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INTRODUCTION

When OECDG6s t h eSitaneds,cDisability dana WorkoBreaking the Barrigras
launched in 2005, governments wererké® mobilise additional labour resources to address looming
labour shortages, in view of population ageing and low or even negative population growth. With the
recent economic downturn, the situatiorresersedemporarily The latest OECD projectionsofn
March 2009 suggest thdte unemploymentateacross the OECD is likely to increase to around 10%
by 2010, up from around 7% in 20Q8eeAnnex 2, FigureA2.1). Such a scenario was inconceivable
at the time the review startedhe challenge has thus lomee even greater: Not only have
governments to push forward with necessary structuratmefbut they also have to dewisuitable
shortterm measures to cushion the impacts of the drisisa way which as much as possible aligns
with the longetterm rdorm agendaf getting people off disability benefits and into work

The broad objectives of thihematicreview were to better understand ttentributoryrole of
institutions and policies ilabour marketxclusion or withdrawal of persons with hegtfoblems, to
identify promising initiativesandareas for improvementhe review examined thearious initiatives
and structural reforms undertaken i member countries in respongethe growth in numbers of
people claiming sickness and disability biisein recent decadesthe findings are intended to
supporteffortsin member countrie® address thassociated labour market issuastgeoning welfare
burden, ando improve both individual and macroeconomic outceme

The purpose of thibackgroundpaper is to informdebate athe HighLevel Forum in Stockholm
on the 1415 May 2009. The paper consists of twections The first provides snapshetof key
outcomedhatillustrate thepressingoroblemsin this area faced byndividuals concernednd socigy.
It compaesindicators for as many OECD countries as possible, drawing on administratisaraayg
data. The seconsectionsummariseghe policy challenges arising from these trends and important
lessons learned from thidividual reviews of reformsand policies in Australia, Canada, Denmark,
Finland, Ireland, Luxembourg, the Netherlands, Norway, Poland, Spain, Sweden, Switzerland and the
United Kingdom. The issuege discusseinh light of the recent downturn in the global economy

This paperprovides a synopsis of issues that will be more comprehensively discussed in a
Synthesis Repodue in early 2010 which will includadditionalmaterial frommember countrieghat
havenot participagdin the thematic review.

1. Annex 1 summarises the new labour market policy challenges for OECD countries arising from the
current recession and the OECD stance on the most adequate respgoserfanents.
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MAIN FINDINGS

Disability benefits are associated with poor individual outcomes

Labour force participatioamong
people withhealth problems or
disability remains very low

Persons with health problems ai
much more likely to experience
relative income poverty

Despite the recent decade of strong economic growith
increased emphasis on employment integration, employ
among personwith health problems has not increased &ad
even fallen in relation to other groups. At the same time, leve
unemployment are typically twice as high as for people witl
disability and these levels have fallen much less, if at all, ovel
past decade.

Disposable income of people with disability is on average a(
the OECD, 12% below tianal averages and as much as3P9
in some countries. In the past decade, the relative fina
position of people with disability has fallen in the majority
countries for which trend data are available.

Countries have tabreak the prevailing disabity benefit culture and helpintegrate persons with
partial work capacity into the labour market

Overcoming the medicalisation (
labour market problems

Moving from disability to ability

Activating persons with partial
work capacity

Reduced work capacity can make a person less competitive
jobseeker in a marketplace that ntegve fewer appropriate wol
opportunities. While these aréabour market issues, mos
countries use medicalgriven models to determine disabili
benefit entittement that are clearly unreliable. The reisuthat
significant numbers of people with pait work capacity are
being deemed unable to work.

Recent trends indicate that focusing on what persons with p
work capacitycan do and seeing them as having a meanin
labour marketontribution to make resulta very positive gains.

Disability benefits contain perverse incentives that excl
persons with partial work capacity from the labour market
number of countries are successfully usingainstream
employmentpolicy, including activation measuresto support
persons with partial work capacity to take work.
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Extended duration on sickeave leads to high inflows into lonterm disability benefits

Long-term sickness absence is
high in many OECD countries

Some countries have recently
managd to bring down the rates
of inflow into disability benefit

50-90% of those who takeup a disability benefit do so aftea
period on sickness benefitOverall, there is a fairly stron
statistical correlation (R=0.6) between sickness absence |
and disability benefit inflow rates.

Policy matters. Through comprehensive structural reforms, ¢
OECD countries havéeen able to turn a lormgjanding treng
around;early interventionhas been a major element of refor
High rates of rejections of claims for disability benefit sugg
that many more people apply for a disability benefit so reforn
access is particularly warranted.

Reducing sickness absence from the workplace can reduce inflows intotiermg disability benefits

Improving sickness monitoring
practices

Strengthening sickness manage
ment responsibilities of employel

Providing adequate supports for
employers

Reconsidering rights legislation
and employment quotas

Addressing incentives for medicg
professionals

Public authorities that have invested in good administre
reporting systems and databases roamnitor sickness absence
a timely way This allows for earlier detection of sidkave
spells that heighten theski that a worker with initially milg
symptoms coul@éventually drift onto disability benefit

Past evidence shows that some employers have downsiz
transferring unwanted staff via losgrm sick leave ont
disability benefit, as a form afarly retirementThis practice cal
be curtailed by increasing the financial liability of employers
sick-leavebenefitand through experiengatingof premia.

Employers need help and expertise early in the period of
workersodéd sickness absence t
to the labour market. There is considerable scope for p
employment services to build productive working relationsimig
this regard, as well as to facilitate and suppanployer network:
that allow placement or redeployment of workers with redd
work capacity.

Anti-discrimination legislation appeato be usdil for persons
with reduced work capacity who are already in work, but ma
hindering the hiring of such persons in new jobs. Quotas
likewise being used to accommodate existing workers rather
taking on new people with partial work capaciBircumventing
legislation may be too cheap and easy for employers.

Guidelines that help medical professionals maximise he
outcomes and minimise inappropriate sick leave c(
significantly reduce inflows it disability benefits. Tangiblq
incentives to promote compliance are needeh for doctors
and for theauthoritieswho managehe health system
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Sickness and disability benefit schemes are very costly

High public spending on benefit;

Widespread dependence o
permanent disability benefits

On average, OECRountries spend 1.2% of GDP on disabil
benefits alone. This figure reaches 2% when including sick
benefits, and even-3% in some countries. This is almg
2.5times as much as what is spent on unemployment benefit
represents an increase ovgne in a majority of countries ove
the past 15 years.

More than half of OECD countries have seen a substantial gf
in disability beneficiary rates in the past decade, with arounc
of the OECDwide workingage population collecting disabilit
benefits in 2007. fie probability of returimg to work after being
granted a disability benefit is below 2% annually acrossnber
countries. In practice, therefore, disability benefits function
retirement pensions for the vast majority of recipients.

Measures to activate longtanding disability beneficiaries will pay big dividendsas will
institutional reforms that improve the efficiency with which they are managed

Improving work incentives for
current benefit recipients

Pushing forward withristitu-
tional reform to improve service
andinter-agency ceoperation
and ceordination

Improving incentives for delivery
institutions

Incorporating elements of
outcomebased funding

Measures to activate existing disability benefit recipients
result in substantial welfargains This can include periodi
reassessment difenefit entittemens, allowing recipientsto earn
reasonable amounts without cutbackshiirtbenefit payments, ¢
well as guaranteeing thaight to returnto the benefit if they are
unsuccessful in returning to work.

The streamlimg of agency and intexgency processes fi
managing beneficiaries improves client outcomes and rec
inefficiency in general. This can include merging of public ent
with similar functions, using innovative funding and otl
mechanisms that requitekem to communicate regularly and wc
toward common client outcomes. In this regard, a numbe
countries are usingnestopshopmodels to good effect.

Institutions play an important role assabstitute mployer for
those who do not or no longer have an employer or for w
employer responsibility has been waived. Public servants
those who manage them) who deal with clients need incentiy
remain dedicated to the often challenging task of keepin
reattaching sickness beneficiaries or other persons with p
work capacity to the labour market.

