time was, “to put the charges there, where they 
can best be contained and controlled.” This resulted in a set of incentives 
for employers such as premium differentiation within the public scheme 
and a possibility to ‘opt-out’ of the public scheme.

In Germany the considerations were different and not related to the 
public disability scheme as such. Disability claims incidence rates had been 
relatively stable since the turn of the century. However, the disability scheme 
had always been an integral part of the public old age pensions scheme and 
financing the latter was expected to become increasingly diff icult as a result 
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of demographic changes. Germany was more exposed to these changes than 
other developed countries as its fertility rate is low and its public old age 
pensions were high. A solution was sought in a partial switch from PAYG- to 
full funding. Full funding, f inally, was seen as the area of private insurers. 
The replacement rates of both the old age- and the disability pensions were 
lowered and the population was advised and stimulated to buy additional 
cover in the private market.

In Canada the situation was different again. Due to restrictions by the 
federal constitution, national programs for – inter alia – old age and dis-
ability were only introduced in the 1960s. By that time most of the large 
companies already had their employer-sponsored plans in place and both 
the insured population and the life insurance industry had considerable 
interest in keeping the status quo intact. Consequently, it was decided to 
introduce public programs that would offer limited protection only (e.g. the 
old age- and disability programs provided someone with a full career with 
a replacement rate of – originally – approx. 25%). In our terminology the 
Canadian program had been partially ‘privatised’ from inception.

Identified types of privatisation
Privatisation of social insurance was defined as the process in which there 
is a shift of the risk carrier and/or of the decision about the extent of cover 
from ‘public’ to ‘private’. We identif ied six different types of privatisation: 
four in the Netherlands, one in Germany and one in Canada. Using the 
classif ication described in the introduction (above, 1.1) they come under 
the following headings.

Full privatisation. In the Netherlands the public scheme that covered 
the disability risk of the self-employed was closed to new entrants in 2004. 
The decision about whether to insure the disability risk and to what extent 
was left to the self-employed; supply of cover was left to private insurers.

Partial privatisation. Examples are the changes to German public (old 
age and) disability pensions in the late 1990s. The Canadian (old age and) 
disability pensions can also be seen as an example of partial privatisation 
(from inception). In both cases the state continued to decide about the 
extent of cover and to be a risk carrier but the benefits of an existing public 
scheme have been limited to such a level, that a rationally acting person 
would buy additional cover. Supply of that additional cover was left to 
private insurers.

De facto privatisation. An example of de facto privatisation was found 
in the Netherlands. Employees are covered by a public disability scheme, 
the self-employed are not. Someone who changes status from employee to 
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self-employed effectively opts out of the public program. That happened on 
a large scale: the number of self-employed as a percentage of the working 
population has risen substantially.

Intermediate forms. We found two examples in the Netherlands. In both 
cases the state continues to decide – through legislation – on the extent of 
cover, but discontinued or relaxed its role as risk carrier:
– In case of sickness an employee is entitled to 70% of his/her normal 

wage up to 104 weeks. The state, however, is no longer the risk carrier; 
the risk rests with the employer. The employer can insure this risk on 
the private market if so required.

– In case of partial disability an employee is entitled to benef its that 
are def ined by legislation. As regards the risk carrier the employer has 
a choice. The default solution is insurance by the public carrier, but 
employers can ‘opt-out’ of the scheme provided they buy the same cover 
for their employees in the private market. This is usually referred to as 
the hybrid system: public and private compete with each other.

For the purpose of our analysis de facto privatisation could be omitted as 
its effects do not differ from those of the privatisation of the disability 
risk of the self-employed. On the other hand in some cases the effects of 
privatisation turned out to differ by type of insured: (e.g. small vs large f irms 
and high- vs low-income individuals). This was the case as regards four types 
of privatisation (the disability risk of the self-employed and the sickness risk 
of employees in the Netherlands and the disability risk in Germany and in 
Canada). This brings the total number of cases for which the effects have 
been analysed to nine (i.e. the number of columns in table 6.1).

Rational demand for sickness and disability cover
In general terms we found that the disability risk should be insured by the 
vast majority of people; their future earnings are their biggest asset. That is 
not new: it has been the rationale for introducing public disability programs. 
However, we also found indications that ‘usual’ cover – in particular as it 
was defined in the ‘pre-privatisation’ public schemes that we studied – may 
exceed rational demand. The indications differ in their origins:
– If the definition of disability is left unchanged, increase in the legal retire-

ment age may result in a substantially higher DI-recipiency because of 
occupational wear and tear. This would defeat the object of the increase. 
Disability benef its are an expensive way of retiring people early, we 
concluded. Meeting this challenge probably requires a reconsideration 
of work practices and disability criteria.
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Table 6.1:  summary of the effects of the various types of privatisation
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– The situation as regards mental disorders is slightly different. The sheer 
size of claims incidence2 suggests that the solution has to be sought outside 
insurance. As is the case with occupational wear and tear it probably 
requires a reconsideration of work practices and disability criteria.

– Other. We also found that self-employed who make a deliberate choice 
as regards disability insurance, sometimes opt for cover that is limited 
in the def inition of disability, in the replacement ratio or both. (There 
are also people who would prefer ‘broad’ cover at a price that well below 
market rates; those cases fall outside our definition of rational demand). 
These choices may have been partly influenced by the fact that dual 
income families are more prevalent today than they used to be at the 
time when public disability schemes were introduced. Dual income 
reduces the disability risk at family level.

In depth analysis of rational demand for disability cover is outside the scope 
of this thesis. Further study is required in particular as regards the challenges 
of the increase in the legal retirement age and the prevalence of subjective 
claims. Suggestions as to the structure of these studies will follow (below, 6.6).

Rational allocation of risk between employer and employee
If a public sickness or disability scheme for employees is privatised, the 
question arises whether the risk should be allocated to the employer or 
to the employee. We concluded that in most circumstances, it is best to 
allocate the risk to the employer and let him/her take out insurance (if 
necessary) to cover the risk.

6.4 Discussion of findings

This discussion is split into three parts: specific findings (6.4.1), general 
comments (6.4.2) and a discussion of the strengths and weaknesses of our 
analysis (6.4.3).

6.4.1 Specific findings

Our other f indings are summarised in table 6.1. For ease of reference we 
group these under four headings; in doing so we use the distinction we made 
between the medical and the behavioural approach of disability (above, 2.4):

2 Netherlands 34% of DI-entries (WGA: 41%, IVA: 10%), Germany: 43% and Canada: 31%. 
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– General: effects of privatisation that would be common to all types of 
social insurance (although the extent to which might differ);

– Medical: effects are related to the medical approach to disability;
– Behavioural: effects that are related to the behavioural approach to 

disability;
– Other: effects that do not fall into one of the other categories.

General
Under this heading we discuss the effects of privatisation on market failure, 
double charges, transaction costs, flexibility of cover, demand anomalies, 
risk solidarity, redistribution of income and identifying and pricing of risks. 
Graph 6.1 presents an overall impression of the effects under the heading 
‘General’. We add a few comments by each item and conclude with some 
general comments on the effects under this heading.

Market failure. For the purpose of this thesis market failure was de-
f ined as the phenomenon that supply disappears as a result of information 
asymmetry; according to theory customers would be better informed than 
insurers about the nature of the risk they would like to insure. We found no 
evidence of market failure at any significant level: premium volumes in most 
markets are increasing, insofar that is not the case this can be attributed 

Graph 6.1:  Summary effects of privatisation – General

0 1 2
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Flexibility

Demand anomalies

Redistribution of income

Market failure

Indentifying/pricing risks

Transaction costs
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Note: the graph presents the unweighted average of findings across the nine columns of table 6.1 
under the heading ‘General’. In calculating the averages a rating of two minuses was given the 
value -2, one minus the value -1 etc. The effects on ‘double charges’ have been omitted as they are 
very specific to the history of the privatised public program.
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to the depressed state of the economy in the period under review. Private 
insurers offer a broad range of products in all countries that have been 
covered by this thesis. We explained the variance from theory on the basis 
that information asymmetry is much less of a problem than assumed. We 
suggested that the balance of information has been restored – perhaps even 
shifted in favour of insurers – as a result of large scale data analysis that 
has taken place during the last few decades. In this approach that balance 
can be upset by regulations that preclude insurers from gathering or using 
relevant information, resulting in regulatory adverse selection. We found 
no indications of such rules in any of the three countries covered in this 
thesis. The one market (not mentioned in table 6.1) of which the functioning 
is doubtful, is the hybrid system in the Netherlands in which ‘public’ and 
‘private’ are supposed to compete on equal terms. The problems are not 
related to information asymmetry, but maintaining a level playing f ield 
has proven to be diff icult.

Double charges. Privatisation implies a transition from PAYG- to fully 
funded-f inancing and this results in a period of ‘double charges’. It is a 
‘one-off’ effect, but nevertheless important for the transitional period. We 
found partial privatisation of the German disability programs to be most 
exposed, because it coincided with the partial privatisation of the old age 
pensions in which the double charges problem is even more important. In 
the Netherlands the double charges problem influenced the structure of 
privatisation of the disability scheme for employees in 2005. Double charges 
were absent in Canada (where there was ‘from inception privatisation’) and 
negligible in the Netherlands in the short tail classes and in the privatisation 
of the public program for the self-employed.

Transaction costs. There is consensus in literature that private insurers 
incur higher transaction costs; we did not f ind otherwise. The difference is 
mainly explained by the sales- and marketing-costs that are an inevitable part 
of private insurance. It is less evident that ‘private’ claims handling costs differ 
from those of public insurers, neither are there indications of a substantial 
scale effect. The differential is smaller in group- than in individual contracts.

Flexibility of cover. Flexibility was defined as the possibility to tailor cover 
to the specif ic needs of the client. It is not surprising that, virtually across 
the board, we found increased f lexibility as an effect of privatisation: it 
follows directly from the definition of public insurance that it is not flexible. 
There is one exception: the partially privatised Dutch scheme for disability 
of employees does not allow private insurers to tailor cover.

Demand anomalies. Demand anomalies were defined as the phenomenon 
that actual demand differs from rational demand. Demand anomalies are 
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difficult to quantify and we found few hard data on the subject. However, we 
found indications that there are more people who do not have enough disability 
cover as a result of privatisation. This effect is less pronounced insofar cover 
is organised through employer-sponsored group contracts. As regards the 
self-employed demand anomalies are less among the higher paid professionals. 
Put differently, prevalence of demand anomalies is highest among private 
individuals not covered by group contracts and low-income self-employed.

Risk solidarity. Risk solidarity was defined as a situation in which contribu-
tion rates do not differ between people with different risk profiles. This is 
a characteristic of public disability programs: contribution rates do not 
reflect differences in e.g. age or health (however, many public programs 
take into account differences by industry). Private insurers do differentiate 
and consequently the risk solidarity disappears as a result of privatisation. 
The effect is less pronounced to virtually absent in group contracts with 
mandatory participation.

Identifying and pricing risks. In private insurance insurers set their rates 
in accordance with the risk. This item reflects that practice; it is the mirror 
image of the disappearance of risk solidarity. The Dutch public program for the 
disability risk of employees has differentiated contribution rates. Consequently 
the difference between ‘public’ and ‘private’ on this item is less strong.

Redistribution of income. The redistributive effect of social insurance 
was def ined as the situation in which the contribution-/premium rate 
increases with income. We found that privatisation in most cases has had 
a negligible effect on the redistribution of income. The explanation is that 
public disability insurance is not typically redistributive: in most public 
programs both contribution and benef its are expressed as percentages 
of income and those percentages do not vary with the level of income. 
We found two exceptions to this general f inding: f irst, the discontinued 
Dutch public program for the self-employed was (within its limited level of 
benefits) redistributive in the extreme and second, the Canadian program 
which offers benefits that contain a f ixed component that is independent 
of pre-disability income.

Concluding comments. The effects in the category General offer a mixed 
picture. They mainly reflect the differences between private- and social 
insurance in general: higher transaction costs are the price of greater flex-
ibility in meeting the demands of clients. Better identif ication of risks (and 
pricing accordingly) means less risk solidarity (though not less redistribution 
of income). Finally, privatisation means that there will be a number of people 
who have less insurance cover than they would need, although that cover 
is available on the market.



268 PRIVATISATION IN PRAC TICE 

Medical
Under this heading we discuss the effects of privatisation on prevention and 
rehabilitation. Graph 6.2 presents an overall impression of the effects under 
the heading ‘Medical’. We add a few comments by each item and conclude 
with some general comments on the effects under this heading.

Prevention. The logic of a risk management process requires that measures 
to prevent a potential loss precede insurance. Sometimes private insurers 
make acceptance of insurance conditional upon certain prevention meas-
ures. We found that in disability insurance private insurers do not see a role 
for themselves in that respect. Consequently, prevention primarily rests on 
work safety measures regulated by governments. These are independent of 
insurance being public or private. Therefore the effect of privatisation on 
prevention is negligible. There is an indirect effect, however: private insurers 
differentiate their premium rates on the basis of the risk. An employer 
with a poor claims record on prevention may see the possibility of a lower 
premium rate as an incentive to increase prevention measures.

Rehabilitation. In only one type of privatisation (that of the sickness 
risk of employees in the Netherlands) we found the effect to be positive; 
in all the other cases the differences between ‘public’ and ‘private’ in this 
respect were unknown or inconclusive. Insurers – convincingly – argue 
that they have a signif icant f inancial interest in rehabilitation: f irst, 
every successful rehabilitation saves money directly; second, successful 
rehabilitation procedures can result in a competitive advantage and thus 
make money indirectly.

The apparent contradiction between effort and effect is party explained 
by the lack of comparability between ‘public’ and ‘private’. First, there are 
differences in the composition of the insured population (in all cases). 
Second, there are differences in the def inition of disability (in particular 
in Germany and Canada).

Graph 6.2:  Summary effects of privatisation – Medical
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Note: the graph presents the unweighted average of findings across the nine columns of table 6.1 
under the heading ‘Medical’. In calculating the averages a rating of two minuses was given the 
value -2, one minus the value -1 etc.
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As a further comment we add that who is better at rehabilitation, ‘public’ 
or ‘private’, appears to be the ‘wrong question’ in the sense that it puts the 
emphasis wrong. A more relevant question is, why so few DI-recipients 
return to work anyway.

To a large extent the chances of DI-recipients returning to work can be 
explained by the def inition of disability. The one form of privatisation in 
which there is a clear difference between ‘public’ and ‘private’ is sickness 
(‘short term disability’) in the Netherlands. That is the period in which 
rehabilitation has the best chance of success. More generally: the definition 
of disability is a two-edged sword. A very narrow def inition of disability 
virtually excludes recovery (e.g. the public CPP program in Canada). A 
broader definition, however, usually introduces a larger ‘grey area’ or more 
‘subjective claims’. Proof of recovery is diff icult in these cases. German 
private disability insurance and the Dutch program for the partially or the 
temporarily disabled (“WGA”) are examples of the latter.

Concluding comments. Privatisation does not appear to enhance the 
chances of prevention or rehabilitation in the long term disability phase. 
Insofar private insurers have better results in rehabilitation this is restricted 
to the short term disability phase or it seems to be connected with a broader 
def inition of disability.

Behavioural
Under this heading we discuss the effects of privatisation on control, extent 
and adaptability of cover. Graph 6.3 presents an overall impression of the 
effects under the heading ‘Behavioural’. We add a few comments by each 

Graph 6.3:  Summary effects of privatisation – Behavioural

0 1 2
Strength e�ect

Extent of cover

Adaptability

Control

-2 -1

Note: the graph presents the unweighted average of findings across the nine columns of table 6.1 
under the heading ‘Behavioural’. In calculating the averages a rating of two minuses was given the 
value -2, one minus the value -1 etc.
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item and conclude with some general comments on the effects under 
this heading.

Control. Behavioural effects play an important role in the cost of disability 
insurance and, consequently, so does ‘control’. We found the effects of 
privatisation to be inconclusive in most cases, due to the lack of data. The 
effect was very positive in the case of the privatisation of the Dutch sickness 
scheme for employees.

Extent of cover. In a number of cases privatisation resulted in private 
insurers offering broader cover than the public equivalent had done. We 
also found that in cases in which ‘public’ and ‘private’ compete, private 
insurers will not offer cover with a more limited def inition of disability. 
They fear the negative publicity. In effect the ‘public’ def inition serves as 
a minimum standard.

Adaptability of cover. Adaptability was def ined as the possibility to 
change the conditions of cover if changing circumstances so require. This 
is important for two reasons. First, disability insurance is more exposed to 
behavioural effects than other classes of insurance and this adds an element 
of unpredictability. Second, the prospects for many ailments change as a 
result of constant medical innovation. Adaptability, of course, is a matter 
of degree; all public programs can be changed. We found that in practice 
public programs are less adaptable. First, legislative processes usually take 
more time than changes in policy conditions by private insurers. Second, 
the feedback-loop functions less well. PAYG-funding makes postponing of 
inevitable decisions easier, as it takes a number of years for unfavourable 
developments to fully emerge in the cost of the program. In one case priva-
tisation did not enhance adaptability: the partially privatised Dutch scheme 
for disability of employees does not allow private insurers to adapt cover.

Concluding comments. The effects in the category Behavioural are mostly 
positive. In our conceptual framework we found that behavioural effects 
can be contained by a mix of policy measures of which the replacement 
ratio, the definition of disability and control are the most important. We also 
found that these policy measures are to some extent interchangeable (above, 
2.4). In our analysis the replacement ratio and the definition of disability 
were taken together under the heading extent of cover. In general terms in 
increase in the extent of cover exposes the insurer more to behavioural 
effects. Our f indings can be read in this way: the higher exposure is more 
than compensated by more effective control and by the possibility to change 
the policy conditions quickly. In case ‘public’ competes with ‘private’ these 
possibilities are somewhat restricted, because the ‘public’ def inition of 
disability serves as a minimum standard.
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Other
Under this heading we discuss the disappearance of the difference between 
work-related and general disability only. In Germany and in Canada separate 
public programs exist for the two. We found that private insurance hardly 
makes that distinction anymore. In our terminology this means the end 
of one form of compartmentalisation. In this case the disadvantages of 
compartmentalisation apparently outweigh the advantages. We suggested 
that this development has to be seen against the background of the ever 
decreasing number of work-related claims and the unsatisfactory justif ica-
tion for differences in benefit levels.

6.4.2 General Comments

These results have to be read against the background of the limitations of 
this study as set out in the introduction (above chapter 1). The conclusions 
are based on f indings in three countries only, we looked at the effects 
from an insurance perspective, we limited ourselves to structural affects 
and qualif ied the ‘weighing’ of the various effects as a matter of personal 
or political preference. Within these limitations the results seem to be 
convincing: most ‘effects’ are based on the characteristics of the respective 
public or private types of insurance and have been confirmed by interviews 
with interested parties.

Some conclusions may well be valid beyond the sample of this thesis. 
First, the framework we applied could be useful in other cases as well. 
Second, certain ‘prof iles’ in the various types of privatisation may have a 
broader application.

In general terms the negatives can be considered as the ‘price’ to 
be paid for the positives such as f lexibility and adaptability of cover. 
Forms of privatisation in which that f lexibility and adaptability do not 
exist are less attractive than otherwise would have been the case. An 
example is the Dutch partial privatisation of the disability scheme for 
employees (the ‘hybrid system’). Conversely, privatisation in which the 
risk is transferred to group contracts with mandatory participation 
offer a number of advantages over individual ones: transaction costs 
are lower, demand anomalies are easier to address and f inally there 
is an (insurance) technical advantage: a certain level of risk solidarity. 
These advantages are being illustrated by practice in Canada: its (‘from 
inception’) privatisation has resulted in the predominance of group 
contracts. These considerations are the basis of the ‘policy implications’ 
that will be discussed in 6.5.
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6.4.3 Strengths and weaknesses of the analysis

The strengths of the effects privatisation of a total of 9 privatisation/client 
combinations have been rated on the basis of 14 criteria; this would have 
resulted in 126 ratings. However, one criterion (‘disappearance of the dif-
ference between work-related and general disability’) was not applicable 
in 5 privatisation/client combinations, leaving the total number of ratings 
at 121. Of these 16 could not be quantif ied at all (the ‘?’ in table 6.1).