Outcomebased funding has the potential for producing be
results than outdated outpubr inputbasd block funding.
However, there are a number of challenges in administering
approach efficiently and effectivelin particularit is importantto
ensure that clients with partial work capacity, who are n
difficult to place and retain in work, reive adequate support al
resources to succeed.
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There have been changes in the structural composition of the disability benefit population, with
more mentalhealth-related problems while people with mental illness are underrepresented
in employment

Employment rates of people with| Peoplesuffering from mentalconditions are typically 30-50%
mental illness are particularly loy lesslikely to be employedhan those with other health problel
or disability. This may be related to changes in the natur
work which has become more challenging in many sec
making it more difficult for certain groups in the population w
low skills and qualifications to compete and succeed.

An increasing share of new Mental health problems now account farthird of all new
disability benefit claims is for disability benefitclaims on averagén some countries, thishare
mental health reasons has almost doubled in the past-1® years.Mental illnessis

systematicallyelatively more frequent amongungeradults

More attention to understand and address the rise in mental health problems and adequate policy
responses is needed

Emphasising gevention rather Employerfriendly supports and incentives are neededrtwige
than cure and getting the work environments that strengthen rather than compromisi
incentives for key actors right physical or mental health of workers, and to provide training
job adjustments that help prevent health conditions from ge
worse and (together with medical practitioners and heatth
welfare agencies) ensure sick workers remain attached t
labour market.

Addressing mental health among The growth in numbers of young adults entering into disak
youngadults benefits from which they are unlikely to exit a jobhas grave
implications. While a number of countries are intervening to

young peoplewith health problems enter the labour maylkke
existing strategies risk migssg those with mental illness

Moreover, the almost automatic transfer in many countries |
the £hool to the benefit system is highly questionable.
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KEY TRENDS AND ouTCavesi 11

KEY TRENDS AND OUTCO MES

This section provides a summary k#y sickness and disability trends ailidstratesthe main
challenges that OECBountries faein this arealn particular, the:

Insufficient labour force participatiammongpeople withhealth problems adisability.
Low incomeof households with persons witiealth problems adisability.
High cost of sickness and disability bemstthemes.

Widespread dependence on permanent disability benefits.

=A =4 =4 =4 =4

Structural shift towards beneficiariegith mental ilthealth, including especially young
adults

The recent economic downturrposesspecial challenge for sickness and disability policy.
Without adequate policy respongethe abovanentioned trendgyjutcomes are likely to worse

Labour market integration of sick and disabled people is insufficient

Having a job iSundamentato socialinclusion and integratigrbutemployment opportunitgeof
people withhealth problems atisability are limited® On averagecross the OECRheir employment
rates are just above 408hich is just only over a hatif the rate for people without disabiljtwhich
stood at close to 75% the mid-2000s(Figure A2.2). Importantly, it appears thaigher employment
ratesof people with disabilityare notsystematicallyassociated with particular employment policies
Employmentcharacteristicsgenerally differ little by disability status.However, in most OECD
countries people with health problems are significantly more likely to worktipaet (FigureA2.3).

Despite increased efforts to develop and expand employment integreasuresemployment
levels of people with disability have not improvdgelative to heir peers without disability, o
average employment rate$ people with disability have even fallen below 60% since the turn of the
century,i.e.in most OECD countrieqidividuals with health problems hawet benefitedto the same
extentfrom increasedjrowth and employment pprtunities in the past decade (Figdje

At an average af4%in the mid2000s unemployment isypically twice ashigh for people with
disability (Figure A2.4) Across countries,olww employment rates asdightly but not systemecally
associated with high unemploymenigks. Trends in unemploymerdre not steadyunemployment
rates of people with disability declineshtil 2000 but then went up agajrhandin-hand with falling
employmentdespite continued economic growth in mostntries. This is not promising in view of
the crisis which idikely to affect disadvantaged groups oyeoportionally

2. The population with disability is idéified through seltassessmenfpeople whoreport that their
activities of daily living are to some degree hampered by their health sijyat@sed on national
population surveys. While survey questions are similar if not identical,-coasgry compataility is
restricted due to the subjective element of-sgbiorting and cultural differences in the interpretation
of the questions.
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Figure 1. Employment rates of people with disability are low and have been falling in many countries

Employment rates of the working-age population with disability in 27 OECD countries, mid-1990s and mid-2000s
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Notes: (W) in the legend relates to the variable for which countries are ranked from left to right in decreasing order.
(++)/(--) refers to a strong increase/decline of 2% or more; (+)/(-) refers to a moderate increase/decline between 0.75% and 2%;
(=) refers to a rather stable trend between -0.75% and 0.75%; percentages refer to the annual average growth rate in
employment rate of persons with a disability. OECD refers to the unweighted average of the 27 countries; the mid-1990s
average is an estimate based on the 23 countries for which data are available.

Source: See Annex 2 (Figure A2.2).

Low labour market integration implies lower incomes

In most countries, people witiealth problems odisability have lessr financial resourceOn
average across the OECIbcome of people with disabilitis 12% lower thanthe national average
and as much as 0% in some countries (Figur2.5, Panel A)® Income levels of people with
disability are much higheahan this, howevenyhen they have a higher educational attainihue are
employed(FigureA2.5, Panels B and CRelative income of unemployedoeople with disabilitycan
beas low a$0% ofthe income of the entineorking-agepopulation.

In turn, compared withthe population without disabilitypeople with disability are ata
significantly higherrisk of relative incomepoverty in most OECD countrieRelative poverty risks
are quitevariable however, with some countries haviagsk doublethat of people without disability
and poverty affecting more than 30% obpke with disability, while in others there is little difference
in poverty risksbetween the two populah groups (Figuré\2.6).

3. Working-age is defined in this report as the age gr@dp4. Income is householdizeadjusted
income per person, aride poverty rate is the percentage of people with disability in households with
less than 60% of the median adjusted disposable income of the entire wagkipgpulation.

SICKNESS, DIRBILITY AND WORK : KEEPING ON TRACK IN THE ECONOMIC DOWNTURN BACKGROUND PAPER® OECD 2009
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Over the past ten years, the relative financial situation of people with disability has deteriorated in
more than half of theountries for which trendsan beobserved. On average, relative incomes have
declined from 88% in the miii990s to 85% in the mi000s and decreases in relative incomes have
even reached 20% in some cases. Likewiswiepy risksof people with disabily have increased
faster than for the rest of the workiage population in a majority of countriel the current
recession is highly unlikely that this trend could be turned around

€ a n d veiy tostlyfer the society as a whole

Sickness and disaliif generate considerable costs to society. On average DOtedntries
spend 1.2% of GDP odisability benefits alone and this figure reaches 2% when including sickness
benefits(TableA2. 1). This isalmost2.5timesas much as what is spent on unemplaynenefits. In
somecountriesg.g.the Netherlands and Norway, expenditures are much higher, closeaioGR#.

Disability benefitexpenditures have increasedimajority of countries over thegt 15 yeardn
certain countriesthe increase has beenmpensated by a decrease in sickmekged expenditures.
Even so, the very higtisability-related costare alarge commitment opublic resources. Measured
as a percentage tbtal public social expenditure, the cost of disability is around 10% enage
across the OECD, and even up to 25% in some countbile expenditures on unemployment
compensation are rising and becoming a key coniterse daysexpenditures on disabilityenefits
have also risen in past recessidhshouldalso be borneni mind that spending on disability benefits
is more difficult to control, given the permanent nature of benefits.