As a consequence of the lack of data the other effects of privatisation 
have been quantif ied in a limited way only (above, 2.6). A f ive point scale 
(varying from: ‘++’ or ‘very positive, to ‘--’ or ‘very negative’) has been used. 
Ratings on that scale reflect a personal assessment on the basis of various 
sources – mentioned in the respective paragraphs of chapters 3, 4 and 5. The 
levels of uncertainty of these sources vary and will be discussed hereafter. 
Care was taken that there is comparability in the ratings by effect across 
the various types of privatisation (i.e. horizontally in table 6.1). There is not 
necessarily comparability of ratings by type of privatisation across various 
effects (i.e. vertically in table 6.1). As we pointed out earlier, weighing the 
various effects is a matter of personal or political preference (above 2.6). 
Hereafter we discuss the sources of the remaining 105 ratings and the levels 
of uncertainties of each.

The ratings on the basis of 7 criteria (effects on: flexibility of cover, risk 
solidarity, identifying and pricing risks, redistribution of income, extent of 
cover, adaptability and the disappearance of the difference between work-
related and general disability) have been based on the comparison of ‘public’ 
and ‘private’ insurance conditions (taking into account supervisory matters 
that limit the latter). This would have resulted in 7 x 9 = 63 ratings. However, 
as mentioned earlier, the disappearance of the difference etc. was not ap-
plicable in 5 privatisation/client combinations and the effect on redistribution 
of income could not be assessed in 2 privatisation/client combinations, 
leaving the number of ratings under this heading at 56. The ratings in this 
category were straightforward. The conditions of the respective public 
scheme were known and so were the ‘private’ policy conditions. It was not 
necessary to take into account differences in policy conditions between 
the various insurance companies; at this fairly high level comparison the 
differences between companies are insignif icant. The level of uncertainty 
in this category is low.

The ratings on the basis of one criterion (effect on double charges) have 
been based on the parliamentary history of the respective forms of privatisa-
tion. This affects a total of 9 ratings. This rating was straightforward as well: 
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parliamentary history made clear whether the ‘double charges’ were an issue 
that was taken into account in the decision process on the respective types 
of privatisation. The level of uncertainty in this category is low.

The ratings on the basis of one criterion (effect on prevention) have been 
based on the interviews with insurers only. This affects a total of 9 ratings; 
the effect could not be assessed in 4 privatisation/client combinations, 
leaving the number of ratings under this heading at 5. In those case all the 
insurers we interviewed, stated that they did not impose prevention meas-
ures. One specialist company said that it provided advise. Some contributed 
to wellness programs but added that the effects of these was unclear. The 
level of uncertainty in this category is low.

The ratings on the basis of one criterion (effect on market failure) have been 
based on the comparison of successive market volumes in the respective private 
markets and some cases supported by earlier research on the subject. This 
affects a total of 9 ratings. This assessment was straightforward; in none of the 
markets there was any sign of supply disappearing; markets are growing. Insofar 
they do not (e.g. the market for the self-employed in the Netherlands), the 
reduction is recession-related. The level of uncertainty in this category is low.

The ratings on the basis of one criterion (effect on: transaction costs) 
have been based on public data (as regards ‘public’ transaction costs) and 
a combination of public data and insurance interviews (as regards ‘private’ 
transaction costs). This affects a total of 9 ratings. In this category the 
ratings were based on limited data. On the one hand the administrators of 
public schemes in Germany and Canada do not publish separate data on 
the transaction costs of their disability programs. On the other hand private 
insurers consider their transaction costs by sub-segment as confidential. 
As regards public transaction costs we have relied on the assumption that 
transaction costs of disability programs are higher than those of old age 
pensions. As regards private insurance we have relied on aggregate market 
data and information on cost loadings by reinsurers that operate in the 
respective countries. Consequently there is a level of uncertainty in these 
f indings. As our f indings are in accordance with the generally held view 
in literature that transaction costs in private insurance are higher than in 
public insurance and that those in individual insurance exceed those in 
group insurance, they still warrant our limited quantif ication of ‘negative‘ 
and ‘strongly negative’ respectively.

The ratings on the basis of one criterion (effect on: demand anomalies) 
have been based on partly on interviews with insurers and partly on earlier 
research. This affects a total of 9 ratings. Demand anomalies were defined as 
the difference between rational and actual demand. The latter is relatively 



274 PRIVATISATION IN PRAC TICE 

easy to establish, the f irst is not.3 A full assessment of rational demand was 
deemed outside the scope of this thesis. Reference was made to earlier studies 
on the subject. Insofar these did not exist we relied on the judgement of the 
insurers we interviewed. Consequently the ratings of demand anomalies 
are indicative only.

Finally, the ratings on the basis of two criteria (effects on: rehabilitation 
and control). In theory their number would have been 2 x 9 = 18, but 10 
could not be rated, leaving a total of 8. These have been mostly based on 
earlier research. Due to the lack of comparability in rehabilitation and the 
nature of the concept of control (it is not clearly defined), the ratings in this 
category are indicative only.

In summary the f indings of this thesis have been based on the analysis of 
primary data to a limited extent only; only the conclusions on prevention and 
market failure could be qualif ied as such. Consequently, the added value of 
this thesis rests f irst more on the breadth than on the depth of the analysis 
of the separate items. This is in accordance with what we set out to do: 
1) offering a more complete picture of the effects of privatisation, 2) adding 
a dimension by comparing the effects of different types of privatisation; 
3) analysing these effects not just on the basis of ‘business model’ of social 
insurance but on that of private insurance as well (above, 1.2).

6.5 Policy implications

We formulated the secondary objective of this thesis as ‘drawing conclusions 
regarding the optimal allocation of roles between public and private’ in 
disability insurance. That issue will be addressed in this paragraph. Apart 
from that there are implications as regards compartmentalisation and 
long-term forecasts. Although not directly related to the research question 
they follow from our analysis and seem relevant to the subject.

Allocation of roles
Introduction. As discussed in the methodology paragraph (above, 2.6), our 
conclusions are a ‘translation’ of the effects of privatisation as summarised 
in table 6.1. We will address the following issues:
– Should there be a mandatory public disability scheme at all?
– If so, what should the extent of cover be?

3 To our knowledge only one study has tried to assess rational demand for the self-employed 
and that in a limited way only (Berkhout et al. 2016a). 
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– What should coverage be?
– Should the state be the risk carrier?
– Fine-tuning and transition from PAYG to full funding.
– Role of private insurers.

Should there be a mandatory public disability scheme? Two arguments that are 
frequently being used to justify a mandatory scheme, we found to be absent. 
First, the public programs we analysed hardly have any redistributive effect. 
Second, there are no indications of market failure as a result of privatisation. 
However, we also found arguments in favour of a mandatory scheme. First, 
it is the only way to address demand anomalies. Second, it is the easiest way 
to impose risk solidarity, in particular to mitigate the premium rates for 
people that pose a higher risk because of their health or age. In summary 
the answer is positive: there should be a mandatory public scheme.

Extent of cover. In our definition extent of cover consists of two elements: 
the definition of disability and the replacement rate. Both affect behavioural 
effects and these can be very considerable in volume terms. We found public 
schemes to be less apt to deal with behavioural effects. Private insurers can 
(and do) react much more quickly when claims incidence rises. This f inding 
calls for a mandatory disability insurance in which the replacement ratio 
is modest and the definition of disability is narrow, in other words: a ‘basic’ 
disability insurance. We found other arguments for a narrow definition of 
disability as well. First, increasing pensionable age requires a new approach 
to the concept of disability. Second, there are indications that disability as 
a result of mental disorders is too broadly def ined.

Two public programs that have been discussed in this thesis seem to 
go long way towards meeting the requirements of a limited def inition of 
disability and/or replacement ratio. First, The current Dutch IVA program; 
it is characterised by a very narrow definition of disability (the ‘completely 
and permanently’ disabled) but a relatively high replacement ratio (75%); 
it covers employees only. Second, the Canadian disability program of the 
CPP which has a narrow def inition of disability (‘a severe and prolonged 
mental or physical disability’) and a low replacement ratio (approx. 30-40%); 
it covers both employees and self-employed.4 In private insurance the 
German ‘Essential abilities insurance’ (above, 4.1.8) may serve as an example 
of limited disability cover.

4 In the Netherlands a similar proposal was put forward some f ifteen years ago. However, it 
was based on different arguments and did not include cover for the self-employed (Commissie-
Donner II (2001)). 
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Coverage. The above does not justify in itself the inclusion of the self-
employed in a mandatory disability program. As we have seen, only the 
Canadian public programs do so; the Dutch and German schemes are limited 
to employees. The usual arguments for not including the self-employed are 
twofold. First, it is seen as paternalistic: the nature of their professional activi-
ties requires the self-employed to make decisions about which risks to accept 
and which to avoid or insure. A mandatory insurance for one type of risk does 
not f it the entrepreneurial role of the self-employed. Second, as the income 
of the self-employed is more exposed to fluctuations than that of employees, 
it is more diff icult to define appropriate benefit levels. Weighing the first – 
paternalistic – argument is largely a matter of political preference. We found 
that there are reasons to differentiate between the high income- and the low 
income earners. Demand anomalies are preponderant among the latter. Our 
findings in this respect are not completely conclusive. However, provided the 
mandatory disability program is both limited in its definition of disability and 
in its benefits, both arguments against inclusion of the self-employed weigh less.

Risk carrier. In theory a mandatory scheme can also be administered 
by private insurers. Risk solidarity, however, would require compensation 
measures and for that reason private administration should not be a solution 
of f irst choice. Consequently, provided the mandatory disability insurance is 
basic as outlined above, the state should be the risk carrier of that insurance.

Fine-tuning and transition. We found that the higher transaction costs of 
private insurance can be seen as the ‘price of flexibility’ (and of the insurance 
not being mandatory). The cost differential is mainly explained by sales and 
marketing costs. Sales and marketing efforts serve to convince potential 
clients that they need insurance and to advise him/her which insurance to 
buy. How to f ine-tune the balance between transaction costs and flexibility 
is a matter of political preference and cannot be answered by this thesis.

Something similar applies to the one-off consequences of privatisation. It 
implies the transition from PAYG f inancing to full funding and this means 
a period of double charges. One could argue that the double charges result 
from differences in accounting principles only and that these should not 
detract from the underlying pros and cons. However, that ignores how 
government balances are being perceived by the outside world. Also in this 
case, the trade-off is a matter of political preference.5

Role of private insurance. The role of private insurance follows from the 
above; it should be supplementary to a basic public cover. As ‘basic’ was 

5 In the Netherlands the ‘double-charges’ played an important role in the discussion about 
the extent to which disability risk of employees would be privatised (above, 3.4.4).
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def ined both in terms of a narrow def inition of disability and a limited 
replacement ratio, private insurance could supplement both. This allows 
cover to be tailored to demands that differ by industry or individual. Sup-
plementary cover should primarily be organised through private group 
contracts at company-level. Group contracts have a number of advantages 
over individual contracts: they are cheaper than individual ones and go a 
long way towards offering risk solidarity. Finally, they reduce the chances 
of demand anomalies.

In summary basic disability insurance should be mandatory and insured 
by a state carrier. Decisions on supplementary cover should be left to private 
parties and insured with private insurers. That supplementary cover should 
primarily be organised in the form of employer sponsored group contracts 
with mandatory participation.6

Compartmentalisation
Compartmentalisation in its current form should be reconsidered. Separate 
work accidents/occupational diseases programs are being faced with ever 
decreasing claims incidence rates. At some time in the future (and in some 
cases that moment may have arrived already) volumes will no longer justify 
a separate program. Compartmentalisation on the basis of the level of 
subjectivity of the claim seems a plausible alternative.

Long-term forecasts
PAYG-financing has the disadvantage that it delays the visibility of changes 
in claim patterns and thus of the ‘structural cost’ of the program. That 
disadvantage can be mitigated through long-term forecasts on a regular 
basis. Each of the countries covered in this thesis does something in that 
respect. In the Netherlands forecasts are prepared by the government at 
irregular intervals but not all forecasts have been made public. The Ger-
man government publishes a report every year. In Canada an independent 
actuary produces a forecast every three years and every time changes to the 
scheme are being proposed. Governments are being faced with an inherent 
conflict of interest: increasing benefits usually creates goodwill, increasing 
contribution rates will do the opposite. Consequently, there is a natural 

6 This structure looks similar to the ‘three pillar’ approach for old age pensions that has been 
advocated by the World Bank (1994) and commented upon by inter alia Hinz (2011). The similarity, 
however, is largely a matter of appearance. Our ‘f irst pillar’, the basic disability pension, is limited 
both by its def inition of disability and by its replacement ratio. Making that f irst pillar ‘f lat rate’, 
would create differences in replacement ratios and thus create different behavioural effects.



278 PRIVATISATION IN PRAC TICE 

tendency to underestimate the costs. That is an impediment to a rational 
choice between the extent of cover and the cost thereof. The Canadian 
system seems to offer the best guarantee that this pitfall will be avoided.

6.6 Further research

On the basis of our thesis three topics are recommended for further research.

The effects of increasing retirement age on disability
We found that there are plausible indications that increasing the retirement 
age will result in substantial additional costs of current disability programs. 
Cohorts of people that are more likely to become disabled will be added to 
the insured population and average stay in the programs will increase. We 
argued that this would be an undesirable development. The challenge goes 
far beyond structuring insurance and adjusting the definition of disability. 
It is about organising our societies in such a way that the vast majority of 
people can work beyond the age of 65.

‘Grey area-’ or Subjective claims
The insurance of ‘grey area-’ or subjective claims requires further research 
as well. In these cases it is not only hard to establish whether disability has 
begun, but even more to prove that it has ended. It def ies logic, that for 
example in the Netherlands, recovery rates of mental disorders would lag so 
much behind that of most physical complaints (above, 3.4.2). It is possible – but 
not proven – that this applies to other types of subjective claims and in other 
countries as well. As regards ‘grey area-claims’ we are well in the territory of 
behavioural effects. In line with our policy recommendation public schemes 
should avoid their exposure to these (above 6.5). Against that background 
it would be logical that private insurers should address the problems in this 
area. Research on the subject could take the form of experiments in which the 
definition of disability, in the replacement ratio and possibly in other elements 
of disability insurance would be varied. Supervisory authorities should be 
reticent in limiting these experiments on the basis of non-discrimination 
arguments. The issue to be addressed is how to deal with claims that cannot 
be proven, not to exclude claims that can (above, 2.4).

Aptitude for work
The challenges as regards increasing retirement age and mental health 
complaints seem to be examples of a broader issue. Health problems (both 
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physical and mental) are only one phenomenon that may make people 
less apt for work. There are other causes as well: lack of education, social 
skills, intelligence etc. The approach that insurance – necessarily – offers, 
qualifying some of them as disabled and subsequently paying them for not 
working, does not seem the optimal solution in these cases. Some incentive 
for the employer might be a better alternative.

6.7 Conclusion

The object of this thesis has been to analyse the effects of privatisation in dis-
ability insurance from an insurance perspective. The latter was formulated 
as: f inding a balance between the extent of cover and the cost thereof. In 
disability insurance the search for that balance is being dominated by an 
‘inconvenient truth’, the prevalence of behavioural effects. Changes in 
disability claims incidence can to a large extent be explained by changes 
in the balance between behavioural effects and measures to contain these. 
Behavioural effects are diff icult to predict and vary over time. The combina-
tion of these two factors makes maintaining that balance more of a challenge 
than in other classes of insurance. In each of the countries covered in this 
thesis the respective public disability programs have been confronted with 
that problem. The legislators in each country have addressed these problems 
by restricting the eligibility for benefits.

Consequently, our analysis of the effects of privatisation has been 
dominated by behavioural effects as well. It has been taken into account 
how effective ‘public’ and ‘private’ are dealing with behavioural effects. 
Adaptability and the functioning of the feedback-loop turn out to be the 
key concepts in that regard. Private insurers can and do adapt insurance 
conditions much more quickly than their ‘public’ counterparts.

Leaving aside behavioural effects, the outcome of our analysis is relatively 
straightforward. Market failure turns out to be negligible, but both demand 
anomalies and the absence of risk solidarity need to be addressed. Otherwise 
a balance has to be found between flexibility and cost.

This analysis resulted in the recommendation that public disability 
insurance should focus on ‘basic’ disability insurance. It should be based on a 
limited definition of disability resulting in a limited exposure to behavioural 
effects and consequently in a limited need for change. Additional cover 
should be provided by private insurers. In this way a balance between 
‘public’ and ‘private’ will contribute to the required balance between the 
extent of cover and cost.
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7.4 List of interviewees1

Jacques van Ek, former CEO Amersfoortse Verzekeringen and 
Fortis ASR (Netherlands), 8 December 2011, 14 June 2013 
and 28 November 2014.

Frank Romijn, CEO Amersfoortse Verzekeringen (Netherlands), 
24 November 2011 and 21 November 2013.

Jan Bronsema, medical advisor Legal & General and Amers-
foortse Verzekeringen (Netherlands), 26 April 2012 and 
21 November 2013.

Annemarie Roeland, former employee Munich Re (Netherlands), 
12 June 2012.

Olaf Siemsen, Head of Client Management Life The Netherlands 
Munich Re (Germany), 14 June 2012.

Helmuth Morgenroth, Munich Re (Germany), 14 June 2012 and 
4 October 2012.

Paul Gemke, manager Frontoff ice en Beheer Collectief Amers-
foortse Verzekeringen (Netherlands), 10 December 2012 
and 5 March 2013.

Ton Breitenfellner, beleidsadviseur Sociale Zekerheid Nationale-
Nederlanden, (Netherlands) and Ewoud Hage, senior 
product manager Inkomensverzekeringen Nationale-
Nederlanden (Netherlands), 14 February 2013.

Louis van Drunen, directeur Movir (Netherlands), 14 March 2013.
Anneloes Goossens and Marit Boele, beleidsmedewerkers levens- 

en inkomensverzekeringen Verbond van Verzekeraars 
(Netherlands), 26 March 2013.

Bart Westerweel, former regio-directeur/directiesecretaris 
Achmea Vitale (Netherlands), 27 March 2013.

Walter Lammerse and Gijsbert van Lomwel, beleidsadviseur 
sociale zekerheid Achmea (Netherlands), 27 March 2013.

Jan van den Beemt, strategisch consultant Kenniscentrum 
Inkomen Delta Lloyd (Netherlands), 4 April 2013.

Hasko van Dalen, former directeur beleidsontwikkeling 
inkomensverzekeringen Nationale-Nederlanden 
(Netherlands), 24 April 2013.

Leo van Leeuwen, productmanager inkomensverzekeringen 
Aegon (Netherlands), 26 April 2013.

1 positions held at the time of the interview.
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Annemieke Schuur, manager PO & O Warande (Netherlands), 2 May 2013.
Hans de Jongh, former Chief Risk Manager ASR Verzekeringen 

(Netherlands), 7 May 2013.
Maikel de Groot, Manager Inkomen en Pensioenen De Goudse 

Verzekeringen (Netherlands), 7 June 2013.
Christine Santoso, statisticus Verbond van Verzekeraars (Nether-

lands), 26 March 2013.
Peter Loozen and Peter Rijnsburger, beleidsadviseur Directie 

Strategie, Beleid en Kenniscentrum UWV (Nether-
lands), 1 July 2013.