High benefit spending is a result of high bengfit recipiency

On average, about 6% of the OECD workage population was on disability bengfih 2007; a
figure of a similar magnitude to the average OECD unemployment(Fé&dare A2.7). In some
countries at close to 10% disability recipiencgtesfar exceedinemploymentates®

Over the past two decades, disability recipienates across hOECD have increased only
slightly on average but this masks substamtiierences acrossountries. More than half of OECD
countries including all Engliskspeaking countrieshave seen a substantial growth in disability
beneftiary rates(Figure 2). Significant declines inbeneficiary rates have occurred in a fesuntries,
following policy changes wich tightened access to disability benefits one way or the.other

The often rapid increase in disability benefit rolls in recent decades coincided falthirathe
number of people receiving unemployment benefits (Figure A2.8). In Ergpissking OECD
countries in particular, the drop in unemployment beneficiaries was for a long time almost entirely
compensated by a similar increase in disability beisfes. This suggests considerable substitution
between benefit schemes, facilitated by corresponding policy, with increasingly stricter work

4, Disability benefit recipiency figures in this report reflect the aggregate loflishbility benefits
granted under contributory and roantributory schemes (with Belgium, Canada, France, Germany,
Greece, Ireland, Japan, Korea, Poland, Portugal, Spain, the United Kingdom and the United States
having both types of schemes), full arartal disability benefits, as well as early retirement schemes
specific to disability or reduced work capacity (the latter exist in Austria, Denmark, Finland and
Germany). To improve comparability across countries, persons receiving sickness bengfitgsefor
than two years are also counted towards disability benefit recipiency (which matters for Ireland, New
Zealand and Sweden). Special systems for civil servants (e.g. for Austria, Belgium, France and
Germany) are generally not included because datarareailable. Where persons can receive more
than one disability benefit, the overlap has been taken into account where possible.

SICKNESS, DISABILITY AND WORK KEEPING ON TRACK IN THE ECONOMIC DOWNTURN BACKGROUND PAPERS© OECD 2009
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requirements in unemployment insurance and assistance schemes coupled with a lack of any such
reform in disability benefit schemes. This system interdependence is also reflected in the recent
developments irLuxembourgwhere falling disability beneficiary numbers (coming from stricter
eligibility criteria) have led to parallel increases in the number of unemployreaefibclaimants in a

period of stable economic growth.

Figure 2. Disability benefit recipiency rates are high and still increasing in many countries

Disability benefit recipients in percent of the population aged 20 64 in 28 OECD countries,
mid-1990s and latest year available®®
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Notes: (W) in the legend relates to the variable for which countries are ranked from left to right in decreasing order.

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

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

employment rate of persons with a disability. OECD refers to the unweighted average of the 27 countries.

a) 2004 for France; 2005 for Luxembourg; 2006 for Denmark, Italy, Japan, the Slovak Republic and the United States.

b) 1996 for Belgium and Canada; 1999 for the Netherlands; 2000 for Hungary and Italy; 2001 for Ireland; 2003 for Japan and
2004 for Poland; 1995 for all other countries.

Source: Data provided by national authorities.

Overall, changes in beneficiary rates were predominantly driven by changes umsehof
disability benefits by older workeiiswith upwards changes of2 percentage points in sevecalses
and significant drops in countries that refedntheir system (Figuré2.9). However, in many
countries beneficiary rates have increagexy sulstantiallyamong young and prirgge workers. As
a result, the average recipient is noftenyounger and the average duration on benefits longer.

SICKNESS, DIRBILITY AND WORK : KEEPING ON TRACK IN THE ECONOMIC DOWNTURN BACKGROUND PAPER® OECD 2009
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Benefit recipiency isthe result of high inflowsinto disability benefits and low outflows

Sickness absencevels are critical for the inflow into disability benefits, given that in most
countries a majority of claiman{gypically 50-:90%) come into the system after a period on sickness
benefit. Levels of sickness absence, measured as-degek lost, are quiteiferent across the
countries surveyedvith the OECD averageat roughly 3.4%. Overall, the data show a fairly strong
statisticalcorrelation between sickness absence levels aadiliig benefit inflow rates (R=0.6).

Recently, some OECD countries havenaged to bring down the rate of inflow into disability
benefitsi often handn-hand with a reduction itevels of longterm sickness absenceHowever,
rates of inflow remain high in most cagse# spite ofrelatively high rates of rejections of disabili
benefit claims (FigureA2.10). The high rejection rates also suggest that a much larger group of
(mostly jobless) workers is trying to get on a permanent disability benefit.

Another reason for high beneficiary numbers is the permanent or-gprasinentature of
disability benefits across most countries. Once a benefit is awarded, the probability of return to work is
almost zero. For most countries for which dataavailable, only around-2% of all beneficiaries
leave annually for reasons other thiwath or retiremer(FigureA2.11).° More detailed data available
for some countriese.g. Australia, suggest that only a small minority of the outflow showthis
figurei often only some 1:20%/1 correspond to moves into employment.

Low outflow is parly linked to the often limited access to vocational rehabilitation and
employment integration measurdédn average, spendingn active labour market programmes for
people with disabilitys meage compared to what is spent on compensation measiypialy, only
some 47% of total spending on disability is on integration measures and in many countries even less
than this(FigureA2.12). Moreover these percentages have not changed very much in recent years

And, the biggest new challengeare mental health conditions

Increasingly, inflow into disability benefits is occurring because of mental health prolems.
averagepnethird of inflows are related to a mental conditioising to as high ag40-45% in some
countries (FigureA2.13). Addressing the ineasing prevalence of mental health problems within
disability benefits requires addressing the llavour market participation of individuals with such
health conditions. Data from a limited sétcountries show that onlyne in fourindividuals reporting
a mentalhealthproblemis in employment(Figure A2.14). This constitutes barelyvo-thirds or even
only half of the employment rates observedgeople with other health conditions.

More demandingvork requirementsmay beleadng to either more stregelated conditions,
redudng the possibilities for individualwith health problems to be accommodated at the workplace
or having more individuals seeking disability benefits as a way to escape demands atom@ker,
evidence on this topic is scant amdrids inlabourmarket conditiongre mixed (Figure A2.15). The
self-reported exposure of European workers to a number of stressful working conditions suggests a

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

6. Exceptions to the low rate of outflow include New Zealand and the United Kinddigimer outflow
ratesin this caseare a result of théarger proportion of people with shedrm health problems (who
would be on sickness benefit in other countries) on the disability benefit rolls in the two countries
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trend increase in psychological demands or effort for workers. At the same time, while espitye
change fr om ssttaamdaarrd ot icenadpured rpynires tiype of contract or working
hoursi generally experience a decline in their mental Welhg,research has shown ththey seem

to be better off in terms of mental health than wiinety are not working at all.
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KEY POLICY ISSUES

1. Overcoming a disability benefit culture

Reforms to systems and incentive structures and in policy orientation towards activation and
labour narket integration have had some impact on numbers of sickness and disability beneficiaries
(Figure A2.8). However the number of people with health problems benefitting from vocational
rehabilitation and employment supports remains low (Fig@.42). Notonly are public systems and
employers in most countries not equipped to help those with partial work capacity to secure and
maintain employment, but the existing disability benefit systegeminsteadto steer them into
welfare dependency and labour mdrke&clusion. That is, the benefit system itself hadisabling
effect on people who have some productive labour to contribute to the economy.

Changes in the labour market are diminishing opportunities for persons with reduced work
capacity and benefit stggns are bearing the brunt of the cddbreover,the incentives in benefit
systemshave not evolved sufficientlgnd in many countries are contributing fastior the growth of
the problemThe increasingly global nature of many industries has resul@dghifting of production
to locationswhereverinputs including labour, are cheaper. As a consequence, tolerance is falling for
workers who are not highly productive in a particular job or who do not fit an ideal performance
standard athe latterhas beome more and more narrowly defined. The et is that workers who
are not as productive due to health or other impairsraet becoming priced out of the equation, and
many of the niche jobs that they once occupied are disappearing.

Medicalisation d labour market problems

As shown in Figuré2.8, the fall in unemployment has been matcimechany countriedy a rise
in disability benefit rolls, reflecting an OEGWide trend towards accepting large numbeos
disability payments in exchange for lowanemployment.People whowere once manageds
unemployed are now increasingdgingtreated as incapable of working.