Leo Bil, principal Mercer Marsh Benefits (Netherlands), 10 July 2013.
Nicole Keizers, actuaris Amersfoortse Verzekeringen (Nether-

lands), 7 August 2013.
Anouschka Schut-Welkzijn, lid Tweede Kamer (VVD; Nether-

lands), 19 September 2013.
Saskia Bakels, Teammanager Product Management Pensioenen 

a.s.r. Verzekeringen (Netherlands), 14 November 2013 (by email).
Sven Bontje, secretaris sociale zekerheid VNO-NCW-MKB Neder-

land (Netherlands), 19 November 2013.
John van Dongen, Claudia Willems-Buijs and Joke Kikstra, 

beleidsadviseurs ministerie van SZW (Netherlands), 
7 February 2014.

Egbert Gerritsen, manager AFM (Netherlands), 14 March 2014.
Jan-Maarten van Sonsbeek, manager Fondsenbeheer en Premiev-

aststelling UWV (Netherlands), 30 April 2014.
Paul Ulenbelt, lid Tweede Kamer (SP; Netherlands), 21 August 2014.
Pieter Heerma, lid Tweede Kamer (CDA; Netherlands), 3 September 2014.
Guy van Doremalen, Chief Human Resource Off icer DAS (Nether-

lands), 11 September 2014.
Christian Cypris, Head of R&D and Pricing Morbidity related 

risks SCOR Global Life (Germany), and Torsten Hefer, 
Abteilungsdirektor, SCOR Global Life (Germany), 
17 September 2014.

Steven van Weyenberg, lid Tweede Kamer (D’66, Netherlands), 
2 October 2014.

Julia Ortmann, Versicherungsmathematiker, Neue Leben (Ger-
many), 10 October 2014.

Ralf Ponge, Vorsorge Mathematiker Axa Leben (Germany), 20 October 2014.
Mirjam Boeren, senior arbeidskundige Amersfoortse Verzekerin-

gen (Netherlands), 29 October 2014.
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Ralf Woltmann, Gesellschaftsarzt Lebensversicherung von 1871 
(Germany), and Gerhard Robe, Mathematiker Lebens-
versicherung von 1871 (Germany), 31 October 2014.

Thomas Trompetter, client services SCOR Global Life (Germany), 
24 November 2014.

Julie Heyning-van Maanen, former GZ-psycholoog (Netherlands), 
11 December 2014.

Dr. Wolf-Rüdiger Knocke, Stellvertretender Vorstandsvor-
sitzender, Nürnberger Beteili-gungs AG (Germany), 
and Thomas Geißler, Leiter des Bereiches BU-Leistung 
Nürnberger Beteiligungs AG, 16 January 2015.16 January 2015.

Marianne Muris, manager Arbodienst Heineken Nederland 
(Netherlands), 12 February 2015.

Rainer Schwenn, Fachleiter Leben Mathematik Produktmanage-
ment, Württembergische Lebensversicherung AG 
(Germany), 16 February 2015.

Herman Kroneman, hoofd bedrijfsarts SMZ-CEC UWV (Nether-
lands), 29 October 2015.

Ed Berendsen, senior kennisadviseur UWV, (Netherlands), 29 October 2015.
Laurie Down, Director Disability Policy Canadian Life and Health 

Insurance Association Inc. (Canada), 27 January 2016 (by email).
Ridwan Alblas, beleidsondersteuner ministerie van SZW (Nether-

lands), 7 July 2016.
Jan-Maarten van Sonsbeek, Chief Science Off icer ministerie van 

SZW (Netherlands), 21 July 2016.
Nathalie Cataford, Director Claims Management Blue Cross Life 

Insurance Company of Canada (Canada), 12 September 2016.
Roula Sahyoun, Senior Director Disability Management SSQ 

Financial Group (Canada), 13 September 2016.
Kevin Braybrook, Assistant Vice President Claims SCOR Global 

Life (Canada), 14 September 2016.
Tony di Stavolo, Vice-president Insurance Operations Humania 

Assuranc (Canada)e, 16 September 2016.
Gaston Meilleur, Vice-president tarif ication SCOR Global Life 

(Canada), 16 September 2016.
Michel Montambault, Director Off ice of the Chief Actuary 

(Canada), 2 November 2016 (by email).
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7.5 Summary of insurance interviews

7.5.1 Introduction

In this annex we present a summary of the interviews that were conducted 
with insurers in the Netherlands, Germany and Canada. The summary has 
been prepared on the basis of the following principles:
– Introductory comments on the size of the company, its products, 

distribution etc. on the basis of which the insurer could be identif ied, 
have been omitted, as all interviewees were promised anonymity.

– Comments on topics that are (no longer) relevant to this thesis, have 
been omitted (e.g. comments on past changes in legislation).

– In some comments details that are less relevant to this thesis have been 
omitted; care was taken to leave the gist of the message intact.

– Comments by Dutch and German insurers have been translated 
into English; these interviews were conducted in Dutch and German 
respectively.

– All interviewees are being referred to as ‘insurer’ regardless of them 
representing a direct insurer, a reinsurer or an organisation of insurers.

Comments by insurers are grouped under the following headings:
– Definition of disability (7.5.2)
– Rational demand and demand anomalies (7.5.3)
– Behavioural effects (7.5.4)
– Adverse selection (7.5.5)
– Pricing (7.5.6)
– Transaction costs (7.5.7)
– Prevention (7.5.8)
– Rehabilitation (7.5.9)
– Increase in pensionable age (7.5.10)
– The – Dutch – hybrid system (7.5.11)
– History and future of privatisation (7.5.12).

7.5.2 Definition of disability

“We offer disability policies in which the duration of cover is limited but we 
do not have products that exclude certain causes of disability (e.g. ‘dread 
disease’); in our opinion the exclusion of mental disorders is not acceptable 
either.” (Dutch insurer)
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“The way in which public insurance defines disability influences the cover 
that is being offered by private insurers – it serves as a kind of benchmark 
in the market.”(Dutch insurer)

“We use an undiluted def inition of ‘own occupation’ disability. (E.g. 
if a criminal lawyer loses his voice, he is 100% disabled under our policy 
conditions – retraining would be offered, but on a voluntary basis only.)” 
(Dutch insurer)

“Offer of cover in which mental disorders have been excluded is acceptable 
in cases in which [the underwriter] would have excluded these anyway. 
Premium rates are some 30-35% lower. … Accident policies are still being 
written. To the client they have the advantage that there will be no medical 
underwriting. … Disability cover in which the duration is limited is suit-
able to the self-employed who believe that they could f ind an alternative 
occupation after they have become disabled.” (Dutch insurer)

“We believe that it would be perverted to restrict cover to certain causes of 
disability (e.g. ‘dread disease’, ‘critical illness’ or to exclude mental disorders). 
One can attract Parkinson as well. A limitation in the duration of cover is 
acceptable, provided it has been communicated clearly.” (Dutch insurer)

“In this respect private insurers lag behind social insurance. In social 
insurance the def inition has been increasingly restricted (to ‘any occu-
pation’). Private insurers still use the ‘own occupation’ def inition. Some 
80-90% of the self-employed opt for this type of cover. … The [supervising 
authority] ‘AFM’ takes the view that restrictions in duration and level of 
benef its are permissible for a limited group of target customers only, e.g. 
those who just started their business. In their opinion ‘medical exclusions’ 
(e.g. the exclusion of mental disorders, limitations to accidents or ‘dread 
disease’) are not permissible at all. … The AFM are stretching their powers 
… Some mutual organisations operate below the radar of the AFM. The 
participants donate a certain amount monthly from which they pay disabled 
participants.” (Dutch insurer)

“It would be unlikely that someone would be deemed disabled under 
the terms of the public scheme (‘SGB VI’) but not under the terms private 
insurance. Perhaps that would be different for part-time jobs. … It is diff icult 
to develop products with ‘unique selling points’; everything can be copied 
by competitors, We sell both ‘own occupation’ and – less – ‘any occupation’ 
insurance. The latter is attractive to the high risk occupations because it 
is some 50% cheaper than the former. … We sell products with a limited 
def inition of disability (‘Funktionelle Invaliditätsprodukte’) like ‘dread 
disease’ and ‘major organ failure’ as well.” (German insurer)
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“Disability insurance has been developed since 2001 … Until 2010 competi-
tion focussed on policy conditions. Disability insurers attach great value to 
‘ratings’ by the rating agencies. A ‘f ive star’ rating is seen a minimum quality 
label and insurers structure their products in such a way that they qualify 
for ‘f ive stars’. Later price – for good risks – became ever more important. 
Insurers develop products that do not f it into any rating [by the rating 
agencies] anymore. … It is conceivable that an insured would be deemed 
disabled under the terms of private insurance but not under the terms of the 
public scheme (‘SGB VI’); the opposite is hardly conceivable. That is because 
private insurance is mostly based on an ‘own occupation’ definition and SGB 
VI on ‘any def inition’. If a client has a private ‘any occupation’ insurance, 
it is conceivable that he/she could deemed disabled under SGB VI but not 
under private insurance.” (German insurer)

“We are testing a product in which the definition of disability is limited 
(‘Funktionelle Invaliditätsprodukte’). To many self-employed an ‘own occu-
pation’ insurance is too expensive – not to all though, there are self-employed 
with high risk occupations that earn very well. One has to mind the potential 
liability of the intermediary. It has to be very clear to the client which kinds 
of disability are being covered and which are excluded.” (German insurer)

“It would be a disaster [if someone would be disabled under the terms of 
the public scheme but not under the terms of private insurance]. However, 
it does not happen, because the private def inition of disability is broader.” 
(German insurer)

“Private plans do not mirror the definition of disability in the CPPD plan 
[the public scheme]. Also, the approval of CPPD benefits or vice versa, does 
not automatically approve other types of disability coverage. Many group 
Long Term Disability plans have a two tiered definition of disability. Gener-
ally speaking, disabled from performing the duties of their own occupation 
for the f irst 24 months of disability and thereafter, disabled from performing 
the duties of any occupation.” (Canadian insurer)

“It is not possible to exclude psychiatric cover from Group Policies. A 
court ruled, that such a policy is to be regarded as discrimination against the 
disabled and as such conflicts with ‘human rights’. In the case of individual 
policies that is different: the potential insured has a choice, in the case of 
a group policy he/she has not.” (Canadian insurer)

7.5.3 Rational demand and demand anomalies

“Young people absolutely need a disability insurance; because they usually 
do not have enough money, the ideal insurance would look like this: in the 
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f irst years only disability cover and no old age pension, thereafter – from 
the age of approx. 30 – change into a disability insurance until the age of 
67 plus an old age pension.” (German insurer)

“… So, broadly said, less than 10% of the working population are insured, 
and in average significantly below their net equivalent income. I didn’t count 
Personal Accident policies here, but only approx. 10% of the disability cases 
are due to accident…” (German insurer)

“… About one fourth of employees has taken out [private disability] 
insurance.” (German insurer)

“Germany is under-insured as regards the disability risk. There are a number 
of causes: 1) clients do not want it; 2) disability insurance is perceived to be too 
expensive; 3) people underestimate the risk; 4) the sales process is cumber-
some. As regards the last item: clients have to answer some 30 questions on 
their health and not everyone wishes to share these with their intermediary. 
Insurers also can decline the proposal, charge additional premium or impose 
certain exclusions. Problems [as regards under-insurance] are not yet notice-
able. Changes as regards the public scheme mainly affect those who have 
been born after 1961 and disability is mainly age-related.” (German insurer)

“Changes in the public scheme apply to everyone who has been born after 
1961; so problems [as regards under-insurance] would have to be noticeable 
by now but they are not. Tax advantages of private disability policies are 
problematic and non-existent as yet. The Federal Government intended 
to make tax advantages subject to conditions that were unacceptable to 
insurers, i.e. no medical underwriting and premium rates that would be 
independent of the occupation of the insured.” (German insurer)

“As to the number of Canadians without Group Short Term Disability 
coverage, this may be due to many jobs being part time in nature. Group 
benefits are often not offered to this sub set of the workforce. If there is no 
Short Term Disability coverage through an employer, EI [the public sickness 
scheme] coverage may be the source of income replacement for the initial 
weeks of a disability. Many employers have set sick days or self-insured 
salary continuance plan for short term disability.” (Canadian insurer)

7.5.4 Behavioural effects

“[Moral hazard is definitely seen as a serious risk]. There are extensive medical 
and financial underwriting guidelines to control that risk.” (German insurer)

“[In order to meet the challenge of moral hazard we adopt] careful 
assessment of the risk, not just from a medical but also from a f inancial 
perspective … “ (German insurer)
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“[Moral hazard is a problem]. Benefits that are too high reduce the chances of 
rehabilitation considerably. That is particularly so in case of mental disorders. 
One has to take into account as well that benefits are not restricted by actual 
income (“Summenversicherung”). Insured benefits could amount to e.g. 80% of 
income at inception of the insurance, but amount to 100% more at the moment 
of disability (if income has decreased in the meantime.” (German insurer)

“[If we distinguish: 1) fraud, 2) aggravation and 3) the insured uses the 
fact that the definition of the risk is ‘vague’], real fraud incidence is perhaps 
3 – 5% of all claims; aggravation is much more frequent, perhaps 40%. 
A complication is, that people today may have to hold multiple jobs to 
keep up with spending and our current economy. They report sick for one, 
but continue working on the other. Facebook and other internet social 
sites offer a novel way of checking on that kind of fraud. The ‘vagueness’ 
of the def inition mainly plays a role in the psychiatric/subjective claims.” 
(Canadian insurer)

“The ‘subjective’ element of disability is probably the biggest challenge 
to insurance companies. People who claim under the policy are usually in 
distress, but not necessarily disabled under the def inition of disabilities of 
the policy.” (Canadian insurer)

“There are several varieties: misrepresentation by the client, misrepre-
sentation by the broker [and] aggravation/fraud by the claimant. Of these 
the last one is the most important. Its effect [can be estimated] at some 
10-15% of total claims cost. (Canadian insurer)

7.5.5 Adverse selection

“[German insurers see underwriting group policies as a protection against 
the risk of adverse selection]. In many cases, however, the group insurance is 
not part of the employer f inanced scheme, so you [have] employee f inanced 
business (non-obligatory groups). There are a lot of offerings for such non-
obligatory groups, as soon as there is a suff iciently high participation rate. 
The range is from a “DOE” (f it for work declaration) over three simplif ied 
questions to a more complete questionnaire in case of large sums assured. 
[Different exposure to adverse selection is sometimes ref lected in the 
premium rates]. E. g. if there are obligatory or semi-obligatory schemes, 
the insurer will create an offer based on an “average occupational group” 
etc. Another example is the difference between waiver of premium business 
and stand-alone annuities.” (German insurer)

“Adverse selection is a very important problem. At the underwriting 
stage one can try to protect oneself through health-related questions [in 
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the proposal form]. Some 70% of proposals will be accepted on standard 
terms, some 5-10% will be declined and some 20% accepted on special terms. 
(These numbers only have a limited relevance, as there are ‘pre-proposals’. 
Because brokers try to avoid proposals being declined, there are hardly any 
proposals that have hardly any chance of being accepted). Adverse selection 
continues to play a role as long as the policy exists. If the ‘reductions’ in the 
premium rates (‘Sofortrabatt’) are being reduced, one runs the risk that the 
‘good risks’ will terminate and the ‘bad risks’ will not. [Group insurance] 
will reduce the risk of adverse selection only if participation is mandatory 
and mostly that is not the case. Apart from that these kinds of contracts are 
hotly contested and there is extreme competition in these cases. … In group 
business premium rates are based on risk factors such as occupation, age 
etc. Experience rating is not being used. That would be diff icult as f irms 
are very reluctant to provide data.” (German insurer)

“[Group insurance] will reduce the risk of adverse selection only if partici-
pation is mandatory and that is not always the case. Selection on the basis 
of health has effect for about seven years. A portfolio of individual risks will 
therefore have above-average quality. A group portfolio – based on limited 
assessment of the health risk will be of average quality.” (German insurer)

7.5.6 Pricing

“In group business we rate in accordance with the size of the group. For small 
groups we rate on the basis of risk factors such as age and occupation in 
that particular industry. For big business company experience is being used 
and in medium sized business a mix between the two …” (Dutch insurer)

“The state agency (‘UWV’) sets its contribution rates by sector (industry). 
… for small enterprises, tailor made rates for large enterprises and a combina-
tion of both for medium sized enterprises. Private insurers set their rates on 
the basis of the real risk. Low-risk enterprises usually f ind private insurance 
cheaper.” (Dutch insurer)

“On the basis of current solvency requirements [profit loadings are ap-
prox.] 4-5% of premiums. Under Solvency 2 it would be higher, perhaps 8%. In 
group sickness this percentage will be lower, because solvency requirements 
are less.” (Dutch insurer)

“In ‘own occupation’ cover insurers usually rate on the basis of seven 
classes of occupations (there are already insurers that use more than seven 
classes – ten or more). ‘Low risk’ jobs (e.g. university graduates in off ices 
jobs), ‘high risk’ jobs (e.g. bricklayers, tilers etc.). Hobbies will be taken 
into account as well: graduates sometimes have dangerous hobbies (e.g. 
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paragliding). In ‘any occupation’ cover the number of classes is normally 
reduced to four.” (German insurer)

“We do not use classes of occupations anymore. We have an even more 
ref ined system of premium differentiation.” (German insurer)

“The rating process for disability group business works as follows:
– The staff is split up by f ive year age band and by gender; different rates 

apply for each.
– Occupation is rated on an individual basis (expressed as a loading or a 

discount); e.g. distinction between blue and white collar workers;
– Subsequently the ‘CPP/QPP offset’ is calculated;
– Likewise for WC;
– ‘Richness’ of the benefit is taken into account – may vary 5% on either 

side;
– Individual health does not play a role, unless the salary exceeds a certain 

maximum (in effect: when it is substantially higher than average);
– Rates are reviewed every year.
– Claims history is taken into account with large employers (> 200 em-

ployees); e.g. 10,000 employees years (2,000 employees during 5 years) 
gives “full credibility” – i.e. the rate will be based on past experience 
only. …

In terms of rates the difference [between ‘own occupation’ and ‘any oc-
cupation] is not substantial: the f irst 24 months the risk is def ined as ‘own 
occupation’ anyway. The onus of proof that the insured is not disabled under 
the ‘any occupation’ def inition is on the insurer. That is hard to prove. The 
loading for ‘own occupation’ therefore varies from 10% (for 5 years) to 15% 
(15 years).” (Canadian insurer)

7.5.7 Transaction costs

“Our expense (‘transaction costs’) ratio (exclusive of commission) is approx. 
10%. It is about equal for all the parts of our disability portfolio. Approx. 
half of these expenses are direct, the other half is indirect.” (Dutch insurer)

“… on average the expense ratio will be around 10-11%.” (Dutch insurer)
“Today, premiums are normally loaded with acquisition costs and admin 

costs (including admin costs for the paid-up period). Normally, acquisition 
costs are calculated in per thousand of the sum of gross premiums (typical 
range was 25-40 per thousand, in the new legislation the calculatory amount 
will be at most 25 per thousand); sometimes there are additional “amortisa-
tion costs” (in % of premium or per thousand of sum insured); administration 
costs are normally expressed in % of gross (or net) premium. Additionally, 
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there are often unit costs. Total cost loadings can vary quite signif icantly. 
An example for a modern product, best occupation class, rebated tariff 
(open group): gross premium: 58,20 p.m., net premium 38,80 p.m., initial 
costs (once-off) 52,91, recurring costs 7,52 p.m. So total recurring cost is 
here approx. 13%.” (German insurer)

“Cost loadings [in the Long Term disability Market] amount to: 12-15% 
for commission (not for groups of over 1,000 employees; those are on fee 
basis), 3-5% for administration costs, 2.5% for tax and 4 -6% of claims cost 
for rehabilitation.” (Canadian insurer)

7.5.8 Prevention

“[Imposing] prevention is a diff icult. In special cases it happens e.g. among 
hairdressers and as regards injection related incidents.” (Dutch insurer)

“Insurers do not do much on prevention; they could not either. Employers 
are only prepared to spend money on prevention, if the law requires them 
to do so … No contractor will fence the scaffolding if it is not mandatory. 
Sometimes they subsidise … workability programs.” (Dutch insurer)

“We do a lot on prevention, e.g.: [we advise] dentists to use prism spectacles 
… and [advise them] on the lightning of their surgery. We offer the insured 
and his/her family counselling … mental disorders are the most frequent 
cause of disability among lawyers … We sponsor research.” (Dutch insurer)

“We do not do anything on prevention. It is no use putting that to the 
client. Moreover the f inancial benefits are limited.” (Dutch insurer)

“We do not do much on prevention.” (Dutch insurer)
“We do not do a lot on prevention. it is diff icult, because the cost/benefit 

analysis is diff icult, because group insurance is an ‘anonymous product’ 
and because the client does not like it, would regard our involvement it as 
threatening. It would also be diff icult to check (did the hairdresser only 
work whilst he/she was seated?)…” (Dutch insurer)

“[We do not impose prevention measures], it would be impossible to 
decline benefits on the basis of non-compliance. It would be conceivable 
to grant premium reductions insofar certain health precautions could be 
proven.” (German insurer)

“We approach prevention indirectly only … through health related ques-
tions in the proposal form.” (German insurer)

“Normally insurers do not impose prevention measures.” (German insurer)
“Because of competitive pressures it is hardly possible to impose preven-

tion measures in the narrow sense of the word.” (German insurer)
“No, [we do not impose any prevention measures].” (German insurer)
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“We do not do a lot in that respect. It is mainly part of claims handling: 
emphasis on ergonomics for people who already have complaints.” (Canadian 
insurer)

“We do not have a prevention program. The challenge is that you have 
to provide evidence that there is a f inancial benefit [for] the employer that 
prevention will pay off and that is not easy. There has been some interest 
in ‘absence management’ (‘wellness programs’) But impact on Long Term 
Disability incidence has yet to be determined and assessed.” (Canadian 
insurer)

“[We do not impose prevention measures] in individual business. In 
group business we offer wellness programs – inter alia the opportunity for 
employees to consult a psychologist at the cost of the insurer. The effect of the 
wellness programs on morbidity is negligible. As the usage was substantial 
(and costly) the programs have been curtailed: now, approval of the employer 
is needed and consultation of a psychologist is limited to 7 hours (unless 
clear progress has been reported).” (Canadian insurer)

7.5.9 Rehabilitation

“Rehabilitation is particularly important in ‘individual disability’ and in 
‘group-sickness’ business. In that area private insurers indeed do a better 
job, e.g. they have on average 3 times contact with claimants during the 
f irst year, as opposed to the state agency (“UWV”) who only have 1.2.” 
(Dutch insurer)

“There is a lot to be gained in rehabilitation. As a rule of thumb € 1 invested 
in rehabilitation yields € 3 in benefits saved. In the US that ratio is 1 to 7. The 
differential is explained by the fact that one tries harder because of the ‘claim 
culture’ in that country. There is also more co-operation from the claimants 
because public provisions are so limited. In the area of mental disorders 
there has been substantial progress as well. … Nowadays the emphasis is 
return to work f irst and a short focussed therapy to treat the complaints 
thereafter … The government has to be just to the last cent – private insurers 
can make a ‘commercial offer’; that saves a lot of work and sometimes a lot 
of money.” (Dutch insurer)

“To private insurers rehabilitation costs are related to the discounted 
value of the benefits. … The UWV execute their legal duties, no more, no 
less.” (Dutch insurer)

“Rehabilitation can only have success if it starts as soon as possible. That 
is in particular in the f irst or the second year of sickness. … After f ive years 
the chance of rehabilitation has been reduced to close to zero. That is why 
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we prefer the combination of [disability insurance for employees] with a 
[group] sickness policy. If that is not the case we insist on having sickness 
reported after 42 weeks.” (Dutch insurer)

“We wish to do the claims management ourselves. … There is a lot to be 
gained on claims management, much more than on internal expenses.” 
(Dutch insurer)

“We do a lot on rehabilitation. It is an economic necessity to do so. We 
have our own people that manage the case with the help of external experts.” 
(Dutch insurer)

“In this respect private insurers beat social insurance largely. Sometimes 
we invest even more in rehabilitation than is justif ied in economic terms. 
The government agency (“UWV”) does a bad job. They buy rehabilitation 
services from private providers on the basis of European tender and decide 
on the basis of price only and disregard quality. Also the government admit 
that they waste ‘billions’. Private insurers cannot afford this approach and 
use a specialised institute that refers the clients to an appropriate provider. 
The role of the case manager is key. …” (Dutch insurer)

“… There are three grounds for re-adjudication: 1) the claimant’s health 
has improved, 2) an alternative job has been found and 3) a restructuring 
of the job has become possible. The insurer has to indicate clearly that one 
of the three has occurred. The chronic shortage of adjudicating capacity is 
a problem. If [consequently] adjudication has not been formulated clearly, 
it will be very diff icult to proceed with re-adjudication.” (German insurer)

“Rehabilitation refers to the return of the possibility to work. Restructur-
ing of the job is an auxiliary measure to ensure that one can return to work 
despite medical restrictions. The latter is particularly relevant as regards 
the self-employed and will be supported by private insurers. The f irst will 
be also by private insurers.” (German insurer)

“One has to distinguish between medical and work-related rehabilita-
tion. We use external experts for work-related rehabilitation. Probably we 
have more success than the social insurance agencies (“Rentenkassen”). 
Rehabilitation is diff icult in case of mental disorders. They are increasingly 
important; their share has grown from 16 to 17%.” (German insurer)

“Most insurers do not have enough experience as regards rehabilitation. 
The number of cases is too limited. In case one would ask the reinsurer for 
assistance.” (German insurer)

“Most of the time it is too late for successful rehabilitation once the client 
has been [adjudicated] disabled; that is particularly so in case of mental 
disorders. There are, however, incentives for and f inancial support in case 
of rehabilitation.” (German insurer)
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“We require restructuring of the job, if that can reasonably be demanded; 
there is room for negotiations in that respect. We do not have our own 
rehabilitation programs; we support.” (German insurer)

“[Claims management] has changed from years ago, when it was largely 
a matter of ‘ticking boxes’. Rehabilitation and other interventions have 
become much more important and these developments have changed 
the staff ing requirements for the claims department. There is still a lot 
to be done in that respect … The main trigger for the change in claims 
handling has been the increased awareness of psychiatric claims such 
as depression. For claims like these the motivation of the client is very 
important and – needless to say – that is not always there. From a manage-
rial point of view the claims department is still too often seen as just a 
cost center, whilst it could become a prof it center. The problem is, that 
it is diff icult to demonstrate the effect of certain measures to contain 
claims. … An important issue is, the increasing share of ‘subjective’ claims. 
Currently some 50% would be subjective. … CPP/QPP hardly do anything 
on rehabilitation. That is logical in view of their def inition of disability 
(‘severe and prolonged’). … We use the services of external rehabilitation 
f irms. Rehabilitation cost amounts to 3 – 4% of claims cost.” (Canadian 
insurer)

“Originally psychiatric claims were not included in Group Disability 
cover, or were paid benef its of up to two years. In Individual business that 
‘luxury’ did not exist. In order to assist in addressing the problems, the 
services of a psychiatrist were hired. Many refused, but f inally someone 
was found that would cooperate. He would come to the off ice once a week 
and discuss diff icult cases. Originally they spoke ‘different languages’ 
but gradually the cooperation became fruitful. The emphasis was on ‘soft 
cases’; that was important from a workflow point of view: no time needed 
to be spent on the hard cases like schizophrenia etc. The target was to 
cut out the illegitimate claims. It is diff icult to get the GP’s cooperation: 
some were receptive to an approach in which ‘return to work’ received 
more emphasis, others were happy to continue prescribing medication. 
Currently some 50% of claims are psychiatric. … It is not as diff icult to 
be accepted for CPP disability benef its as it may seem on the surface. In 
my opinion, QPP is a little more diff icult to be accepted. Once a person is 
accepted for CPP, there is no adjudication after acceptance. I guess their 
logic is that in order to qualify, a person has to be totally & permanently 
disabled so there is no need for follow-up after acceptance. We often run 
into situations where a private insurer denies the claim at the change of 
def inition and CPP approves it because they were not prudent in their 
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review. Often, the private insurer has to change their denial decision to 
avoid litigation.” (Canadian insurer)

“There is f ierce competition in group business. It is diff icult to compete 
on price or costs, therefore there is a lot of emphasis on claims management 
and quality of service. I would say the case manager is responsible for iden-
tifying opportunities in each claim. No claim is the same as another. Each 
is unique. Motivation of the individual is usually the key factor in returning 
someone to work. There may be trends in illnesses but one must be very 
careful when positioning this statement as is may be misinterpreted to 
mean that these diseases do not exist or are not real. This is not the case. 
The case manager is taught to speak to the individual and go beyond the 
diagnosis to identify barriers that prevent a return to work. By building 
trust and working with the individual, the case manager will establish 
a plan that identif ies the barriers and identif ies solutions to assist the 
individual in returning to work. … [The added value of private insurers 
as opposed to the public programs] is in rehabilitation in particular in 
case of mental disorders. The public programs do effectively nothing 
once some qualif ies as disabled. Private insurers try to identify what are 
the barriers to return to work and put considerable effort in solving the 
problems and in f inding solutions to return the insureds back to work 
and to manage the f inancial health of the employer’s disability plan.” 
(Canadian insurer)

“We put great effort in rehabilitation. As [our] client base is mainly rural, 
a special approach is needed. It took f ive years to reform the processes. 
Nowadays we have alliances with a number of outside rehabilitation f irms 
who have aligned their processes with our wishes. Benchmark for the quality 
of the claims process are data from reinsurers. Currently we have the lowest 
approval rates, the best termination rates and a below average number of 
mental health claims. Nevertheless the share of mental health claims is 
35% in group- and 26% in individual business. The problems with Mental 
health claims are: 1) high incidence, 2) high recurrence, 3) the extreme 
subjectivity of the claims. Shorter payment periods are not enough: 90% 
of total claims cost refers to the f irst f ive years and 75% to the f irst three. 
It would help if the employers had an interest in containing this type of 
claim, but they do not (the employee pay the premium). … The added value 
of ‘private’ [insurance as opposed to the public programs] is that cover is 
more f lexible and that the overall cost is lower. That is in particular the 
result of much more emphasis on claims control and rehabilitation of 
private insurers. The public programs do virtually nothing in that respect.” 
(Canadian insurer)
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7.5.10 Increase in pensionable age

“The normal approach [to the increase in pensionable age] is trying to extend 
the insured periods. That is, however, extremely expensive because all tables 
used are based on exponential extrapolation in the age band 63 – 67. From 
my point of view, this is not an optimal solution as it increases the “risk costs” 
of the individual very signif icantly. A better approach would probably be a 
layering of old age provisions with part of the provisions becoming mature 
in the age band 60 – 64.” (German insurer)

“Legislation to gradually increase the legal retirement age of the previous 
government was reversed by the current – Liberal – government. Nevertheless 
Canadians are not f inancially prepared for retirement: as a result of the low 
interest rates, people have to work longer to earn an acceptable – old age – 
pension. This may indirectly affects disability claims.” (Canadian insurer)

7.5.11 The – Dutch – hybrid system

“The numbers from the state agency (‘UWV’) were incorrect: 40% of entrants 
were supposed to qualify for the scheme of the completely and permanently 
disabled (‘IVA’) and only 40% was supposed to qualify for the scheme of 
the partially disabled (‘WGA’). Re-adjudications do not take place. It took 
some time for this to become clear: during the f irst two years because 
there were – by definition – no entrants and thereafter because there were 
backlogs at the UWV. Private insurers too made mistakes. The market was 
aggressive: ‘insurers did not grant each other the losses’. … In particular 
the claims experience with the ‘sleep easy products’ was not good … the 
employer has to be active as well and should not delegate that to the insurer.” 
(Dutch insurer)

“ … Rehabilitation effectively starts on the f irst day of absence. The 
number of case-managers per 10,000 clients is important. At the state agency 
(‘UWV’) this ratio has been reduced. Three parties need to be involved in 
rehabilitation: the employer, the employee and the insurer. [In cases in 
which] the UWV [is involved] the employer has disappeared out of sight. 
There are other problems: a substantial part of the DI-entrants is 80-100% 
and for them there is no need for rehabilitation. Although private insurers 
do no better than the UWV after the two years waiting period, the real work 
starts much earlier. Insurers too, did not do everything that would have 
been possible. Not enough has been done as regards 42 weeks reports’. That 
is the moment at which there is still possible to avoid 30-100% disability, 
e.g. by offering an alternative job. The money at stake still has not reached 
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the capillaries of organisations. An example: a manager does not have to 
report that one of his/her employees has been sick for a year although he/
she is not authorised for amounts exceeding € 50,000. The large e mployers 
too still underestimate the importance of a policy on absenteeism … the 
decision to opt-out of the public scheme tends to be taken on the basis very 
small premium differentials. … ” (Dutch insurer)

“The problem is that the prognoses [as regards the DI-entrants] were 
completely wrong. There are many more entrants qualif ied as ‘completely 
but not permanently’ disabled than anticipated. They are being granted 
a ‘WGA’-status, but effectively they should be granted an ‘IVA’-status 
(completely and permanently disabled). …” (Dutch insurer)

“There are too many ’80-100%’ DI-recipients. They stay too long in the 
‘WGA’ … there is a number of causes: 1) the system of re-adjudication does 
not work properly, 2) there is opportunism in rating and 3) private insurers 
have to compete on two levels: against the UWV and against each other. 
The government is moving the goalposts during the match.” (Dutch insurer)

7.5.12 History and future of privatisation

“The first wave of privatisation was the result of judgement by the “Centrale 
Raad van Beroep” [the supreme court in these matters] in 1986 that a director-
major shareholder (‘DGA’) was deemed self-employed for the purpose of social 
insurance and consequently not mandatorily insured the public unemployment 
and disability programs. ‘DGA’s’ were given three years to transfer … to private 
disability insurance – which obviously was not mandatory” (Dutch insurer)

“When the sickness act was privatised, prof itability was unsatisfactory. 
Though the pension funds did not join in, the other insurers did so even more. 
Something else played a role as well: the absenteeism rate increased with 
one percentage point, i.e. an increase of claims cost of 20%.” (Dutch insurer)

“Pemba has been extremely prof itable for private insurance. This was 
the result of insurers targeting industries with high disability rates like the 
catering and construction industry and subsequently working very hard to 
get these rates down. The so-called ‘triage’ system (copied from the Ameri-
cans and originally developed during the Civil War) played an important 
role. It boils down to making a judgement in which cases something has to 
happen quickly and in which cases not. This is being done on the basis of 
a number of standard therapies for a great number of forms of disability. 
(e.g. paraplegia does not require immediate attention, but back troubles and 
labour conflicts do).… On the basis of these principles counselling starts 
already during sickness in a number of cases. …” (Dutch insurer)
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7.6 Abbreviations and glossary

AAW: (Netherlands) “Algemene Arbeidsongeschiktheidswet” 
– ‘General Disability Act’ of 1976; introduced a basic 
disability scheme for the whole population of the 
Netherlands; the scheme was discontinued in 1997.

AFM: Netherlands) “Autoriteit Financiële Markten”- The Nether-
lands ‘Authority for the Financial Markets’, responsible 
for supervising the operation of the f inancial markets 
(www.afm.nl).

AG: (Netherlands) “Koninklijk Actuarieel Genootschap” – 
Royal Dutch Actuarial Society. (www.ag-ai.nl/
ActuarieelGenootschap).

AOW: (Netherlands) “Algemene Ouderdomswet” – ‘Old Age Pension-
ers Act’ of 1956; regulates a basic old age- and survivors 
program for the whole population of the Netherlands.

AWCBC: (Canada) Association of Workers’ Compensation Boards 
of Canada; (http://awcbc.org/).

Bafin: (Germany)“Bundesanstalt für Finanzleistungsaufsicht“ 
– Federal Authority that supervises the banking and 
insurance industry; (www.bafin.de).

BU: (Germany) “Berufsunfähigkeitsversichering“ – professional 
disability insurance.

BUZ: Germany) “Berufsunfähigkeitsversichering – zusätzlich“ – 
disability insurance as a rider.

CBS: (Netherlands) “Centraal Bureau voor de Statistiek” – ‘Dutch 
Statistical Off ice’; (www.cbs.nl).

CIA: Canadian Institute of Actuaries; (www.cia-ica.ca).
Claims incidence (or claims frequency): the number of claims in a 

given period (usually one year) expressed as a percent-
age of the number of policies.

Claims severity: the average size of claims in a certain class of 
insurance; together with claims incidence it def ines the 
total claims cost.

CLHIA: Canadian Life and Health Insurance Association Inc.; 
(www.clhia.ca).

CNV: (Netherlands) “Christelijk National Vakverbond”, Christian 
Trade Union (www.cnv.nl).

Compartmentalisation: the situation which different types of 
disabilities result in different levels of benefits.
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Contribution: Like premium, contribution is what the insured 
pays in exchange for the cover the insurer provides 
him/her with. In this thesis the word contribution is 
used for public insurance and premium for private insurance.

Contribution rate: contribution as a percentage of – insurable 
– earnings. Other than premium rate it is not related 
to the sum insured and therefore is not necessarily a 
measure for the relative cost of a scheme.

Cover: the protection provided by insurance. In private insurance 
the extent of the cover is described in the policy, in 
public insurance in the act that governs the program. 
Usually it is def ined in two ways: 1) by including or 
excluding certain perils, e.g. f ire, f looding or earth-
quake; 2) by def ining the maximum liability of the 
insurer in the sum insured.

CPB: (Netherlands) “Centraal Planbureau” – Netherlands Bureau 
for Economic Policy Analysis; (www.cpb.nl)

CPP: (Canada) Canada Pension Plan (Act) Act of 1965 that 
regulates inter alia old age and disability pensions for 
Canadians outside the province of Quebec.

CVS: (Netherlands): “Centrum voor Verzekeringsstatistiek” – 
Centre for insurance statistics of the Dutch Association 
of Insurers (https://www.verzekeraars.nl).

DAV: (Germany) “Deutsche Aktuarvereinigung” – German 
Institute of Actuaries

Demand anomaly: a concept introduced by Kunreuther et al. 
(2012): the difference between rational and actual demand.

DGUV: (Germany) “Deutsche Gesetzliche Unfallversicherung 
Spitzenverband“ – Organisation of German Public 
Work Accident Insurers; (www.dguv.de).

Disability: the insured peril in disability insurance; it is usually 
def ined as the inability to work as a result of sickness 
or ailment. The inability to work can refer to the ‘own 
occupation’ of the insured or to ‘any occupation’.

D(isability)I(nsurance)-entries: the number of new cases (entitled 
to benefits) in a public disability scheme.

D(isability)I(nsurance)-recipiency: the number of existing cases 
(entitled to benefits) in a public disability scheme.

DNB: (Netherlands): De Nederlandse Bank, central bank of the 
Netherlands, inter alia responsible for prudential 
supervision of insurers; (www.dnb.nl).
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Double charges: (or: ‘double payment’) a phenomenon that is con-
nected to the transition from PAYG- to fully funded-f inancing.

DRV: (Germany) “Deutsche Rentenversicherung Bund” – Or-
ganisation of German Public Pension Insurers; (www.
deutsche-rentenversicherung.de).