Having reduced work capacity can make a perk®s competitive as a jobeekerin a
marketplacahat may havdewer appropriate work oppiinitiesas discussed earlier. Thisa labour
market rather thaa healthissue yet the review finds most countriasing medicamodelsto manage
it which are not intended or equipped to do Bbe inherent problem with most public disability
schemes s t hat entitl ement is not determined accor
labour market competitiveness. Instead, a medical practitioner with minimal or no training in the
complex task of assessing how various injuries or ailmenisceslabour market competitiveness, is
required toestimateglobally whether a person is unfit for work, including into the futimepractice
such decisiormaking varies considerablgnd unreliably across practitionerEhe result being that
significantnumbers of people with partial work capacity and who are not wholly uncompetitive in the
labour marketbecomedeemed unable to work. The lack of planned periodic reassessment effectively
seals their fate. Any adaptation that they develop over time wtilba recognised. Upon receipt of a
disability benefit, their formal obligation to seek employment ceases. Inbmosfitsystemsthey are
also indirectly compelled to remain inactive and assert they are incapable of work in order to continue
to receive payments.
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The abovementioned sequence shifts the purpose of puhliaied disability benefits, from
providing asafety net for persons who are unable to secure employment because their ability to
compete for work is weakenede( a labour market issuejo compensation for permanent loss of
functioning due to injury or sicknes&e{ a medical issue). This medicalisation of labour market
problems has a number of repercussions as follows

Symptomatic of treating labour market issues as health probletiscassed above, the review
found acorresponding andisturbingly similar set of limiting attitudes and behavioarsnany OECD
countriestoward persons with reduced work capacity. With few exceptions, an entresishbédity
benefit cultureis undermimg various efforts being made to improve outcomes for persons with
partial work capacity. Through this lens they aeenas incapacitated and therefore incapable of
participating in all aspects of life in socidtyincluding the workforcé.The roots ofthis are partly
historical in that disability schemes were originally conceived in relation to seriousrelatéd or
other physicallyincapacitatinghealth conditionsWhile less visible ailments are not always seen in
the same way, it is generally acteg that severely disabled persons are entitled to social prot&ction.
Within this mindset, removing obligations from people unable to compete for work seemed only
compassionate arftumane. However, paradoxically, this prejudicial view is what sits behenkery
policies that guarantee their exclusion from the labour market and predisposes them to living in or
close to poverty (Figura2.6) i and with minimal hope for improvement.

Labour market policy across the OECD has moved towards a stronger empia@yr@etation in
the past decade, so it is a serious issue that disability schemes continue to be very passive when it
comes to expectations for persons with partial work capacity. While the outcomes evidence makes it
clear that this is not good policypnhumane or compassionate, many policy makers are reticent about
the perceivedunpopularity of introducing expectations or removing dié@g and obligatiosiree
entitlement tdbenefitsfor persons with partial work capacity. This fear is compoundedéfattt that
disability benefits are also seen by some recipients as lifetime pensions and a more attractive working
age benefit than unemployment benefihis lack of willingness to act is especially concerning in
light of the surge in younger persongthwhealth problems now finding their way onto disability
benefits in many OECD countriéSigureA2.13).

7. Severe physical impairments now accounts for a relative minority of new disalahgfibclaims
compaedto othercausesespecially mental and musculoskeletal health problems. The modern reality
is that the vast majority of health problems labelled as disabilities, do not render an individual
severely incapacitated, but rather impaindtioning in a fixed or episodic fashion. This means
affected workers can continue to work if there is sufficient flexibility for thenthe workplaceo
alter their duties or periodically reduce working hours when symptomsufark is concerning to
find that some employers and public agencies continue to act as though disability means
incapacitation. Their inability to move beyond outdated ideas limits the possibilities for those with
health problems$o work and develop careers

8. The invisibility of the most common forms of disability that benefits are claimed for (mental health
and musculoskeletal problems) also affects integration in the labour market. While employers and co
workers may be willing to accept a worker who produces less becauseweériy visible problem,
this is much harder when it comes to a mental health issue or episodic back pain that can be less
generously interpreted as malingerifidhere may also be concerns about accommodating a person
with mental health problems and thet@ntial disturbance to the workplace and productivity.

9. First, this is because jetearch requirements and other forms of activation elements have been
strengthenedn unemployment benefit systenSecond disability benefits pay more generously in
many countries than unemployment benefits and are perceived as more socially acceptable. That is,
the stigma of perceived laziness sometimes used to characterisestdading recipients of
unemployment benefits is not applied to those on disability benefits.
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From disability to ability

The review didhowevernote aslow shift in fundamental conceptualisatiérom disability to
ability startingin a small ninber countries, which is fecusng operational policyaroundwhat people
with health problems can still dd workand developing supports and entitlemehtgempower them
in this regardin the longer run, jgting out of the labour market needs to cemsan option, except for
the small minority with very marginal capacity and even thenst beneficiaries should be
periodically reassessed to see if they can return to the labour market in future. Setting aside the
economic gains arising from the actieait of the majority othe currentpool of claimants with mental
health and musculoskeletal problems, this would send an important social message letting these
persons know that their community has not written them off but rather views theoteaially
having useful work capacity to contribute. Such a change in orientation shifts existing supports and
resources to rehabilitating people back to part ortiiie work (versus supporting them to stay at
home). There seems no justifiable reason for a pexitbnpartial work capacityo be told to remain
indefinitely at home om public benefit

There are encouraging signs in a number of coundfiegew thinking in terms ofpartial work
capacityrather than incapacitfHowever, progress has been slow beeansst are still hamstrung by
the disability benefit culture discussed earlier. The work capacity issue is also closely tied to socio
political ideologies about the purposes of social protection. Member countries each have to find a way
forward that worksn their respective jurisdictions. By way of example, estralianapproach has
been to trial automatic referral of unemployed who are sick and temporarily unable to work, to a job
capacity assessment that establishes what they can stliwdmens a nation with a historically
strong ethos of social protection and it is seeking to tackle the capacity assessment challenge through a
Work Capacity Commission tasked with receiving submissions and providing a forum for public
discussion.

The disability sceme inDenmarkwhich was reformed in 2003 incorporates a most fundamental
conceptual shift. Disability assessment is Hoausedon what a person can do rather than their loss of
capacity more precisely, the extent to which a person is able to carry sutisidised job (a scalled
Aflewo). A disability benefit is only granted
the extent that a flejob cannot be performed, and participation in rehabilitation would not help to
restore this capacityn determining capacity, a comprehensive individual resource profile is being put
together which includes measures of health, social and labour market proximity criteria. In this
respectDenmark is a begiractice example within th@ECD.

New approachesdr supporting people with partial work capacity

It should be of paramount concern to @ECD countries that the vast majority of persons with
partial work capacity who take up disability benefits never return to the labour mgtatirom
various counies suggests thaffter beingon disability benefi for a year statistically moreecipiens
aredying than returing to employment. The interim April 2007 OECD Issues Papdlen Ways of
Addressing Partial Work Capacitgtiscusses structural reformswdeing taken in a number of
countries to better identify such persons and help ensure they remain attached to the labour market
through careful tailoring of welfare and other supports.

In Denmark following the policy change described above, people wiea s qualify for a
disability benefit now either receive a flgpb subsidy or (as long as they are unemployed) a special
unemployment or waiting benefit, which is set at the level of a disability benefit. The situation is
similar in Luxembourgwhere afte 2002, people with remaining work capacity who were receiving
sickness benefits were shifted on to -g#arch support in the form of a cleadgfined
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Airedepl oyment o procedure which can have two out

compensatdor any difference between previous and new earnings, or unemployment in which case
they receive a waiting allowance set at the level of disability benefit.