EI: (Canada) Employment Insurance Act.
EU: (Germany)“Erwerbsunfähigkeitsversicherung“ – general 

disability insurance.
FD: (Netherlands), Financieel Dagblad, Dutch newspaper; (https://fd.nl).
Feedback-loop: two types have been distinguished: 1) from the 

perspective of the insurer it is the continuous process 
to adjust premium and/or policy conditions on the 
basis of observed variances between assumed and 
actual loss experience; 2) from the perspective of the 
insured it is the process to reconsider the required 
cover if premium and/or policy conditions are changed.

Fully funded: the insurer has to have suff icient reserves to pay all 
outstanding liabilities at all times.

GDV: (Germany) “Gesamtverband der Deutschen Versicherung-
swirtschaft” – Federation of private insurers in 
Germany; (www.gdv.de).

GKV: (Germany) “Gesetzliche Krankenversicherung Spitzen-
verband” – Organisation of German Public Health 
Insurers; (www.gkv-spitzenverband.de).

IVA: (Netherlands) “Inkomensverzekering voor volledig en 
duurzaam arbeidsongeschikten” or ‘Disability Scheme 
for People that are ‘Fully Disabled’; part of the ‘WIA’.

IW: (Netherlands) “Invaliditeitswet” – ‘Disability Act’ of 1913; was 
superseded by the ‘WAO’ in 1967.

Long tail: (in insurance) refers to classes of business in which the 
payment of benefits stretches over a long period of time.

Market failure: was defined for the purpose of this thesis as the 
phenomenon that ‘bad risks’ drive the ‘good risks’ out 
of the market, as a result of information asymmetry, 
because customers are better informed than insurers 
about the nature of the risk they would like to insure.

Morbidity: disability claims incidence.
MvT: (Netherlands) “Memorie van Toelichting” – explanatory note to a bill.
OSFI: (Canada) Off ice of the Superintendent of Financial Institu-

tions; (www.osf i-bsif.gc.ca).
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OW: (Netherlands) “Ongevallenwet” – ‘Occupational Accidents 
Act’ of 1901; was superseded by the ‘WAO’ in 1967.

PAYG: Pay-as-you-go: method of f inancing social security in which 
benefits are paid out of current contributions.

Peril: the primary cause of an – insured – loss, e.g. f ire, liability or sickness.2

Policy measures: refers – within the context of this thesis – to 
measures to contain behavioural effects.

Policy mix: refers – within the context of this thesis – to a certain 
combination of policy measures.

PPP: Purchasing Power Parities-adjusted exchange rate.
Premium: what the insured pays in exchange for the cover the 

insurer provides him/her with. In this thesis the word 
premium is used for private insurance and contribution 
for public insurance.

Premium rate: premium as a percentage of the sum insured; it 
indicates the relative cost of insurance.

Privatisation: deliberate actions of a government to transfer forms 
of social disability insurance to the private sector.

Program/scheme: will be used as synonyms to indicate one particu-
lar part of the range of social insurances that a state provides.

Recovery rate: percentage of claimants admitted to disability 
benefits that recovers.

Redistributive effect: one of the possible characteristics of social 
insurance; for the purpose of this thesis def ined as: the 
phenomenon that the premium rate increases – in one 
way or another – with income.

Replacement rate: the ‘sum insured’ or ‘insured benefit’ as a 
percentage of ‘pre-disability income’.

Risk management: the process of making and implementing deci-
sions that will minimise the adverse effect of accidental 
business losses to the organisation. Making these 
decisions involves a sequence of f ive steps: identifying 
and analysing exposures to loss, examining feasible 
alternative risk management techniques to handle 
exposures, selecting the most appropriate risk manage-
ment techniques to handle exposures, implementing 
the chosen techniques, and monitoring the results.3

2 Atkins et al. (2008), p. 4.
3 International Risks Management Institute (IRMI).
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Risk solidarity: a characteristic of social insurance; it refers to 
the fact that people with different risk profiles pay 
the same contribution rate: the ‘healthy’ and the 
‘unhealthy’, ‘young’ and ‘old’ and f inally male and female.

Qualifying period: the period during which premium/contribu-
tion has to be paid before the insured is eligible for 
disability benefits.

QPP: (Canada) Quebec Pension Plan; Act of 1965 that regulates 
inter alia old age and disability pensions for residents 
of the province of Quebec.

SBU: (Germany) “selbständige Berufsunfähigkeitsversichering“ – 
stand-alone disability insurance.

SER: (Netherlands) “Sociaal-Economische Raad” – advisory body 
to the government in which trade unions, employers 
and ‘independent’ members are represented (www. SER.nl)

SGB: (Germany) “Sozial Gesetzbuch” – Social Code.
Short tail: (in insurance) refers to classes of business in which the 

payment of benefits can be realized in a short period of 
time after the occurrence of the insured event.

Social insurance: a government sponsored program to which 
participation is mandatory and in which benefits 
and funding are def ined by legislation. Other than in 
private insurance there is no underwriting and the 
contribution contains no profit loading.

Subjective claims: claims for disability benefits for which the exist-
ence of disability cannot be established in an objective way.

SVB: (Netherlands) “Sociale Verzekeringsbank”, Institute for the 
administration of Social Security (www.svb.nl).

UWV: (Netherlands) “Uitvoeringsinstituut voor Werknemers 
Verzekeringen” – ‘Institute for the administration of 
social insurance for employees’; (www.uwv.nl).

VAG: (Germany) “Versicherungsaufsichtsgesetz” – Act that 
regulates insurance supervision.

VDEK: (Germany) Verband der Ersatzkassen; (www.vdek.com).
VVG: (Germany) “Versicherungsvertragsgesetz“ – Act that regu-

lates private insurance contracts.
WAO: (Netherlands ) “Wet op de arbeidsongeschiktheidsverzeker-

ing” – ‘ Disability Act’ of 1967; was closed to new 
entrants in 2005.

WAZO:



ANNEXES 315

WGA: (Netherlands) “Werkhervatting gedeeltelijk arbeidsonges-
chikten” or ‘Return to Work

WIA: (Netherlands) “Wet werk en inkomen naar arbeidsvermogen” – 
‘Work and Income accordance to Labour Capacity Act’ of 2005.

WULBZ: (Netherlands) “Wet uitbreiding loondoorbetalingsplicht 
bij ziekte”, act dated 08-20-1996, that extended the 
obligation of the employer to continue paying the 
agreed wage from six to 52 weeks.

ZW: (Netherlands) “Ziektewet” – ‘Sickness Act’ of 1913.
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8. SAMENVATTING EN CONCLUSIES 
(SUMMARY IN DUTCH)

8.1 Inleiding

Het doel van dit onderzoek was tweeledig. Ten eerste: om vanuit een ver-
zekeringsperspectief de effecten van de privatisering van sociale arbeids-
ongeschiktheidsverzekeringen te identif iceren. ‘Verzekeringsperspectief’ 
werd daarbij omschreven als: het zoeken naar een evenwicht tussen 
omvang van de dekking en de kosten daarvan. Ten tweede: om daaraan 
conclusies te verbinden ten aanzien van een optimale rolverdeling tussen 
‘publiek’ en ‘privaat’ op het gebied van arbeidsongeschiktheidsverzekerin-
gen. In het kader van dit proefschrift hebben ‘arbeidsongeschiktheid’ en 
‘privatisering’ de ruimst denkbare betekenis. ‘Arbeidsongeschiktheid’ om-
vat zowel ziekteverzuim als langdurige arbeidsongeschiktheid; bovendien 
omvat het ook arbeidsongeschiktheid als gevolg van arbeidsongevallen of 
beroepsziekten. Het begrip ‘privatisering’ verwijst ten eerste naar bewuste 
overheidsacties met het doel (een deel van) de sociale arbeidsongeschikt-
heidsverzekering over te dragen aan de private sector. Ten tweede wordt 
om praktische redenen daaronder ook begrepen: het geval waarin een 
overheid vanaf het begin besluit een deel van het risico over te laten aan 
de private sector. Tenslotte omvat het ook ‘de facto’ privatisering: situaties 
waarin een deel van de bevolking verandert van een status waarin het 
gedekt is door sociale arbeidsongeschiktheidsverzekering naar één waarin 
dat niet het geval is.1

Het onderzoek omvat drie landen: Nederland, Duitsland en Canada. 
Afgezien van praktische overwegingen (zoals de taal) was de keuze geba-
seerd op drie criteria. Ten eerste: één of meer onderdelen van het sociale 
arbeidsongeschiktheidsprogramma moeten zijn geprivatiseerd. Ten tweede: 
die privatisering moet zo lang geleden hebben plaatsgevonden, dat de 
consequenties ervan vast te stellen zijn. Ten derde: de particuliere verze-
keringsmarkt voor arbeidsongeschiktheidsverzekeringen moet voldoende 
omvang hebben. Ondanks hun geringe aantal vertegenwoordigen de drie 
landen die in dit onderzoek behandeld worden zeer verschillende ‘f ilosofieën’ 
in hun aanpak van sociale zekerheid.

1 De def initie van privatisering wordt later in dit hoofdstuk verder uitgewerkt (infra, 7.4).
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In dit hoofdstuk worden onze bevindingen samengevat: theoretische 
begrippen (8.2), de effecten van privatisering (8.3), bespreking van de resul-
taten (8.4), beleidsimplicaties (8.5), aanbevelingen voor verder onderzoek 
(8.6) en tenslotte: conclusies (8.7).

8.2 Theoretische concepten

In hoofdstuk 2 is een aantal theoretische concepten ten aanzien van 
verzekering in het algemeen en arbeidsongeschiktheidsverzekering in 
het bijzonder besproken. Zij zijn van wezenlijk belang voor een begrip 
van de effecten van privatisering. De belangrijkste conclusies worden 
hier samengevat:
– Zowel sociale- als particuliere verzekeringen zijn species van het 

genus ‘verzekeringen in het algemeen’; de wijze waarop het aanbod is 
georganiseerd def inieert het verschil tussen beide.

– Rationele en feitelijke vraag naar verzekeringsdekking moeten worden 
onderscheiden. Rationele vraag wordt bepaald door de dekking die 
een rationeel handelend persoon zou kopen (in geval van sociale 
verzekering: de dekking die een rationeel handelende wetgever in 
de wetgeving zou opnemen); feitelijke vraag is wat wij in werkelijk-
heid waarnemen. Het verschil tussen beide wordt aangeduid als 
‘vraaganomalieën’.

– Rationele vraag naar verzekeringsdekking is de uitkomst van een risk 
management proces. In de praktijk is de frequentie/omvang-matrix 
een goed hulpmiddel om te bepalen welke risico’s wel en niet verzekerd 
moet worden. In het algemeen geldt: hoe hoger de schadefrequentie, 
hoe minder waarschijnlijk dat verzekering de juiste oplossing is. Het 
verzekeren van hoogfrequente/kleine schades is relatief kostbaar. De 
combinatie van een hoge schadefrequentie en een grote omvang van 
de schade is een aanwijzing dat de oplossing primair buiten het terrein 
van de verzekering gezocht moet worden.

– Premiedifferentiatie is waarschijnlijk één van de belangrijkste ont-
wikkelingen in het particuliere verzekeringsbedrijf gedurende de 
laatste decennia. Premiedifferentiatie is een weerspiegeling van het 
feit dat er in de loop van de tijd een verschuiving is opgetreden in de 
belangrijkste oorzaak van schaden: van natuurverschijnselen naar 
menselijk gedrag. Premiedifferentiatie is ‘eenrichtingsverkeer’ in de 
zin dat de verzekeraar die achterblijft op dit gebied zichzelf ‘uit de 
markt prijst’.
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– Veranderingen in de premievoet zijn niet noodzakelijkerwijze een aandui-
ding dat het onderliggende risico gewijzigd is. In sociale verzekeringen 
leidt het omslagstelsel tot vertekeningen. In dit proefschrift wordt het 
begrip structurele premievoet gebruikt; het corrigeert voor afwijkingen 
in de premiestelling van sociale verzekeringen. In het particuliere 
verzekeringsbedrijf leiden onzekerheid t.a.v. het onderliggende risico 
en concurrentie tot f luctuaties rond het juiste niveau.

– Eén van de kenmerken van arbeidsongeschiktheidsverzekering is het 
feit dat het verzekerde risico niet scherp gedefinieerd is. Er bestaat een 
grijs gebied waarbinnen het onduidelijk is of de verzekerde arbeids-
ongeschikt is in de zin van de wet (in sociale verzekering) of onder de 
verzekeringsvoorwaarden (in particuliere verzekering). Het gebrek aan 
scherpe def initie beïnvloedt zowel het begin van de uitkering als het 
einde daarvan (als gevolg van herstel).

– Door de aanwezigheid van dit ‘grijze gebied’ staat arbeidsongeschikt-
heidsverzekering meer dan andere verzekeringsbranches bloot aan 
moreel risico. Met betrekking tot schadegevallen in het grijze gebied, 
subjectieve claims, heeft de verzekerde feitelijk een keuze tussen werk 
en een uitkering. Om te benadrukken dat arbeidsongeschiktheidsver-
zekering zich hierin onderscheidt van andere verzekeringsbranches (en 
niet zozeer in het voorkomen van gebrek aan zorg of bedrog), werd in 
dit proefschrift gekozen voor het gebruik van het begrip gedragseffecten 
in plaats van moreel risico.

– Om deze gedragseffecten binnen de perken te houden hebben particu-
liere en sociale verzekeraars de keuze uit een aantal beleidsmaatregelen 
die in een bepaalde verhouding toegepast kunnen worden, de beleidsmix. 
Vier soorten beleidsmaatregelen werden onderscheiden: 1) onvolledige 
vergoeding van de schade; 2) beperking van de risicodef initie; 3) de 
invoering van een ‘kwalif icatieperiode’; 4) controle maatregelen. In 
zekere mate zijn deze elementen van de beleidsmix uitwisselbaar. 
Soms wordt gebruik gemaakt van compartimentering van verschillende 
vormen van arbeidsongeschiktheid: hoe enger de risicodef initie hoe 
hoger de vervangingsratio.

– Er is toenemend bewijs dat veranderingen in de arbeidsongeschikt-
heidsfrequentie (morbiditeit) hoofdzakelijk verklaard worden door 
veranderingen in deze beleidsmaatregelen en dus grotendeels onaf-
hankelijk zijn van veranderingen in de algemene gezondheidstoestand 
of van de samenstelling van de verzekerde populatie.

– De invloed van gedragseffecten neemt toe naarmate de dekking (de 
vervangingsratio en/of de definitie van arbeidsongeschiktheid) ruimer 
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wordt. Dit maakt verruiming van de dekking kostbaar; er is sprake van 
een toenemend verschil tussen kosten van de dekking in een ‘ideale 
wereld’ (zonder gedragseffecten) en de ‘werkelijke wereld’.

– Gedurende de laatste tien jaren was er in elk van de drie landen die 
in dit proefschrift werd besproken sprake van een relatief stabiele 
morbiditeit (zij het op verschillende niveaus). De ‘beleidsmix’ waarmee 
deze stabiliteit bereikt werd is echter verschillend. Canada heeft de 
meeste beperkte def initie van arbeidsongeschiktheid; de def inities in 
Nederland in Duitsland zijn ruimer. Zowel in Duitsland als in Canada 
ligt de nadruk op een beperkte vervangingsratio en op een kwalif ica-
tieperiode. In Nederland daarentegen, is er geen kwalif icatieperiode en 
ligt de vervangingsratio op een hoger niveau; de nadruk ligt daardoor 
meer op controle (door de werkgever).

– In verzekeringen berust de prijsstelling in hoge mate op veronder-
stellingen ten aanzien van de toekomst. Dit vereist zowel voor de 
verzekeraar als voor de verzekerde een permanente terugkoppeling: 
als de feitelijke schadeontwikkeling afwijkt van de veronderstelde, 
zal de verzekeraar tarieven en/of voorwaarden aanpassen; de ver-
zekerde moet mogelijk de keuze van de dekking aanpassen. In de 
arbeidsongeschiktheidsverzekering worden deze afwijkingen meestal 
veroorzaakt door verstoringen in de balans tussen gedragseffecten 
en maatregelen om deze te beperken. Daarom moet de verzekeraar 
in die gevallen eerst overwegen om die beleidsmaatregelen aan te 
passen.

8.3 De effecten van privatisering

Inleiding
De onderzoeksvraag – wat zijn de effecten van privatisering van publieke 
arbeidsongeschiktheidsregelingen – werd onderverdeeld in de volgende 
deelvragen:
– Wat is de rationele vraag naar arbeidsongeschiktheidsdekking?
– Wat zijn de effecten van privatisering op de dekking (verder onderver-

deeld in de effecten op de omvang, de flexibiliteit en de aanpasbaarheid 
van de dekking).

– Heeft privatisering geleid tot een ‘dubbele-lasten-probleem’?
– Heeft privatisering geleid tot marktfalen?
– Heeft privatisering geleid tot vraaganomalieën?
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– Wat zijn de gevolgen voor de prijs van de verzekering? (verder onder-
verdeeld in de gevolgen voor de verschillende kostenfactoren: preventie, 
reïntegratie, controle- en transactiekosten)?

– Wat zijn de gevolgen voor risicosolidariteit?
– Wat zijn de gevolgen voor inkomenssolidariteit?
– Zijn er nog andere gevolgen?
– Wat zou een rationele risicotoerekening tussen werkgever en werknemer 

zijn?

De antwoorden op de vragen inzake de motieven voor en typen van privati-
sering, rationele vraag naar arbeidsongeschiktheidsdekking en de rationele 
risicotoedeling tussen werkgever en werknemer zijn beschrijvend van aard 
en worden hieronder eerst behandeld. De antwoorden op de hierboven 
geformuleerde deelvragen zijn samengevat in tabel 8.1 (hieronder).

Motieven voor privatisering van de publieke regelingen in dit onderzoek
De drie landen die behandeld worden in dit proefschrift hadden verschillende 
motieven om (een deel van) hun publieke arbeidsongeschiktheidsregelingen 
te privatiseren.

In Nederland was privatisering onderdeel van een reeks maatregelen 
om de hoge invalideringsfrequentie in het publieke stelsel onder controle 
te krijgen. Het voornaamste argument dat destijds gehanteerd werd was: 
“De kosten daar te leggen waar zij beheerst en beïnvloed kunnen worden.” 
Dit leidde tot een reeks van ‘prikkels’ voor ondernemingen zoals premiedif-
ferentiatie binnen het publieke stelsel en de mogelijkheid uit dat stelsel 
te treden.

In Duitsland speelden overwegingen een rol die niet gerelateerd waren 
aan de regeling voor arbeidsongeschiktheid als zodanig. De invaliderings-
frequentie was sinds de eeuwwisseling relatief stabiel geweest. De publieke 
arbeidsongeschiktheidsverzekering was echter altijd een onderdeel geweest 
van de sociale ouderdomspensioenregeling en de f inanciering daarvan 
was in toenemende mate onder druk komen te staan door demograf ische 
veranderingen. Duitsland stond daaraan meer bloot dan andere ontwikkelde 
landen omdat de vruchtbaarheidsquotiënt relatief laag is en de publieke 
ouderdomspensioenen relatief hoog waren. Men zocht een oplossing in een 
gedeeltelijke overgang van het omslagstelsel naar het kapitaaldekkingsstel-
sel. Dat laatste werd gezien als het domein van particuliere verzekeraars. De 
vervangingsratio’s van de ouderdoms- en de arbeidsongeschiktheidsuitke-
ringen werden verlaagd en de bevolking werd geadviseerd en gestimuleerd 
om aanvullende dekking te zoeken op de particuliere markt.
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In Canada was de situatie weer anders. De toenmalige ‘grondwet’ 
beperkte de mogelijkheden van de federale overheid om – onder andere 
– sociale ouderdoms- en arbeidsongeschiktheidsregelingen in te voeren. 
Deze restricties werden in de zestiger jaren van de vorige eeuw opgeheven 
en pas daarna vond invoering plaats. Op dat moment hadden de meeste 
grote bedrijven al hun eigen regelingen. Zowel het levensverzekeringsbedrijf 
als de verzekerden hadden er groot belang bij de status quo in stand te 
houden. Daarom werd besloten sociale verzekeringen in te voeren die slechts 
beperkte dekking zouden bieden (zo boden zij voor verzekerden met een vol-
ledige carrière bij pensionering of arbeidsongeschiktheid vervangingsratio’s 
van – oorspronkelijk – ca. 25%). In de terminologie van dit proefschrift 
was het Canadese programma ‘vanaf het begin gedeeltelijk geprivatiseerd.’