The reviseddisability benefit system thatame into operation in theéNetherlandsin 2006 has
similar features. Workers with an assessed earnings incapacity/@¥38%eceive a wage supplement
depending on the amount of remaining work capacity actually used, or (if not working)ratdlat
payment which is considerably lower than the former disabilityefit used to be. Workers with an
earnings capacity reduction of-B8% can no longer receive a disability benefitcase of job loss
they are, after exhaustion of sickness benefitanagedlike other unemployed. Welfare reform
introducedin Australia in 2006 hasbeen along similar lines whereegple with significant work
capacity who can work 139 hours per week are no longer entitled to a disability berefitare
instead classed as regular unemployed and supported and obligated to sdishg)paark.

Activating personswith partial work capacity

The previous discussion raises important issues about the purposeiat@mded buperverse
outcomes arising from disabilityenefitschemes. Thougboth disability and unemployment benefits
offer anincome replacemeribd working-age people without a job who are in many cases able to work,
disability schemes differ drastically in how they operate and the outcomes they produce.
Unemployment benefits are paid so long as a beneficiary engagessegub activities, trainingor
other obligatory activation measures. In most countries, this is not the case for a person on disability
benefits, who tends to be viewed as both incapacitated and inactive, irrespective of their actual work
capacity. This is clely counterproductive and undesirable.

When viewed in terms of competitiveness in the labour market, the distinction between persons
with partial work capacity and the lotgrm unemployed becomes increasingly blurred. As
beneficiaries, they are arguablgdistinguishable. In responsepme countries arebeginning to
exploreapproaches for managing persons with partial work capacityaitsstreanunemployed, in
orderto remove the disincentives inherent in current disability benefit schemes and theremyeimpr
labour market, welfare spending and individual outcorié® general idea being wffer a basic
safetynet benefit to the entire workirgge population, with contingency payments to cover aufsts
managing varioumdividual healthconditionsor otherproblems that limit a perséwork capacity

The United Kingdomhas recently taken a small stehich shows what is possible when a person
with partial work capacity is viewed as having something meaningful to dffess introdueda new
Employment ad Support Allowance in late 2008 repla@ the existing disability benefits (both
contributory Incapacity Benefit and naontributory Income Support). For clients assessed as being
able to workin some capacitythe new benefit works essentially as aemployment benefit, albeit
paid at a slightly higher rate, recognising the additional obligation to engage in a mandatery work
related interview regime where sanctions ensue forattamdanceNew Zealands another country
that has been looking activedy the virtues ointegrating itsvorking-age benefg

While this is an important area of reform with considergiméentialupside benefitsthe long
standing nature of existing systerwarrants careful consideratiard local conditions, moresnd
timing issuesFor instancesuch a shift may beechnically and politically more difficult in countries
in which disability benefits are integrated into the-age pension schemelowever Swedenhas
demonstrated thatven thisis possible to disentanglealbeit aspart of a major reform of its
pensionscheme.
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Obligations for new benefit recipients

Voluntary participation does not facilitatiee motivationnecessary fosuccessfutransitionand
retention in employment for more thansmall number of benefaiies withpartial work capacity
evident inthe low numbers of peopl®n most OECD countrieaccessing voluntary reintegration
programmes. Tying obligations to benefit receipt appears to be much more effective in activating
benefit claimants. Politicallyt imakes good sense to start introducing participation requirements with
new benefit claimants who have yet to adjust to being paid to remain inactive. Such requirements
could take various forms, ranging from periodic contact with case managers to mardasdignal
rehabilitation and, ultimately, a requirement to accept suitable \Bteks bng these lines are being
taken ina number ofountries to establish a more sustainable balance between beneficiary rights and
responsibilities. Th&Jni t e d &Rathwagdn-waik procesgepresent®ne such example. The
main feature of the new process is a series oimgirthly, mandatory workocused interviews,
usually starting eight weeks after the benefit claim, aiming for a personal actidfi plan.

Switzerlaml is also in the process of introducing new responsibilities for persons with health
conditions that could lead them to taking up disability benefitsler areform adopted in 2008, these
persons are now obliggds the legislatiostatey to participatess n Aimeasur es desi gnec
costs for society arising from their disability
for noncompliance Similarly, in Luxembourg people with partial work capacity are now obliged to
enrol in traning and reintegration measures.

Responsibilities for current benefit recipients

Participation requirements are an important element of an improved strategygpst @untries
have so far shied away frosteps to activatehe potentially large number ofinactive disability
beneficiaries and little emphasis is being given to reassessing benefit entit@mémg. contrary, most
countries have elected to grandfather those already on benefit at the time of reform. The probability that
these people will nevéde reactivatedrrespective of their actual work capacig/high.

Nevertheless available evidence suggests that refomativating existing recipients can be
successful even though the context of a recession and rising unemployment may not Heahe i
time to implement such change. Thetherlandsis the only country which recently reassessed
entittements of large parts of its stock of beneficiaries (basically all those under age 50). Benefit
dependency was reduced significantly after the reassessamnd the majority of former beneficiaries
moved back into work.

Needless to sayt is a big step for beneficiari@gho haveadapted to receivingocialbenefitsfor
life to contemplatereturning to the workforce and risk tisecurityof their benefits Countries will
need to plan carefully to allay their feaBwederhas recently implementg@tomisingreforms which
could be looked into by other countries concerned about activating their existing stémhkg-tefm
disability benefit claimants. Permanedisability beneficiaries can earn up to around EUR 4,000 per
year before their benefit starts to redymegressively Most importantly they can cease work and
resume their disability benefit at any time without a new reassessment. This policy maypglsd
those whose ability to cope with incapacity improves over time, and it is especially likely to suit
persons with episodic health conditions. Reform of this type is particularlysuigdid in the current
economic climate. It gives beneficiariesafe means of trying to 4enter the labour market, without
having to fear failing in the attempt and so having to endure another long andalraassessment
process to regain benefit entitlement.

10. Any action taken in response to these interviews, however, is stitommpulsory.
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2. Strengthening incentives for employers ananedical professionals

Addressing the weaknesses @fisting benefit schemes is important but not sufficient. The
review of membercountries also found that responsibilities and financial incentives for key players
involved in the management of workength health poblemsneed much greater attention. This
includes especially employers and medical practitioners (who are the subject of this section) but also
theauthorities granting benefits and/or providing employment services (see subsequent section).

Employers playan instrumental role. There are three main aims for involving them in a tangible
way. First, theyare uniquely well placed tononitor absencegwhich in and of itself reduces
inappropriate sick leaveyeek occupational health advice and develop, togeiltiethe employee, a
rehabilitation and work retention strategy. Secontbgausehey exist to maximise profit, they are
very sensitivao financial incentiveghat encourage them falfil their responsibilitiese.g.having to
carry substantial costsf not managing sickness matters adequately. And thirdly, they need to get
early and easily accessilfieancial and nofinancial support to help sick workergturn to work as
soon as possihle

Prevention

Having a job i s generldlwhilg beiggoumaempldyedror ireactive dass o n 6
detrimental effects on health, especially mental heblthwever, he nature of workn many sectors
has become more challenging, making it more and more difficult for certain grotifespopulation,
especiallythose with low skills and qualifications, to compete and succkedllustrated inFigure
A2.15, through the growth in service industries, more workers are working longer hours and more
frequently outside Anor mal 0 h intensig and commplex tagks; b s  a
while work contracts are less secure; and fewer workers report high work satisfaatioof these
indicators being correlated with stress and, in turn, inferior health.

Employers needupports and incentivas offer work evironmens that do not undermine the
physical or mental health of workemdto provide training and job adjustmeritgat helppreventa
condition from deteriorating and ensure werkerremairs attached to the labour market. Achieving this
requires mking supports more employéiendly and reconsidering the role of and incentives for
employers, and to a certain extent also the role of medical practitioners, in the early phabealtf.ill

Finland has addressed these issues very actively. To preigmiess absenteeism, work injuries
and other health problems at work, consiedabr abl y
obligationsto purchase private or communityn preventive occupational health services and create
healthy working ewironments.These services help ensure regular monitoring in workplaces, action
programmes assessing and minimising workplace risks, early detection of reduced work capacity and
other strategies to prevent disability. Public subsidies are available torsepgployersSwederis
currently in the process of-gstablishingts system of occupational health servicaschthat services
match the new responsibiliti#fsatemployers have.

Sickness monitoring practices
Mechanismdor early identification ofat-risk cases are needed but these are lackiiogvever,
some countries have recently started to put in place more rigorous, systematic and continuogs system

to monitor sickness absences help prevent long labour market interruptions and exits developing
from initially mild symptoms.
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Sickness absence monitorirmgn be done in a variety of forms. I®pain for instance, the
National Social Security Institute has hundreds of doctors whose sole role is to monitor and reassess
ongoing sickness cases. This isgible by way of a very rich administrative database with complete
sickness absence histories, including information on the employee, the employer, the cause for the
absence and the full medical history. These medical inspectors who can terminate & siekeés
when appropriatecontrol people with absencdsnger than the average for a specific sickness,
specified by very detailed lists for all possible diseasesukembourgto give another example, a
formalised procedure kicks in as soon as a persaches six weskof absence within the last
16 weeks. Workers and their attending general practitioner have to provide prescribed information to
the public control unit for social security institutions, which in turn is supposed to evaluate all the
inffor mati on and make a statement regarding the pe
sickness benefit payment.

Other countries use prescribed folloyy procedures. IDenmark for example, municipalities
which are responsible for all benefiatters have to followap every four weeks in case of an absence
classified as at risk of leading to leteym illness or loss of work capacity, and every eight weeks
otherwise. Within 16 weeks, a folleup plan must be established by the worker and theweaker.
Other countries have very strict sinkte rules in Ireland, for instance, a sick worker is required to
renew the siclnote every week but are yet to use this information for systematic fotlaqus.

Sickness management responsibilities of enyglis

When faced with economic hardship, businesses look to cutting costs including through reducing
their workforces. Past evidence shows that some employers have downsized by transferring unwanted
staff via longterm sick leave onto disability benefitteh as a form of early retirement. The problem
with this as discussed earligs that affected workers almost never return to the workfdrcéhe
current deeprecession, countries that allow this to be repeated will see a burgeoning permanent
welfare buden and loss of labour force capacity that is unlikely &vbe regained.

Given that entry into disability benefits is precedieanost caseby a period of longerm sick
leave, a effective means of curtailinthe incentive to downsize in this way ie transfer a larger
share offinancial liaklity for sickness benefits temployers. This igthe casen the Netherlands
where employers now pay the costs of sickness benefits for as long as two years during which workers
generally cannot be dismissEdhey are also responsible for monitoring absences of their workforce,
following a series of predefined stefanctiors which canbe as much as paying sickness benefit for a
full third yearensue for employers who fail to fulfihis responsibility Other countries,such aghe
United Kingdomand Luxembourg have alsorecentlyincreased theesponsibilityof employersfor
sicknessbenefit paymens (to six and three months, respectivelglbeit with lesser sickness
management obligationshile someother caintries,like Switzerland have always had a period of
continued wagg@ayment of several months.

Disability management responsibilities of employers

Some countries go even further than making employers responsible, not only financially, for
managing sickres in an early stage or throughout the legal-pek period. Mirroring similar rules in
work injury or wor kersé6 compensation schemes i
tendency of shifting costs of general disability onto employers to a lasgent. Basically, this is
happening in two ways: either as a public policy choice or by private insurers.

11 Dutch employerganchoose to reinsure their risk with a private insurer.
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In the Netherlandsexperienceated premiums to the public disability insurance were first
introduced in 1998; since 2003, employbave to payor most of the costs of the first five years of
disability benefit receipt of their former workers. This system change was one of the key explanatory
factors for the recent sharp fall in the rates of inflow into disability benefits. With the latest benefit
reform the system was changed yet again, so that now employers are de facto paying for even ten
years for those with a partial earnings incapacity but no longer for those with full and permanent
incapacity. A similar system iRinland, affecting large firma only, implies that companies may have
to pay up to 80% of the total disability benefit bill of their workers in case of job loss as a result of
disability. Switzerlandand Canadaare seeing similar trends but in this case coming from the private
insurane sector which is gaining importanteAdjusting insurance premiums to take account of
empl oyersé6é experience in this case is driven b
insurance schemes.

This new development in financing regulationsseai a number of issues. There is a risk that
without a proper regulatory framewonkhich is lackingin the Swiss case, the potential negative
aspects of this shift in the form of reduced hiring opportunities for sick and disabled péople
outweigh the gins. This can be minimised with careful design of the syséegajn the form of
exemptions for employers hiring a chronically sick or a disabled pé&rasrexists in th&letherlands
and since recently also Kinland. It is not desirable to penalise ployers willing to engage workers
with health problems, but it is desirable to hold responsible those employers who generate more sick
and disabled workers than other employers in similar circumstaggef the same sector, for the
extra costs involved

Adequate supports for employers

Stronger responsibilities for employers need to be matchebteber supportsfrom public
employment agencies and the lilaehelpemployersfulfil their obligations. Employersary in ther
expertise and experience in naging sick workers and it is impracticl expectthemto find all
solutions themselvesThey alsq understandably shy away from cumbersome administrative
procedures and contacfghere is a strong case for a partnership approach to working with engployer
given the alround benefits that arise from keeping people in work and off benefits

Publicemploymentservices in most countrie$acilitate networks of employersvho arei wi | | i ng o
to assist with theplacanent of jobseekers who are difficult to placeg. because of reduced work
capacity. Whilethere is room for greater involvement ésmployment services in this regard, what
many casess lacking altogether is support for employatshe criticalearly periodof sick leave use
to help retain the empoyee inwork. One gooepractice exampleof partnership can be found in
Norway, where a personal contact officer for each employewh o subscri bes to
Wor k pl ac e ois assighed athek nespective local workplace centre build a working
relationship through which helpful information can be made available in a timely way to employers

In some countries employain circles or networks have developaith the aim ofredeployng
workerswho are no longer suited to a job because of illmesgjury with otherfirms, without the
involvement of public authorities. Such netwoden be foundn Swedenmostly on a sectoral basis
andin the Netherlandswhere these fagjfrowing networks are organised on a regional basis. The

12. Anecdotal evidence from Canada suggéisés the use oprivate providers ofinsurance fo sickness
and disability risk may be very effectivelaving a vested financial interest in avoiding the liability
arising from longterm sick leave andisability, they immediatelynd proactivelyinterveneas soon
as aworkerbecoms sick to find ways ofielping them resume work and overcome ilingsiskly.
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potential exists fa workersto betransferred across sectomhereit is lesslikely for a worker to
experience the samworkplace factors that may hawentributedto theér sickness absenc@he
growth of these networksn the Netherlandleas been a pragmatiesponsen the part ofemployergo
minimising their individual exposure to the costs of kiegn sickness absence. Transferring to
employerghisresponsibiliy created a strong mutual interestongthemto be willing to hire workers
from other companies in exchanfprthe possibility of redeployintheir ownworkers who develop
problens that may leavéhe employewith a large wage bill for another ten years, possibly with little
if any productiveoutput.

Rights legislation and employment quotas

Anti-discriminatian legislation and other legal instruments also influence employer practices.
Most countries have introduced adiscrimination legislation to ensure equal treatment of people
with disability (and other disadvantage) in job promotion, hiring and dismp@sakedures. Such
legislation is strongest and most establishedustralia the United Kingdomand theUnited States
but since 2006 all EU member states @obged to adopsimilar legislation. The differences between
regulations can be manifold and lude aspects such as coveragg.(vhether or not they also affect
smaller companies, like they do since recently in the United Kingdom) and degree of enforcement.