Typen van privatisering
Privatisering van sociale verzekeringen werd gedef inieerd als het proces 
waarin hetzij de risicodrager hetzij de beslissing omtrent de omvang van 
de dekking verschuift van ‘publiek’ naar ‘privaat’. In ons onderzoek vonden 
wij zes verschillende voorbeelden van privatisering: vier in Nederland, 
één in Duitsland en één in Canada. Met gebruikmaking van het hierboven 
omschreven kader werden zij als volgt gerubriceerd.

Volledige privatisering: in Nederland werd de arbeidsongeschiktheidsrege-
ling voor zelfstandigen (“WAZ”) stopgezet in 2004. De beslissing omtrent 
het al dan niet verzekeren van het arbeidsongeschiktheidsrisico en de mate 
waarin werd overgelaten aan de zelfstandigen; het aanbod van dekking 
werd overgelaten aan particuliere verzekeraars.

Gedeeltelijke privatisering: Voorbeelden van gedeeltelijke privatisering 
zijn de veranderingen in de Duitse ouderdoms- en arbeidsongeschiktheids-
regeling aan het einde van de vorige eeuw. De Canadese ouderdoms- en 
arbeidsongeschiktheidsregeling kan eveneens als een voorbeeld van 
gedeeltelijke privatisering ‘vanaf het begin’ worden beschouwd. In beide 
gevallen blijft de overheid de omvang van de dekking bepalen en blijft de 
overheid risicodrager. De uitkeringen van een bestaande sociale regeling 
worden echter gereduceerd tot een niveau waarbij een rationeel handelend 
persoon aanvullende dekking zou kopen. Aanbod van die aanvullende 
dekking wordt overgelaten aan particuliere verzekeraars.

De facto privatisering: Een voorbeeld van de facto privatisering doet zich 
voor in Nederland. Er bestaat een sociale arbeidsongeschiktheidsregeling 
voor werknemers (“WIA”) maar niet voor zelfstandigen. Iemand die van 
die zijn status van werknemer verruilt voor die van zelfstandige treedt in 
feite uit de sociale verzekeringsregeling. Dat is op grote schaal gebeurd: het 



SAMENVAT TING EN CONCLUSIES (SUMMARY IN DUTCH) 345

aantal zelfstandigen als percentage van de beroepsbevolking is aanzienlijk 
gestegen.

Tussenvormen: Wij vonden twee voorbeelden in Nederland. In beide 
gevallen blijft de overheid – via wetgeving – de omvang van de dekking 
bepalen, maar beperkt zijn rol als risicodrager:
– De werknemer heeft in geval van ziekte gedurende maximaal 104 weken 

recht op 70% van zijn/haar normale loon. De overheid is echter geen 
risicodrager meer; het risico berust bij de werkgever. Het is aan de 
werkgever dit risico al dan niet te verzekeren.

– In geval van gedeeltelijke arbeidsongeschiktheid (“WGA”) heeft een 
werknemer recht op een wettelijk bepaalde uitkering. Wat de risico-
drager betreft, heeft de werkgever een keuze. Een werkgever die niet 
uitdrukkelijk anders te kennen geeft, is verzekerd in het publieke stelsel, 
maar werkgevers kunnen ‘uittreden’ mits zij overeenkomstige dekking in 
de particuliere markt kopen. Dit wordt wel het hybride stelsel genoemd: 
‘publiek’ en ‘privaat’ concurreren met elkaar.

Voor ons onderzoek kon analyse van de facto privatisering achterwege 
blijven aangezien de effecten daarvan niet afwijken van die van de 
privatisering van het arbeidsongeschiktheidsrisico van zelfstandigen. 
Aan de andere kant bleken in bepaalde gevallen de effecten van pri-
vatisering te verschillen per soort verzekerde (bijv. kleine tegenover 
grote ondernemingen en personen met hoge tegenover die met lage 
inkomens). Dit was het geval bij vier vormen van privatisering (die van 
het arbeidsongeschiktheidsrisico van zelfstandigen en van het ziekterisico 
van werknemers in Nederland en de privatisering van het arbeidsonge-
schiktheidsrisico in Duitsland en Canada). Dit bracht het aantal totaal 
aantal gevallen waarvoor de effecten geanalyseerd is op negen – dat is 
het aantal kolommen in tabel 8.1.
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Rationele vraag naar ziekte- en arbeidsongeschiktheidsdekking
In algemene termen vonden wij dat het arbeidsongeschiktheidsrisico door 
de overgrote meerderheid van de mensen verzekerd zou moeten worden; 
hun toekomstige inkomsten zijn hun grootste ‘actiefpost’. Dit is niet nieuw: 
het was de reden voor de invoering van de verschillende vormen van sociale 
verzekering ter dekking van dit risico. Wij vonden echter ook aanwijzingen 
dat de ‘gebruikelijke’ dekking – in het bijzonder die in de sociale verzekering 
in de ‘pre-privatiseringsfase’ – mogelijk verder gaat dan de rationele vraag. 
Die aanwijzingen hebben verschillende achtergronden:
– Als de def initie van arbeidsongeschiktheid onveranderd blijft, zou 

de verhoging van de wettelijke pensioenleeftijd kunnen leiden tot 
een aanmerkelijk groter aantal uitkeringsgerechtigden als gevolg van 
beroepsslijtage. Dit zou het doel van de verhoging van de pensioenleeftijd 
illusoir maken. Arbeidsongeschiktheid is een dure vorm van vervroegde 
pensionering, zo werden onze bevindingen samengevat. Dit vereist een 
heroverweging van de wijze waarop arbeid wordt gereorganiseerd en 
van het arbeidsongeschiktheidscriterium.

– Enigszins anders is de situatie ten aanzien van psychische stoornissen. 
De omvang van de schadefrequentie2 alleen al geeft aanleiding tot de 
gedachte dat de oplossing buiten het terrein van de verzekering gezocht 
moet worden. Zoals in het geval van beroepsslijtage is waarschijnlijk 
een andere structurering van arbeidsprocessen en een andere definitie 
van arbeidsongeschiktheid nodig.

– Overige. Uit ons onderzoek bleek ook, dat zelfstandigen die een bewuste 
keuze maken ten aanzien van arbeidsongeschiktheidsverzekering, soms 
kiezen voor een verzekering met een beperkte def initie, een beperkte 
vervangingsratio of een combinatie van beide. (Er zijn ook mensen die 
de voorkeur zouden geven aan een ruime dekking tegen een premie die 
ver beneden die in de markt ligt; die gevallen liggen buiten onze definitie 
van ‘rationele vraag’). De keuzes zouden deels beïnvloed kunnen zijn 
door het feit dat er veel meer tweeverdieners zijn dan toen de sociale 
arbeidsongeschiktheidsverzekeringen ingevoerd werden. Een dubbel 
inkomen reduceert het arbeidsongeschiktheidsrisico op gezinsniveau.

Een diepgaande analyse van de rationele vraag naar arbeidsongeschikt-
heidsverzekering valt buiten het kader van dit proefschrift. Het onderwerp 
vraagt verdere studie in het bijzonder ten aanzien van de effecten van de 

2 Psychische stoornissen als percentage van alle nieuwe arbeidsongeschiktheidsgevallen 
belopen in Nederland 34% (WGA: 41%, IVA 10%), Duitsland: 43% en Canada: 31%).
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verhoging van de pensioenleeftijd en ten aanzien van de frequentie van 
psychische stoornissen. Suggesties wat betreft deze studies volgen (infra, 8.6).

Rationele risicotoerekening tussen werkgever en werknemer
Als een sociale ziekte- of arbeidsongeschiktheidsverzekering wordt gepri-
vatiseerd, rijst de vraag voor of het risico aan de werkgever dan wel aan de 
werknemer toegerekend moet worden. Wij kwamen tot de conclusie, dat het 
in de meeste gevallen de voorkeur verdient het risico aan de werkgever toe te 
rekenen en deze (indien nodig) het risico via verzekering te laten afdekken.

8.4 Bespreking van de uitkomsten

Deze bespreking is onderverdeeld in drie delen: specif ieke uitkomsten 
(8.4.1), algemeen commentaar (8.4.2) en een bespreking van de sterkten en 
zwakten van ons onderzoek (8.4.3).

8.4.1 Specifieke uitkomsten

De uitkomsten van ons onderzoek zijn samengevat in tabel 8.1. Ter wille van 
de overzichtelijkheid zijn de resultaten onderverdeeld in vier categorieën. 
Bij die indeling is gebruik gemaakt van het eerder beschreven onderscheid 
tussen de medische en de gedragsmatige benadering van arbeidsongeschikt-
heid (supra, 2.4):
– Algemeen: effecten van privatisering die bij alle soorten sociale verze-

keringen zouden voorkomen (zij het niet noodzakelijkerwijze in dezelfde 
mate);

– Medisch: effecten die verband houden met de medische benadering 
van arbeidsongeschiktheid;

– Gedragsmatig: effecten die verband houden met de gedragsmatige 
benadering van arbeidsongeschiktheid;

– Overig: effecten die niet in een van de andere categorieën vallen.

Algemeen
Onder deze categorie vallen de effecten van privatisering ten aanzien van 
marktfalen, dubbele lasten, transactiekosten, f lexibiliteit van de dekking, 
vraaganomalieën, risicosolidariteit, inkomenssolidariteit en het identif iceren 
en beprijzen van risico’s. Graf iek 8.1 geeft een indruk van de effecten in 
de rubriek ‘Algemeen’. We geven een kort commentaar bij elk onderdeel 
en besluiten met algemeen commentaar bij de effecten in deze categorie.
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Marktfalen. Binnen het kader van dit proefschrift werd marktfalen 
gedef inieerd als het verschijnsel dat het aanbod verdwijnt als gevolg van 
informatie-asymmetrie; volgens de theorie zouden aspirant-verzekerden 
beter zijn geïnformeerd over de aard van het risico dat zij willen verzekeren 
dan verzekeraars. Uit ons onderzoek komt geen marktfalen van enig belang 
naar voren: premievolumes in de meeste markten nemen toe en voor zover 
dat niet het geval is, kan dat worden toegeschreven aan de staat van de 
economie in de onderzochte periode. Deze afwijking van de theorie werd 
als volgt verklaard: informatie-asymmetrie speelt een veel minder grote 
rol dan verondersteld. Wij suggereerden dat de balans ten aanzien van de 
informatie is hersteld – en misschien zelfs is verschoven in het voordeel 
van verzekeraars – door de data-analyse die de laatste decennia op grote 
schaal heeft plaatsgevonden. In deze benadering kan die balans verstoord 
worden door regels die het verzekeraars beletten relevante informatie te 
verzamelen of te gebruiken; dit leidt tot zogenaamde institutionele anti-
selectie. Wij vonden geen aanwijzingen voor het bestaan van zulke regels 
in één van de drie landen die in dit proefschrift behandeld zijn. De enige 
markt (niet vermeld in tabel 8.1) waarvan het functioneren twijfelachtig is, 

Grafiek 8.1:  Samenvatting van de effecten van privatisering – Algemeen
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Noot: de grafiek geeft het ongewogen gemiddelde weer van de effecten zoals weergegeven in de 
negen kolommen van tabel 8.1 in de rubriek ‘Algemeen’. Bij het bepalen van deze gemiddelden 
werd aan twee minnen de waarde -2 toegekend, aan één min de waarde -1 enz. De effecten 
op ‘dubbele lasten’ zijn weggelaten, omdat deze in sterke mate bepaald worden door de 
geschiedenis van de geprivatiseerde regeling.
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is het hybride stelsel in Nederland waarin ‘publiek’ en ‘privaat’ op gelijke 
voet zouden moeten concurreren. De problemen houden geen verband met 
informatie asymmetrie, maar het met het feit dat het moeilijk blijkt te zijn 
het ‘speelveld’ ‘gelijk’ te houden.

Dubbele lasten. Privatisering brengt een overgang van het omslagstelsel 
naar het kapitaaldekkingsstelsel met zich mee en dit resulteert in een periode 
van ‘dubbele lasten’. Het effect is eenmalig maar voor de overgangsperiode 
niettemin van belang. Het effect bleek het grootste te zijn bij de gedeeltelijke 
privatisering van de algemene Duitse arbeidsongeschiktheidsregeling, omdat 
deze samenviel met een gedeeltelijke privatisering van de ouderdomspen-
sioenen (waarbij het probleem nog groter is). Dubbele lasten hebben verder 
een belangrijke invloed gehad op de vorm van de gedeeltelijke privatisering 
van het arbeidsongeschiktheidsrisico van werknemers in Nederland. In 
Canada (waar er sprake was van ‘privatisering vanaf het begin’) waren de 
effecten afwezig en verwaarloosbaar in Nederland bij de privatisering van 
de Ziektewet en van de arbeidsongeschiktheidsregeling voor zelfstandigen.

Transactiekosten. In de vakliteratuur bestaat er overeenstemming dat 
particuliere verzekeraars hogere transactiekosten hebben en ons onderzoek 
heeft niet tot andere uitkomsten geleid. Het verschil met publieke verzeke-
ringen wordt in hoofdzaak verklaard door marketing- en verkoopkosten – die 
een onvermijdelijk onderdeel zijn van particuliere verzekering. Er zijn 
weinig aanwijzingen dat de schadebehandelingskosten van particuliere 
verzekeraars hoger zouden zijn en evenmin dat schaaleffecten een grote 
rol spelen. Het verschil in transactiekosten tussen ‘publiek’ en ‘privaat’ is 
kleiner bij collectieve dan bij individuele contracten.

Flexibiliteit van de dekking. Flexibiliteit werd gedefinieerd als de mogelijk-
heid om de dekking aan te passen aan de specif ieke behoeften van de cliënt. 
Het is nauwelijks verrassend dat uit ons onderzoek blijkt dat privatisering 
tot toegenomen flexibilisering heeft geleid; het is een rechtstreeks gevolg 
van de def initie van sociale verzekering die uniforme dekking aanbiedt. 
Er is één uitzondering: de gedeeltelijk geprivatiseerde regeling voor de 
arbeidsongeschiktheid van werknemers in Nederland biedt verzekeraars 
geen mogelijkheid tot f lexibiliteit.

Vraaganomalieën. Vraaganomalie werd gedefinieerd als het verschijnsel 
dat de feitelijke vraag verschilt van de rationele vraag. In het kader van 
arbeidsongeschiktheidsverzekeringen is het belangrijkste probleem dat 
mensen niet genoeg dekking kopen als dat niet verplicht is. Wij vonden 
aanwijzingen van vraaganomalieën als gevolg van privatisering. In Neder-
land is dit voornamelijk het geval bij de zelfstandigen. Geschat wordt dat 
ongeveer 27% van hen onvoldoende alternatieve bronnen van inkomen zou 
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hebben in geval van arbeidsongeschiktheid. Zij hebben geen of onvoldoende 
arbeidsongeschiktheidsverzekering. Er zijn geen schattingen beschikbaar 
ten aanzien van de situatie in Duitsland. Aangezien de meerderheid van 
de werknemers aanvullende particuliere dekking nodig zou hebben en 
slechts 25% zich aanvullend heeft verzekerd, bestaat er consensus dat er 
aanzienlijke onderverzekering bestaat. Vraaganomalieën in Canada zijn 
evenmin gekwantif iceerd. Aanvullende verzekering vindt daar meestal via 
collectieve verzekering plaats en verzekeringsdeskundigen zijn van mening 
dat vraaganomalieën zich hoofdzakelijk voordoen bij kleinere ondernemin-
gen. Deze bevindingen rechtvaardigen de conclusie dat vraaganomalieën 
minder uitgesproken zijn voor zover dekking is georganiseerd via collectieve 
contracten (georganiseerd door de werkgever).

Risicosolidariteit. Risicosolidariteit werd gedef inieerd als de situatie 
waarin er geen verschil is in premievoet tussen verzekerden met een verschil-
lend risicoprofiel. Dit is een kenmerk van sociale arbeidsongeschiktheidsver-
zekeringen: de premie houdt geen rekening met verschillen in bijv. leeftijd of 
gezondheid (veel stelsels houden daarentegen wel rekening met verschillen 
in bedrijfstak). Particuliere verzekeraars passen premiedifferentiatie toe 
daarom verdwijnt de risicosolidariteit als gevolg van privatisering. Het effect 
is minder duidelijk tot bijna afwezig in geval van collectieve verzekeringen 
met verplichte deelname.

Identificeren en beprijzen van risico’s. Dit is het spiegelbeeld van het ver-
dwijnen van risicosolidariteit. Identif iceren en beprijzen (of: kwantif iceren) 
van risico’s vormen de eerste stappen in het riskmanagementproces dat 
eerder werd beschreven. Als zodanig vormen zij een belangrijke factor in 
de voorkoming en de beperking van schaden. Dit verklaart waarom dit het 
meest positieve effect van privatisering is.

Inkomenssolidariteit. Inkomenssolidariteit werd gedef inieerd als de 
situatie waarin de premievoet stijgt met het inkomen. Uit ons onderzoek 
komt naar voren dat privatisering in de meeste gevallen een verwaarloosbaar 
effect had op inkomenssolidariteit. De verklaring daarvoor is dat sociale 
arbeidsongeschiktheidsverzekeringen nauwelijks een herverdelend effect 
hebben: in de meeste programma’s worden zowel de premie als de uitkering 
uitgedrukt als een percentage van het inkomen en die percentages zijn 
onafhankelijk van het niveau van dat inkomen. Er bleken twee uitzonde-
ringen op deze algemene bevinding te zijn: ten eerste de beëindigde 
Nederlandse regeling voor zelfstandigen (die binnen een beperkte reeks 
van inkomensniveaus extreem nivellerend was) en ten tweede het Canadese 
stelsel waarin de uitkering naast een inkomensafhankelijke ook een vaste 
component heeft.
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Afsluitend commentaar. De effecten in de categorie ‘Algemeen’ geven 
een gemengd beeld te zien. Zij weerspiegelen de algemene verschillen 
tussen particuliere en sociale verzekering: hogere transactiekosten zijn 
de prijs van een grotere flexibiliteit in het aansluiten bij de behoeften van 
verzekerden. Betere identif icatie van risico’s (en het dienovereenkomstig 
beprijzen daarvan) betekent minder risicosolidariteit (zij het niet minder 
inkomenssolidariteit). Tenslotte betekent privatisering dat een aantal 
personen minder verzekeringsdekking heeft dan nodig, hoewel die dekking 
wel beschikbaar is op de markt.

Medisch
Onder deze categorie vallen de effecten van privatisering ten aanzien van 
preventie en reïntegratie. Graf iek 8.2 geeft een indruk van de effecten in 
de rubriek ‘Medisch’. We geven een kort commentaar bij elk onderdeel 
en besluiten met algemeen commentaar bij de effecten in deze categorie.