However, it is not clear that the use of legislation to protect the rights of pevibhrsability is
working as effectively as intended. While workers in existing employment may be enjoying greater
protection, such legislation may be hindering thieng of workers withreduced work capacity
because employers fear that they will face undfiiewties in terminating employment if they cannot
be successfully accommodated. Research on this matter, riraimlyhe United States, is ambiguous
and on balance probably discouraging, even though the gradual fall in (relative) employment rates of
pemle with disability since the mid990s cannot easily causally be linked to the introduction of
suchlegislation.

Some countries are using an employment quota for the employment of people with disability, and
these schemes are generally better enforced@mdwhat easier to evaluate. The idea in this case is to
compelemployers to employ a certain share of (administratively registered) people with digability
ranging from 6% of the workforce olandto 2-4% in LuxembourgandSpaini and to put levies on
companies not fulfilling their quota. The impact on employment of people with disability, however, is
small with the leviesometimedbeingperceived to bgovernment revenugsing.

There is naobustevaluation available on any of the employment qgoteemesn the countries
reviewed. Evaluatiomon the impact of a similar scheme Austria, one of the countries with
relatively high quota enforcement, are highly discouraging: somewhat similar to the finding on the
effect of antidiscrimination legislabn, the quota seems to generate some job retention for workers
developing a disability at the expense of keeping jobseekers with disability further away from the
labour market, with the net employment effect on balance being negetivessential prohbe may
be one of incentives insofar dBere is ngpracticalway of preventingan employer from filling their
guota withexisting staff who have lowproductivity because of existing probleprather than taking
on new workers with reduced work capadcithio they perceive to be less productive and may require
greater management inpts noted earlier, employers are facing greater financial pressunesny
sectors. It is fasseeable that theyill tend toseekways ofcomplying with the letter of the law wiki
circumventing the underlying policy intent if they perceive the Ilatter could reduce their
competitiveness and jeopardise their survival

SICKNESS, DISABILITY AND WORK KEEPING ON TRACK IN THE ECONOMIC DOWNTURN BACKGROUND PAPERS© OECD 2009



26i KEY POLICY ISSUES

Incentives for medical professionals

Medical professionals who assess sickness and disability claims are keyraittisrpolicy area
As has been observed fimany countriesthere is considerable variability in the decisions thrake
aboutsick leave particularly in the duratiogranted In most countries client demand (for more rather
than less leave) is the ontyert incentive in play. On the unsubstantiated presumptiomost
countriesthat whatever they decide is medically appropriate, general practiticananst beewarded
nor sanctioned for awarding more or less leave by the systems they serve. Thé therKational
Board of Health and Welfare iBwedershows that there are practitioners who unwittingly authorise
more sick leave than is necessary, in cases actually diminishing health outtémtrss country,
guidelines are now provided tssessingnedical professionals to maximise health outcomes and
minimise inappropriate sick leave. Implementing this approach in other countries is likely to achieve
similar improvements in practice and better health and labour market outcomes.

Recognising that inapppriately long sick leave incurs costs for employers or the public purse
and risks labour market detachment, it is important that countries explore ways of improving
incentives for medical practitioners to help sick workers to return to their jobs aaspossible. One
way of doing this is to monitor individual pr a
aware ofthe problems caused by unnecessaiitk listing and, in a second step,itgposesanctions
includingin theextremethe tenporarysuspensiownf sicklisting authorsation.

At a broader systems leyehe authoritiesvho administerthe regional or nationahealth care
entities that licence or employ or in some other way fund the medical practitioners who grant sick
leave, shoull have an intrinsic financial interest managingtheir system in way that promote
employment rather than creatthe unnecessarynactivity that contributes to labour market
detachmentOne avenue to this may be through transferrirmpmponentof the liability for public
expenditure on sick leave from employment or social security budgets to the health sector. In doing so,
health system authorities who manage medical practitioners have an incentive to encourage them to
keep the duratiomrand correspondingost of sick leave to the minimum necessdiyr good
healthoutcomes

3. The necessity for institutional reform

The thematic review found that countries willing to address, rather than shy away from,
fundamental reform enjoyed the greatest improvemematgicularly where there is convergence of
policy objectivesi from passive support to active employment and an inclusion orientatnd,
convergence in the tools and instruments used to achieve them. Making a difference is possible and
each country hasteresting elements of policy to offer that othean learn from.

However the review also observed thehployment supports for people with health problems are
poorly administered in most countries, often hard to access and typically offered toAslage.
consequence, not all groups that could be helped are being helped. Moreover, rehabilitation and
employment supports are oftadmaphazardlyintegrated into the overall system. They are not
sufficiently ceordinated with benefit eligibility and the woedapacity assessment process.

13. For exampleijt was found thatvorkers meeting the criteria for Generalised Anxiety Disorder have a
better prognosis if they stay at work rather than at hbewausen isolation they are more liketo
ruminate excessively anturther deteriorate. Likewise, four weeks recuperative leave following
coronary surgeryends to have beter prognosis because becoming active (withiascribed limits
after this time supports healing and adjustment.
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Service and agency eoperation and ceordination

Perhaps the most common problem affecting the performance of government is ensuring efficient
flows of information and c@peration between public sector agencies and acromslaffgovernment
to achieve common client goals countries like Switzerland and Canada, constitutional demarcation
creates barriers to awdination and flow of information between municipal,
regionalcantonalprovincial and state authorities. One atigt at resolving this is to clarify and agree
on respective responsibilities and commit to sharing of specific information necessary to achieve
common client outcomes. One such example is Alstralian Commonwealth State Territory
Disability Agreements wich define the roles of the different government layers in the provision of
services for disabled people. Similar mutual agreements between federal and provincial/territorial
powers exist inCanada thereby overruling orre-specifying in more detail the ahing of
responsibilities laid down in the constitution.

When it comes to actual service delivery, persons with partial work capacity invariably face a
complex and fragmented system of supports. This problem is common to most areas of social service
delivery and a range of approachiess been tried to improve the quality of services provided and to
keep the focus on employment outcomdésrway, for instance, has merged the Public Employment
Service and the National Insurance Authority into one new pubtigrastration to ensure streamlined
and better cerdinated services in order to minimise the possibility that clianscontinually
shuffled between agencies. Initial results are disappointing though this is mostly because such major
institutional changewill take much longer to deliver. A similar merger took place in ltheted
Kingdoma few years eatrlier, creating a new agehdob Centre Plug that operates on a far more
customeyoriented basis and provides a single point of delivery for jobs, bermefvice and support
for people of workingage. In this case, results seem to have improved.

A number of other countries are usioigestopshopelements of sorts to ensure that people with
disability receive the right service at the right time. Moreengly, Swederfor instance has tasked its
Social Insurance Agency with managing funds set aside for the vocational rehabilitation of workers
that is the responsibility of its Public Employment Service. This has required the two agencies to work
jointly, atall levels, to develop common plans and focus on client outcomes.

Incentives for delivery institutions

Policy makers are used to thinking about incentives for shaping the preferences and behaviours of
private providers and clients. However, consideratieads also to be given to general and specific
incentives for public institutions granting benefits or assisting persons with partial work capacity to
resume employment. Public authorities have an important role in monitoring and managing sickness,
actingin this regard as aubstitute employdor those who do not or no longer have an employer or
for whom employer responsibility has been waived.

The challenge here is that granting of a disability benefit reduces the administrative burden for
public servarg. Comparedavith an unemployment beneficiary who has to be continually followed up
to ensure they are actively engaging in-gaeking activities or required training, a client on disability
benefits usually requires no such monitoring or sanctioning. O&ttiDtries use a myriad of systems
to manage such persons and will have to find opportunities for setting agency incentives to ensure it is
in the interest of frontline workers to help people with partial work capacity return to work. The
Danish social sysem provides an interesting example in this regard. Municipalities responsible for
both employment supports and benefit grants in this country, receive higher reimbursement from the
state for active intervention and therefore have a vested interest dingvpassive payments.
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Outcomebased funding

Some countries have opted to promote privately operateeprdfit and notfor-profit) job
brokers and service providers to increase vocational rehabilitation and employment service capacity
and efficiency usig outcomebased funding approache®ne of the key challenges is setting
remuneration correctly because prdjitit alsopublic-servicedriven providers are likely to favour
clients who are easiest to work with and place, and actively disengage with tstisg enore to
serve Australiaand theUnited Kingdomhave sought to ensure that less competitive jobseekers attract
higher placement fees and place séntieough generally not yet enouglweight on the sustainability
of employment outcomed\lso, cliens vary considerably in what they need from providers to make
the transition into and maintain employment, which in turn requires investment in time and other
resources by providers to recruit, retain, train and develop staff to deliver quality sérieesirrent
evidence is equivocal in that the approach has stimulated a growth in provider capacity but there are
challenges in making sure tHarderto-place clients are receiving the support they need.