Preventie. De logica van het riskmanagement-proces vereist dat 
maatregelen om een mogelijke schade te voorkomen voorafgaan aan 
verzekering daarvan. In sommige gevallen stellen particuliere verzeke-
raars bepaalde preventiemaatregelen als voorwaarde voor het accepteren 
van de verzekering. Uit ons onderzoek komt naar voren dat particuliere 
verzekeraars geen rol voor zichzelf zien op het gebied van preventie in 
arbeidsongeschiktheidsverzekering. De verzekerde zou dat kunnen zien 
als inmenging in het bedrijfsproces. Als gevolg hiervan berust preventie 
primair op van overheidswege vastgestelde maatregelen ten aanzien 
van arbeidsomstandigheden. Deze gelden zowel voor particuliere als 
sociale verzekering. Het effect van privatisering op preventie is daarom 
verwaarloosbaar. Er is echter wel sprake van een indirect effect: parti-
culiere verzekeraars differentiëren hun premie op basis van het risico. 

Grafiek 8.2:  Samenvatting van de effecten van privatisering – Medisch
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Noot: de grafiek geeft het ongewogen gemiddelde weer van de effecten zoals weergegeven in 
de negen kolommen van tabel 8.1 in de rubriek ‘Medisch’. Bij het bepalen van deze gemiddelden 
werd aan twee minnen de waarde -2 toegekend, aan één min de waarde -1 enz.



SAMENVAT TING EN CONCLUSIES (SUMMARY IN DUTCH) 353

Voor een werkgever met een slecht ‘schadeverleden’ zou de mogelijkheid 
van een lagere premie een prikkel kunnen zijn om zijn inspanningen op 
het gebied van preventie te verhogen. Dit ‘indirecte’ effect is duidelijk 
waarneembaar in de privatisering van het ziekterisico van werknemers 
in Nederland.

Reïntegratie. Slechts in één type privatisering (dat van het ziekterisico van 
werknemers in Nederland) bleek het effect van privatisering positief te zijn; 
in alle andere gevallen bleken er in dit opzicht geen duidelijke verschillen 
te bestaan tussen ‘privaat’ en ‘publiek’. Particuliere verzekeraars stellen – 
overtuigend – dat zij een groot f inancieel belang hebben bij reïntegratie: ten 
eerste bespaart geslaagde re-integratie hun direct geld; ten tweede leveren 
effectieve reïntegratieprocedures een concurrentievoordeel op en daarmee 
een indirecte winstbron.

De ogenschijnlijke tegenstelling tussen inspanning en effect wordt ten 
dele verklaard door beperkte vergelijkbaarheid van ‘publiek’ en ‘privaat’. 
In de eerste plaats blijken de verzekerde populaties te verschillen (in alle 
gevallen), ten tweede de risicodefinities (in het bijzonder in Duitsland en 
Canada).

Hieraan kan nog worden toegevoegd dat of ‘publiek’ of ‘privaat’ nu beter 
is in re-integratie, de ‘verkeerde’ vraag is in de zin dat het accent verkeerd 
gelegd wordt. Het is zinvoller te onderzoeken waarom er maar zo weinig 
ontvangers van een arbeidsongeschiktheidsuitkering weer aan het werk 
gaan ongeacht of zij publiek of privaat verzekerd zijn.

De kansen op re-integratie kunnen in belangrijke mate verklaard 
worden uit de def initie van arbeidsongeschiktheid. De enige vorm van 
privatisering waarin er een duidelijk verschil bestaat tussen ‘publiek’ 
en ‘privaat’ is ‘ziekte’ in Nederland. De ziektefase (de eerste 104 weken) 
is de periode waarin de kansen op herstel het grootst zijn. Meer in het 
algemeen geldt, dat de risicodef initie een tweesnijdend zwaard is. Een 
zeer beperkte def initie sluit herstel nagenoeg uit (een voorbeeld is het CPP 
stelsel in Canada). Een ruimere def initie leidt tot een groter ‘grijs gebied’ 
en dit bemoeilijkt de kans dat bewezen kan worden dat de verzekerde is 
hersteld. Dit doet zich voor bij de particuliere arbeidsongeschiktheids-
verzekering in Duitsland en bij de Nederlandse regeling voor gedeeltelijk 
arbeidsgeschikten (“WGA”).

Afsluitend commentaar. Privatisering lijkt de kansen op preventie of reïn-
tegratie in de arbeidsongeschiktheidsfase (na 104 weken) niet te verbeteren. 
Voor zover particuliere verzekeraars betere resultaten boeken op het terrein 
van reïntegratie is dit beperkt tot de ziektefase of houdt dit waarschijnlijk 
verband met een bredere def initie van arbeidsongeschiktheid.



354 PRIVATISATION IN PRAC TICE 

Gedragsmatig
Onder deze categorie worden de effecten van privatisering besproken op het 
gebied van controle, omvang en aanpasbaarheid van de dekking. Grafiek 8.3 
geeft een indruk van de effecten in de rubriek ‘Gedragsmatig’. We geven een 
kort commentaar bij elk onderdeel en besluiten met algemeen commentaar 
bij de effecten in deze categorie.

Controle. Gedragseffecten spelen een belangrijke rol in de kosten van 
arbeidsongeschiktheidsverzekering en als gevolg daarvan geldt dat ook 
voor ‘controle’ (daarop). Als gevolg van een gebrek aan gegevens gaf ons 
onderzoek geen duidelijke effecten op dit punt te zien. Het effect was wel 
positief in het geval van de ziekteverzekering voor werknemers in Nederland 
en in het geval van de gedeeltelijke privatisering in Duitsland.

Omvang van de dekking. In een aantal gevallen leidde privatisering ertoe 
dat particuliere verzekeraars de dekking verruimden ten opzichte van de 
geprivatiseerde sociale regeling. Verder bleek dat particuliere verzekeraars 
moeite hebben een meer beperkte dekking aan te bieden dan het publieke 
stelsel. Zij vrezen in dat geval voor negatieve publiciteit. Feitelijk fungeert 
de ‘publieke’ def initie daarmee als een minimum standaard.

Aanpasbaarheid van de dekking. Aanpasbaarheid werd gedefinieerd als 
de mogelijkheid de voorwaarden van de dekking te veranderen wanneer 
veranderende omstandigheden dat noodzakelijk maken. Dit is om twee 
redenen van belang. Ten eerste, omdat arbeidsongeschiktheidsverzekeringen 
meer dan andere soorten verzekering blootgesteld zijn aan gedragseffecten 
en omdat deze een element van onvoorspelbaarheid hebben. Ten tweede, 
omdat de vooruitzichten voor vele aandoeningen veranderen ten gevolge 
van voortdurende vooruitgang van de medische zorg. Aanpasbaarheid 

Grafiek 8.3:  Samenvatting van de effecten van privatisering – Gedragsmatig
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Noot: de grafiek geeft het ongewogen gemiddelde weer van de effecten zoals weergegeven in de 
negen kolommen van tabel 8.1 in de rubriek ‘Gedragsmatig’. Bij het bepalen van deze gemid-
delden werd aan twee minnen de waarde -2 toegekend, aan één min de waarde -1 enz.
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kent uiteraard gradaties; ook de inhoud van sociale verzekeringen kan 
gewijzigd worden. In de praktijk blijkt dat echter minder gemakkelijk te 
gebeuren. In de eerste plaats kost de vereiste verandering van de wetgeving 
over het algemeen meer tijd dan verandering in polisvoorwaarden en/
of tarieven van particuliere verzekeraars. Ten tweede lijkt het ‘publieke’ 
feedbackmechanisme minder goed te functioneren. Het omslagstelsel maakt 
het gemakkelijker noodzakelijke aanpassingen uit te stellen, aangezien het 
enige jaren duurt voordat ongunstige ontwikkelingen volledig in de kosten 
van de betreffende regeling tot uitdrukking komen. In één geval was er geen 
sprake van verbeterde aanpasbaarheid: het gedeeltelijk geprivatiseerde 
programma voor de arbeidsongeschiktheid van werknemers in Nederland 
biedt verzekeraars geen mogelijkheid tot aanpassing van de dekking.

Afsluitend commentaar. De effecten in de categorie ‘gedragsmatig’ zijn 
over het algemeen positief. In hoofdstuk 2 vonden we dat gedragseffec-
ten binnen aanvaardbare grenzen gehouden kunnen worden door een 
combinatie van beleidsmaatregelen. De vervangingsratio, de definitie 
van arbeidsongeschiktheid en controle zijn daarvan de belangrijkste. We 
vonden ook dat deze maatregelen tot op zekere hoogte uitwisselbaar zijn 
(supra, 2.4). In ons onderzoek werden de vervangingsratio en de definitie 
van arbeidsongeschiktheid samengevat onder het begrip omvang van de 
dekking. In het algemeen betekent een ruimere omvang van de dekking dat 
de verzekeraar meer blootstaat aan gedragseffecten. De uitkomsten van ons 
onderzoek kunnen als volgt worden gelezen: deze grotere blootstelling wordt 
meer dan gecompenseerd door effectievere controle en de mogelijkheid om 
de dekking snel aan te passen. In gevallen waarin ‘publiek’ concurreert met 
‘privaat’ zijn deze mogelijkheden enigszins beperkt, omdat de ‘publieke’ 
def initie in feite als minimum standaard functioneert.

Overige
In deze categorie bespreken we het verdwijnen van het verschil tussen ar-
beidsongevallen/beroepsziekten en algemene arbeidsongeschiktheid. Zowel in 
Duitsland als in Canada bestaan er verschillende publieke regelingen voor 
de beide soorten risico’s. Particuliere verzekeraars maken dat onderscheid 
nauwelijks meer. In onze terminologie betekent dit het feitelijke einde van 
een vorm van compartimentering. In dit geval wogen de nadelen daarvan 
kennelijk zwaarder dan de voordelen. Wij zochten een verklaring in de 
voortdurend afnemend aantallen beroepsongevallen/beroepsziekten en in 
het feit dat het moeilijk is de verschillen in uitkeringsniveaus te rechtvaardi-
gen. Verdwijning van de verschillen werd als ‘positief effect’ gekwalif iceerd 
vanwege het onbevredigende karakter van de verschillen.
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8.4.2 Algemeen commentaar

Deze resultaten moeten worden bezien tegen de achtergrond van de beper-
kingen van dit onderzoek zoals uiteengezet in de inleiding (hoofdstuk 1): 
de conclusies zijn gebaseerd op waarnemingen in drie landen, de effecten 
werden bekeken vanuit een verzekeringsperspectief, slechts ‘structurele 
effecten’ werden in aanmerking genomen en het ‘wegen’ van de verschillende 
effecten werd beschouwd als een kwestie van politieke of persoonlijke 
voorkeur. Met inachtneming van deze beperkingen lijken de uitkomsten 
van ons onderzoek overtuigend: de meeste effecten zijn gebaseerd op de 
kenmerken van de respectievelijke vormen van particuliere en sociale 
verzekeringen en werden bevestigd in interviews met betrokken partijen.

Sommige conclusies zouden ook buiten de onderzochte vormen van 
privatisering waardevol kunnen zijn. Dat geldt ten eerste zou voor het 
gehanteerde kader van onderzoek en ten tweede voor bepaalde ‘prof ielen’ 
in de vormen van privatisering.

In algemene zin kunnen de negatieve effecten beschouwd worden als de 
‘prijs’ die betaald moet worden om de positieve effecten zoals flexibiliteit 
en aanpasbaarheid te realiseren. Typen privatisering waarin f lexibiliteit 
en aanpasbaarheid niet bestaan zijn daarom minder aantrekkelijk dan die 
waarin dit wel het geval is. Een voorbeeld van dat laatste is het gedeeltelijk 
geprivatiseerde programma voor de arbeidsongeschiktheid van werknemers 
in Nederland (het ‘hybride stelsel’). Omgekeerd biedt privatisering door 
middel van collectieve contracten met verplichte deelname een aantal 
voordelen boven die door individuele contracten: transactiekosten zijn lager, 
vraaganomalieën kunnen gemakkelijker worden aangepakt en tenslotte 
zijn er verzekeringstechnische voordelen: collectieve contracten impliceren 
een zekere mate van risicosolidariteit. Deze voordelen worden geïllustreerd 
door de situatie in Canada: de ‘privatisering vanaf het begin’ heeft geleid tot 
een dominerende positie van collectieve verzekeringen. Deze overwegingen 
leiden tot de ‘beleidsimplicaties’ die in 8.5 besproken zullen worden.

8.4.3 Sterkten en zwakten van het onderzoek

De omvang van de effecten van privatisering van in het totaal 9 privatise-
rings-/cliëntencombinaties zijn gewaardeerd op basis van 14 criteria; dat 
zou geleid hebben tot 126 waarderingen. Eén criterium echter, (‘verdwijnen 
van het verschil tussen arbeidsongevallen/beroepsziekten en algemene 
arbeidsongeschiktheid’) was niet van toepassing op 5 privatiserings-/
cliëntencombinaties) en bracht daarmee het totaal aantal waarderingen 
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op 121. Hiervan konden 16 niet worden gekwantif iceerd (de vraagtekens 
in tabel 8.1).

Als gevolg van het ontbreken van data zijn de overige effecten van 
privatisering slechts in beperkte mate gekwantif iceerd (supra, 2.6). We 
gebruikten een vijfpunts-schaal (variërend van ‘++’ of ‘zeer positief’ tot ‘--’ 
of ‘zeer negatief). Waarderingen op die schaal berusten op een persoonlijke 
inschatting op basis van verschillende bronnen – vermeld in de desbetref-
fende paragrafen in de hoofdtukken 3, 4 en 5. De mate van onzekerheid van 
deze bronnen verschilt en wordt hierna besproken. Er werd naar gestreefd 
dat de waarderingen tussen de verschillende vormen van privatisering per 
effect vergelijkbaar zijn (d.w.z. horizontaal in tabel 8.1). Die vergelijkbaarheid 
bestaat niet zonder meer tussen de verschillende effecten per vorm van 
privatisering (d.w.z. verticaal in tabel 8.1). Zoals eerder besproken, is het 
wegen van de verschillende effecten een kwestie van persoonlijke of politieke 
voorkeur (supra, 2.6). Hierna bespreken we de bronnen van de resterende 
105 waarderingen en de mate van onzekerheid in elk daarvan.

De waarderingen op basis van 7 criteria (de effecten op: de flexibiliteit 
van de dekking, risicosolidariteit, het identificeren en beprijzen van risico’s, 
inkomenssolidariteit, omvang van de dekking en het verdwijnen van het 
onderscheid van werk-gerelateerde en algemene arbeidsongeschiktheid) zijn 
gebaseerd op een vergelijking tussen de ‘publieke’ en ‘private’ voorwaarden 
van verzekering (met inachtneming van aspecten van toezicht die van 
invloed zijn op de laatste). Dit zou geleid hebben tot 7 x 9 = 63 waarderingen. 
Zoals eerder opgemerkt was het verdwijnen van het verschil enz. niet van 
toepassing in 5 gevallen en kon het effect op inkomenssolidariteit niet 
worden vastgesteld waarmee het aantal waarderingen in deze rubriek op 
56 kwam. Deze vergelijkingen waren niet moeilijk te maken: de ‘publieke’ 
en de ‘private’ verzekeringsvoorwaarden waren beide bekend. Het was 
niet nodig een onderscheid te maken tussen de verzekeringsvoorwaarden 
van de verschillende verzekeringsmaatschappijen. Op dit niveau zijn de 
verschillen tussen de voorwaarden van ondergeschikt belang. Het niveau 
van onzekerheid in deze categorie is laag.

De waarderingen op basis van één criterium (de effecten op: dubbele 
lasten) zijn gebaseerd op de wetsgeschiedenis van de verschillende vormen 
van privatisering. Ook deze vergelijkingen waren niet moeilijk te maken; 
de wetsgeschiedenis gaf duidelijk aan of ‘dubbele lasten’ een rol hebben 
gespeeld bij de verschillende vormen van privatisering. Het niveau van 
onzekerheid in deze categorie is laag.

De waarderingen op basis van één criterium (de effecten op: preventie) 
zijn gebaseerd zijn uitsluitend gebaseerd op interviews met verzekeraars. Het 
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gaat hierbij om 9 waarderingen; bij vier privatiserings-/cliëntencombinaties 
kon het effect niet worden vastgesteld waarmee het aantal waarderingen 
in deze rubriek op 5 kwam. In deze gevallen verklaarden alle verzekeraars 
die geïnterviewd werden op dit punt geen preventiemaatregelen op te leg-
gen. Eén gespecialiseerde maatschappij zei advies te geven op het gebied 
van preventie. Sommige verzekeraars zeiden zogenaamde ‘wellness-’ 
programma’s te ondersteunen maar voegden daaraan toe, dat het effect 
van die programma’s onduidelijk was. Het niveau van onzekerheid in deze 
categorie is laag.

De waarderingen op basis van één criterium (de effecten op: marktfalen) 
zijn gebaseerd op een vergelijking tussen de opvolgende premievolumes van 
de respectievelijke particuliere markten – in sommige gevallen aangevuld 
met eerder onderzoek op dit gebied. De waardering van dit effect was niet 
moeilijk te maken; in geen van de onderzochte markten was er enig teken 
dat aanbod verdwijnt: de premievolumes stijgen. Voor zover dat niet het 
geval is (bijv. in de markt voor de zelfstandigen in Nederland) wordt de 
daling aan conjuncturele ontwikkelingen toegeschreven. Het niveau van 
onzekerheid in deze categorie is laag.

De waarderingen op basis van één criterium (de effecten op: transactie-
kosten) zijn gebaseerd op openbare gegevens (t.a.v. ‘publieke’ transactie-
kosten) en op een combinatie van openbare gegevens en interviews met 
verzekeraars (t.a.v. ‘private’ transactiekosten). Dit betreft 9 waarderingen. 
In deze categorie zijn de waarderingen gebaseerd op beperkte informatie. 
Aan de ene kant publiceren de uitvoerders van de Duitse en Canadese 
publieke regelingen geen afzonderlijke transactiekosten van hun arbeids-
ongeschiktheidsprogramma’s. Aan de andere kant beschouwen particuliere 
verzekeraars hun transactiekosten per sub-segment als vertrouwelijk. 
Ten aanzien van de kosten van de publieke regelingen hebben we ons 
gebaseerd op de aanname dat regelingen voor arbeidsongeschiktheid hogere 
transactiekosten hebben dan die voor ouderdomspensioenen. Ten aanzien 
van particuliere verzekeringen hebben wij ons gebaseerd op gegevens in 
de gehele markt en op de informatie t.a.v. de kostenopslagen die worden 
gehanteerd van herverzekeraars die in de respectievelijke markten actief 
zijn. Als gevolg van deze benadering is er een mate van onzekerheid in 
deze cijfers. Aangezien onze bevindingen op dit gebied in overeenstem-
ming zijn met de algemene visie in de literatuur dat transactiekosten in 
de particuliere markt hoger zijn en dat die in de individuele markt hoger 
zijn dan in de collectieve markt, rechtvaardigen de uitkomsten van ons 
onderzoek niettemin de kwalif icering van respectievelijk ‘negatief ’ en 
‘sterk negatief’.
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De waarderingen op basis van één criterium (de effecten op: vraag-
anomalieën) zijn gebaseerd op interviews met verzekeraars en ten dele op 
eerder onderzoek. Dit betreft 9 waarderingen. Vraaganomalieën werden 
gedefinieerd als het verschil tussen rationele en feitelijke vraag. De feitelijke 
vraag is relatief gemakkelijk vast te stellen, de rationele vraag is dat niet.3 
Een volledige onderzoek naar rationele vraag lag buiten het kader van dit 
proefschrift. Verwezen werd naar eerder onderzoek op dit gebied. Waar 
zulk onderzoek ontbrak, hebben wij ons gebaseerd op het oordeel van 
verzekeraars die we geïnterviewd hebben. Bijgevolg hebben de waarderingen 
van de effecten op vraaganomalieën alleen indicatieve waarde.

Tenslotte de waarderingen op basis van twee criteria (de effecten op: 
reïntegratie en controle). In theorie zou het om 2 x 9 = 18 waarderingen 
gaan, maar 10 daarvan konden niet worden gekwantif iceerd, zodat er 8 
over bleven. Deze zijn in hoofdzaak gebaseerd op eerder onderzoek. Gezien 
het gebrek aan vergelijkbaarheid van reïntegratie en de aard van het begrip 
controle (dat is niet duidelijk gedefinieerd), hebben de waarderingen alleen 
indicatieve waarde.

Samenvattend zijn de bevindingen in dit proefschrift maar in beperkte 
mate gebaseerd op de analyse van primaire data; alleen de conclusies t.a.v. 
preventie en marktfalen zouden als zodanig gekwalif iceerd kunnen worden. 
De toevoegde waarde van dit proefschrift ligt daardoor meer op de breedte 
van het onderzoek dan op de diepte van de analyse van de verschillende 
onderdelen. Dit is in overeenstemming met het doel van het onderzoek: 
1) een meer compleet beeld geven van de effecten van privatisering, 2) een 
dimensie toe te voegen door de effecten van de verschillende vormen 
van privatisering te vergelijken en 3) de effecten niet alleen te baseren 
op het ‘bedrijfsmodel’ van de sociale verzekering maar ook op dat van de 
particuliere verzekering (supra, 1.2).

8.5 Beleidsimplicaties

Het secundaire doel van dit onderzoek werd geformuleerd als: ‘het trekken 
van conclusies ten aanzien van een optimale rolverdeling tussen ‘publiek’ 
en ‘privaat’ in arbeidsongeschiktheidsverzekeringen.’ Die conclusies worden 
in deze paragraaf besproken. Afgezien daarvan zijn er gevolgen ten aanzien 

3 Voor zover ons bekend is er slechts in één studie een poging gedaan de rationele vraag naar 
arbeidsongeschiktheidsdekking van zelfstandigen te bepalen en dat dan nog in beperkte mate 
(Berkhout et al. 2016a). 
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van compartimentering en lange-termijn ramingen. Hoewel geen van beide 
direct gerelateerd is aan de onderzoeksvraag, volgen zij uit onze analyse en 
lijken zij van belang voor het onderwerp.

Rolverdeling
Inleiding. Zoals besproken in de methodologie paragraaf (supra, 2.6) zijn onze 
conclusies ten aanzien van de rolverdeling een ‘vertaling’ van de effecten 
zoals samengevat in tabel 8.1. De volgende punten komen aan de orde:
– Is een verplichte sociale arbeidsongeschiktheidsverzekering nodig?
– Zo, ja wat zou omvang van de dekking moeten zijn?
– Wat zou de kring van de verzekerden moeten zijn?
– Zou de overheid de risicodrager moeten zijn?
– Precieze invulling en de overgang van omslag- naar kapitaaldekkingsstelsel.
– Rol van particuliere verzekeraars.

Is een verplichte arbeidsongeschiktheidsregeling nodig? Twee argumenten 
die veelal gebruikt worden om een verplichte verzekering te rechtvaardigen 
bleken afwezig te zijn. Ten eerste, de bestaande sociale arbeidsongeschikt-
heidsverzekeringen blijken nauwelijks een herverdelend effect te hebben. 
Ten tweede, hebben wij geen aanwijzingen gevonden voor marktfalen als 
gevolg van privatisering. We vonden echter wel andere argumenten voor 
een verplichte verzekering. Ten eerste is het de enige manier om vraag-
anomalieën aan te pakken. Ten tweede is het de gemakkelijkste manier om 
risicosolidariteit op te leggen, in het bijzonder om te zorgen dat personen 
met een hoger risico vanwege hun gezondheidstoestand of hun leeftijd 
geen al te hoge premie behoeven te betalen. Samenvattend is het antwoord 
bevestigend: er dient een verplichte arbeidsongeschiktheidsverzekering 
te bestaan.

Omvang van de dekking. In onze def initie bestaat de omvang van de 
dekking uit twee elementen: de definitie van arbeidsongeschiktheid en de 
vervangingsratio. Beide zijn van invloed op de gedragseffecten en deze kun-
nen aanzienlijk zijn. We vonden dat sociale verzekeringen minder geschikt 
zijn om met deze gedragseffecten om te gaan. Particuliere verzekeraars 
kunnen sneller reageren (en doen dat ook) wanneer de schadefrequentie 
toeneemt. Deze bevindingen vragen om een verplichte ‘basis-’arbeidson-
geschiktheidsverzekering. Uit het bovenstaande volgt dat ‘basis’ in deze 
context betekent dat de vervangingsratio bescheiden is en de def initie 
van arbeidsongeschiktheid beperkt. Wij vonden ook andere argumenten 
voor een beperkte def initie van arbeidsongeschiktheid. Ten eerste, de 
stijging van de pensioenleeftijd vraagt om een nieuwe benadering van 
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het begrip arbeidsongeschiktheid. Ten tweede zijn er aanwijzingen dat 
de arbeidsongeschiktheid als gevolg van psychische stoornissen te ruim 
is gedefinieerd.

Twee publieke arbeidsongeschiktheidsregelingen die eerder besproken 
werden lijken grotendeels te voldoen aan de hier geformuleerde eisen en 
kunnen daarom als voorbeeld dienen voor een ‘optimale’ sociale arbeidson-
geschiktheidsregeling. Dat geldt ten eerste voor het huidige Nederlandse rege-
ling voor de volledig en duurzaam arbeidsongeschikten (“IVA”). De regeling 
heeft een zeer beperkte definitie van arbeidsongeschiktheid maar een relatief 
hoge vervangingsratio (75%); de regeling geldt alleen voor werknemers. Ten 
tweede de Canadese CPP die een beperkte definitie van arbeidsongeschikt-
heid kent (‘ernstige en langdurig’) en een lage vervangingsratio (ca. 30 – 40%); 
de regeling geldt zowel voor werknemers als voor zelfstandigen.4 In de 
particuliere verzekering kan de Duitse “Grundfähigkeitsversicherung” 
(supra, 4.1.8) als voorbeeld dienen voor een verzekering met een beperkte 
risicodefinitie.

Kring van verzekerden. Het bovenstaande rechtvaardigt op zichzelf nog 
niet dat de verplichte verzekering ook voor zelfstandigen zou moeten gelden. 
Zoals wij gezien hebben is dat op dit moment alleen het geval bij de Canadese 
publieke arbeidsongeschiktheidsregelingen. De Nederlandse en Duitse 
regelingen gelden alleen voor werknemers. De gebruikelijke argumenten 
om zelfstandigen van publieke dekking uit te sluiten zijn tweeledig. Ten 
eerste wordt het als paternalistisch gezien: de aard van de werkzaamheden 
dwingt de zelfstandige tot beslissingen welke risico’s op zich te nemen en 
welke te vermijden of te verzekeren. Een verplichte verzekering voor één 
risico past niet binnen de ondernemersrol van de zelfstandige. Ten tweede, 
aangezien het inkomen van zelfstandigen, meer dan dat van werknemers, 
is blootgesteld aan fluctuaties, is het moeilijker het juiste dekkingsniveau 
vast te stellen. De merites van het eerste – paternalistische – argument zijn 
grotendeels een kwestie van politieke voorkeur. Ons onderzoek wees echter 
uit dat er redenen zijn om een onderscheid te maken tussen zelfstandigen 
met een hoog en een laag inkomen. Vraaganomalie komt vaker voor in 
de laatste categorie. Ons onderzoek biedt in dit opzicht geen eenduidige 
resultaten. Indien echter een publieke regeling zowel beperkt is in de 
def initie van arbeidsongeschiktheid als in zijn uitkeringsniveaus, wegen 
beide argumenten tegen uitbreiding met de zelfstandigen minder zwaar.

4 In Nederland werd ca. vijftien jaar geleden een vergelijkbaar voorstel gedaan. Het was echter 
gebaseerd op andere argumenten en beperkte zich tot de werknemers (Commissie-Donner II 
(2001)).
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Risicodrager. In theorie zou risicosolidariteit ook gerealiseerd kunnen 
worden als de uitvoering wordt gedelegeerd aan particuliere verzekeraars. 
Dat maakt echter compenserende maatregelen nodig en zou daarom niet de 
eerste keuze moeten zijn. Daarom en voor zover de verplichte arbeidsonge-
schiktheidsverzekering een ‘basisdekking’ biedt zoals hierboven aangegeven, 
kan de overheid daarvoor het beste als risicodrager optreden.

Precieze invulling en overgang naar kapitaaldekkingsstelsel. Wij con-
cludeerden dat de hogere transactiekosten van particuliere verzekering 
beschouwd kunnen worden als de ‘prijs van flexibiliteit’ (en van het feit dat 
de verzekering niet verplicht is). Het verschil in kosten wordt hoofdzakelijk 
verklaard door marketing- en verkoopkosten. Marketing- en verkoopinspan-
ningen dienen ertoe om een potentiële cliënt te overtuigen dat hij/zij een 
verzekering nodig heeft en te adviseren welke. De precieze invulling van de 
afweging tussen flexibiliteit en transactiekosten is een kwestie van politieke 
voorkeur en kan niet beantwoord worden in dit proefschrift.

Een dergelijke afweging doet zich voor bij de eenmalige kosten van de 
overgang van ‘publiek’ naar ‘privaat’. Deze brengt een overgang met zich 
mee van het omslag- naar het kapitaaldekkingsstelsel en dit impliceert 
een periode van dubbele lasten. Men zou kunnen redeneren dat ‘dubbele 
lasten’ alleen het gevolg zijn van een verandering van boekhoudregels 
en dat deze niet zouden moeten afleiden van de onderliggende voor- en 
nadelen. Deze benadering gaat er echter aan voorbij hoe de buitenwereld 
tegen overheidstekorten en overschotten aankijkt. Ook in dit geval is de 
afweging een kwestie van politieke voorkeur.5

Rol particuliere verzekeraars. De rol van particuliere verzekeraars volgt 
uit het bovenstaande; die zou aanvullend moeten zijn op de dekking die 
de ‘basis’ sociale arbeidsongeschiktheidsverzekering biedt. ‘Basis’ werd 
gedefinieerd als beperkt in risicodefinitie en vervangingsratio; particuliere 
verzekering zou beide kunnen aanvullen. Deze benadering maakt het 
mogelijk de dekking aan te passen aan de behoeften die verschillen per 
bedrijfstak en/of per individu. Aanvullende dekking primair georganiseerd 
te worden via collectieve contracten op ondernemingsniveau. Collectieve 
verzekeringen hebben een aantal voordelen boven individuele: zij zijn 
goedkoper en bieden een redelijke mate van risicosolidariteit. Tenslotte 
reduceren zij de kans op het ontstaan van vraaganomalieën.

5 In Nederland hebben de ‘dubbele lasten’ een belangrijke rol gespeeld in de discussie over de 
mate waarin de verzekering van het arbeidsongeschiktheidsrisico van werknemers geprivatiseerd 
zou moeten worden (supra, 3.4.4)
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Samenvattend zou een basis arbeidsongeschiktheidsverzekering verplicht 
moeten zijn en uitgevoerd moeten worden door een overheidsrisicodrager. 
Beslissingen over aanvullende verzekeringen kunnen overgelaten worden 
aan private partijen en worden verzekerd door particuliere verzekeraars. 
Die aanvullende dekking dient primair georganiseerd te worden in de vorm 
van door de werkgever afgesloten collectieve contracten met verplichte 
deelname.6

Compartimentering
Compartimentering in zijn huidige vorm dient heroverwogen te worden. 
Afzonderlijke regelingen voor arbeidsongevallen en beroepsziekten worden 
geconfronteerd met een voortdurend dalende schadefrequentie. Op enig 
moment in de toekomst zullen de volumes geen afzonderlijke regeling meer 
rechtvaardigen (en in een bepaalde gevallen kan dat moment al gekomen 
zijn). Compartimentering op basis van de subjectiviteit van de claim lijkt 
een aannemelijk alternatief.

Langetermijnramingen
Het omslagstelsel heeft het nadeel dat veranderingen in claimpatronen 
vertraagd zichtbaar worden en daarmee eveneens veranderingen in de 
structurele kosten van de regeling. Dat nadeel kan deels ondervangen worden 
door middel van periodieke langetermijnramingen. Elk van de landen 
behandeld in dit onderzoek doet iets in dit opzicht. In Nederland vervaardigt 
de regering met onregelmatige tussenpozen langetermijnramingen, maar 
niet alle ramingen worden openbaar gemaakt. De Duitse regering maakt 
elk jaar een rapport. In Canada wordt elke drie jaar en ook bij voorgestelde 
wijzigingen van de regeling een prognose gemaakt door een onafhankelijk 
actuaris. Regeringen hebben bij zo’n rapportage een belangenconflict. 
Verhoging van de uitkeringen levert meestal goodwill op, verhoging van 
de premies het tegenovergestelde. Daarom is er een natuurlijke neiging om 
de kosten te onderschatten. Dat belemmert een rationele keuze tussen de 
omvang van de dekking en de kosten daarvan. Het Canadese systeem lijkt 
de beste garantie te bieden dat die valkuil wordt vermeden.

6 Deze structuur lijkt op de ‘drie pijler’-benadering die de Wereldbank bepleit heeft ten 
aanzien van ouderdomspensioenen (Worldbank 1994, o.a. becommentarieerd door Hinz 2011). 
Die gelijkenis is slechts oppervlakkig. In onze ‘eerste pijler’, de ‘basis’ arbeidsongeschiktheids-
verzekering, is zowel de def initie van arbeidsongeschiktheid als de vervangingsratio beperkt. 
Een sociale arbeidsongeschiktheidsverzekering met een vaste uitkering zou verschillen in 
vervangingsratio creëren en daarmee verschillende gedragseffecten.
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8.6 Aanbevelingen voor nader onderzoek

Op basis van onze bevindingen worden drie onderwerpen aanbevolen voor 
nader onderzoek.

De gevolgen van de verhoging van de pensioenleeftijd voor 
arbeidsongeschiktheid
We concludeerden dat het aannemelijk is dat verhoging van de pensioenleef-
tijd zal leiden tot aanzienlijke extra kosten van de huidige arbeidsongeschikt-
heidsregelingen. De verzekerde populatie wordt uitgebreid met groepen met 
een hogere invalideringsfrequentie en de gemiddelde verblijfsduur in de 
regelingen zal toenemen. Wij brachten naar voren dat dit een ongewenste 
ontwikkeling zou zijn. De oplossing van dit probleem vraagt meer dan 
alleen herstructurering van de verzekeringsdekking en aanpassing van de 
definitie van arbeidsongeschiktheid. De uitdaging is om onze maatschappij 
zo in te richten dat de grote meerderheid van de bevolking ook boven de 
leeftijd van 65 jaar kan blijven werken.

Claims in het ‘grijze gebied’/subjectieve claims
Er is eveneens nader onderzoek nodig naar claims in het ‘grijze gebied’/
subjectieve claims. Het lijkt onlogisch dat, bijvoorbeeld in Nederland, de 
kansen op herstel bij psychische stoornissen zo ver achterblijven bij die van 
lichamelijke klachten (supra, 3.4.2). Het is mogelijk – zij het niet bewezen – dat 
dit verschijnsel zich ook voordoet bij andere vormen van subjectieve claims 
en in andere landen. Wat betreft de ‘claims in het grijze gebied’ bevinden 
wij ons duidelijk op het terrein van de gedragseffecten. Eén van onze aan-
bevelingen voor het beleid was, dat publieke regelingen zo min mogelijke 
aan deze gedragseffecten blootgesteld zouden moeten zijn (supra, 8.5). Tegen 
die achtergrond lijkt het logisch dat particuliere verzekeraars zich met de 
oplossing van deze problemen zouden bezighouden. Nader onderzoek zou 
dan de vorm kunnen krijgen van experimenten waarin de def initie van 
arbeidsongeschiktheid, de vervangingsratio en mogelijk andere elementen 
van de arbeidsongeschiktheidsverzekering zouden variëren. Toezichthou-
dende instanties zouden terughoudend moeten zijn in het beperken van deze 
experimenten. Het gaat erom hoe om te gaan met claims die niet bewezen 
kunnen worden, niet om claims waar dat wel het geval is, uit te sluiten.

Arbeidsgeschiktheid
De uitdagingen van de verhoging van de pensioenleeftijd en die met betrek-
king tot psychische stoornissen lijken symptomen te zijn van een breder 
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vraagstuk. Het zijn niet alleen (lichamelijke of psychische) gezondheidspro-
blemen die mensen minder geschikt kunnen maken voor werk. Er zijn ook 
andere oorzaken: gebrek aan scholing, sociale vaardigheden of intellectuele 
capaciteiten enz. De benadering die verzekering – noodzakelijkerwijze – 
biedt, namelijk mensen arbeidsongeschikt te verklaren en hun vervolgens 
een uitkering te geven om niet te werken, lijkt in dit soort gevallen niet 
de beste oplossing. Een zekere vergoeding voor een werkgever om deze 
mensen in dienst te nemen of te houden zou mogelijk betere resultaten 
kunnen bieden.

8.7 Conclusie

Het doel van dit onderzoek was om de gevolgen van privatisering van 
arbeidsongeschiktheidsregelingen te analyseren vanuit een verzekerings-
perspectief. Het verzekeringsperspectief werd geformuleerd als: het vinden 
van een evenwicht tussen de omvang van de verzekeringsdekking en de 
kosten daarvan. Binnen de arbeidsongeschiktheidsverzekering wordt 
het zoeken naar dat evenwicht gedomineerd door een ‘ongemakkelijke 
waarheid’, de rol van de gedragseffecten. Veranderingen in claimgedrag 
worden voor een belangrijk deel verklaard door verstoringen van de balans 
tussen gedragseffecten en maatregelen om die deze binnen de perken 
te houden. Gedragseffecten zijn moeilijk voorspelbaar en veranderen 
voortdurend. De combinatie van deze twee factoren maakt het handhaven 
van het genoemde evenwicht moeilijk. In elk van de landen die in dit 
onderzoek aan de orde zijn gekomen, hebben de sociale verzekerings-
programma’s met deze problemen te maken gehad. In al deze gevallen 
hebben de wetgevers de problemen aangepakt door de toegang tot de 
regeling moeilijker te maken.

Deze karakteristiek van de arbeidsongeschiktheidsverzekering maakt dat 
ook onze analyse van de effecten van privatisering gedomineerd werd door 
de vraag hoe effectief ‘publiek’ en ‘privaat’ omgaan met gedragseffecten. 
Aanpasbaarheid respectievelijk het functioneren van de feedback-loop 
blijken in dit opzicht van beslissend belang te zijn. Particuliere verzekeraars 
zijn in staat hun verzekeringsvoorwaarden sneller aan te passen dan hun 
‘publieke’ collega’s en doen dat ook. Afgezien van gedragseffecten is de 
uitkomst van ons onderzoek relatief eenvoudig. Marktfalen blijkt een ver-
waarloosbaar probleem, maar zowel vraaganomalieën als risicosolidariteit 
behoeven aandacht. Verder dient er een evenwicht gevonden te worden 
tussen flexibiliteit en kosten.
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Deze analyse leidde tot de aanbeveling dat sociale arbeidsongeschikt-
heidsregelingen beperkt zouden moeten blijven tot een basisregeling: een 
beperkte def initie van arbeidsongeschiktheid met als gevolg een beperkt 
risico van gedragseffecten en daardoor weinig noodzaak tot verandering. 
Aanvullende dekking moet geboden worden door particuliere verzekeraars. 
Op deze manier zal een evenwicht tussen ‘publiek’ en ‘privaat’ bijdragen 
aan een evenwicht tussen dekking en kosten.
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