Notwithstanding these issue$,outcomebased funithg can beshown to provide better and more
sustainable employment outcomélsis approachshould not be limited to private service providers.
Countries relying on public employment services and commanitlydisability organisations should seek
ways to dmulate better outcomes by remuneratingm on the basis of thesuccessn placing workers
with reduced work capacityDutdated outptivased (and even more so inpased) block funding is less
likely to lead to sustainable employment and to promotavative practices to achieve this.

Mental health and young people

The surge in mental health problems in recent decades is a co@pERwide phenomenon.
As shown in FigureA2.14, having a mental iliness markedly lowers the likelihood of employment.
The dallenge for countries seems at least tiode Firstly, they haveto provide mental health
services that help affected persons feel well enough to participate in the labour market. This is not
going to be easy given the extreme heterogeneity in mdaatatdrs, though the sidkave guidelines
recently implemented in Sweden show that medical practitioners can help keep affected persons
attached to the labour market. Seconillis importantto overcome the stigma associated with mental
health problemén the workforce. Many employers are still concerned that they do not know how to
work with such employees. Mental illnessimsmost casean invisible malady and fellow workers
may not be as willing to accommodate reduced productivity and any othealspaeils in the way
that they might with a new colleague whas an obvious physical impairmeFRinally, they needo
understand and address the drivers of inflows into labour market detachment due to mental health,
which includes looking at the changifaxe of work itself.

While the structural reforms discussed earlier have helped reduce the numbers of sickness and
disability beneficiaries in some countries, recent data indicates that the problem is shifting to take root
among younger people. The numbar this group have doubled in a number of countries, with mental
health now accounting for around ttldrds of persons under age 35 claiming disability benefits. This
has grave implications because the vast majority of those people are unlikely woeek tigain. The
scenario of a young person, aged 20 with clinical depression, becoming eligible for disability benefits
is disturbing to say the leaistbecause it means being paid to stay at homeenefitsfor around 40
years, squandering a life of otlase productive participation in the labour market and missing the
many benefits that come with that. While a number of countries are intervening to help young people
transition into the workplace, the existing strategies do not explicitly prioritiseafrtegdlth or look at
working conditions of entyevel jobs they are likely to takep. The existing interventions risk
capturing those more likely to find work anyway and miss others with mental health problems or
lower school qualifications.
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ANNEX 1
LABOUR MARKET POLICY | N LIGHT OF THE GLOBA L ECONOMIC DOWNTURN

The sustained growth over the past decade in the world economy is now over and policy needs to
change and adapt to suit a period of recession. While countries are taking measures to cushion some o
the impacts of the downturn on consumer and business confidence and labour demand, they must also
act to minimise damage to their economies as they ride out the immediate storm and commence
rebuilding in earnest to pull themselves and the global ecoootyf the present situation.

It is now broadly accepted that many more workers in all parts of the world will lose their jobs
because of the downturn: the latest OECD projections suggest that unemployment in the OECD area
could increase by 25 million ovehe level at the end of 2007. The higtofile closure of long
standing or largscale businesses in many OECD countries has been the subject of considerable
media attention and caused a deep psychological impact on many communities. People are anxious to
know that help will be forthcoming if it is needed; either as income support to stay out of poverty or as
re-employment assistance to find whatever other work they can. Having already made significant
contributions to various stimulus and bailt measurg the pressure is now also building on
governments to spend much more on safietywelfare and active labour market measures.

It is cautionary to observe in previous economic downturns that panicked responses to such social
and political pressure in s@mcountries sowed the seeds for major structural problems that both
delayed their later recovery and held them back long after the global economy improved. In this
context, Sant ay a dandtdearafronhistory ajet condesnred 1o hepéatiemains
more apt than ever. It is of paramount importance that saéttyvelfare intended to protect those
made redundant by the downturn avoids the mistakes of the past, chief among which was moving
people from unemployment to other benefits that leth&r permanent exclusion from the labour
market. Categorising jobless people as lmrgn sick or disabled expediently reduces official
unemployment statistics and, while this may be an attractive option politically insofar as it reduces
electoral presserover rising unemployment, it causes much more significant problems in the medium
and longer term and ought to be avoided at all costs. In this regard, countries should also consider the
Swedish reforms to regulations governing assessment of sicknesdlisaflity by medical
professionals. Heading into recession there will be increasing pressure to help people access sickness
and disability insurance and welfare schemes. Reforms and incentives to minimise the granting of
inappropriate sick leave are medtat any time, but particularly so at present.

Under a range of past policy regimes, many OECD couritriespecially some of the English
speaking and the Nordic countriesallowed large numbers of workirage adults easy access into
disability benefitswith minimal or no obligation to seek work. This, in turn, allowed companies to
downsize their workforces by shifting older workers onto disability schemes with high replacement
rates as a form of early retirement. Since then it has proven extraordihfficlyit to get any of these
recipients back into sustained employment. Sterh thinking in these countries saddled their
economies with huge and permanent welfare burdens and loss of productive labour force capacity that
was, with hindsight, avoidableGiven the additional problems of an ageing population and rising
mental health problems affecting especially but not only young adults, these old strategies are no
longer tenable.
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It is inevitable that countries will want to spend more supporting worikdeoslose their jobs due
to the downturn. Moreover, if the recession is very deep and prolonged there is a serious risk that
many people become trapped on unemployment benefits, and thereby susceptible to disabling mental
health problems over time. As wadw from existing data, many of these never return to work even
after their health conditions improve. So, rather than waste scarce resources on guaranteed inactivity
and risk the slippery slope to labour market exclusion, governments could look andiretr
investment toward temporarily funded schemes that protect their labour supply and make
unemployment and disability benefits a last resort. Some short to mésgliomoptions in this regard
could include public works schemes; subsidies to dirog working; wage subsidies.g.in the form
of cuts to payroll or other employee insurance contributions; and retraining and other education
subsidies to help persons who have lost or who cannot find new employment to broaden or develop
new skills that impree their employability.

Looking forward, many countries will seek to protect people who lose their jobs from poverty
through various income protection measures. However, a key lesson from previous downturns is that
these need to be temporary (albeit lagtia number of years) and with bttt or planned
obsolescence, such that they cease to apply when the economy picks up. Failing to tie these measures
to economic conditions risks creating incentives for people to stay out of work when demand for
labour sarts to grow again

SICKNESS, DISABILITY AND WORK KEEPING ON TRACK IN THE ECONOMIC DOWNTURN BACKGROUND PAPERS® OECD 2009



ANNEX 2. SUPPORTINGFIGURES AND TABLESi 31

ANNEX 2
SUPPORTING FIGURES AND TABLES

Figure A2.1. After a period of decreasing unemployment, a bleak economic outlook is forecast
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Source: OECD Economic Outlook Interim Report, March 2009.
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Figure A2.2. People with disability are far less likely to be employed all over the OECD

Employment rates by disability status in the mid-2000s (left axis) and trends in relative employment rates
since the mid-1990s (people with disability over those without, right axis)
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Notes: Throughout this annex, (W) in the legend relates to the variable for which countries are ranked in decreasing order from
left to right. OECD refers to an unweighted average for 27 countries for employment rates and 19 countries for trends in relative
employment rates.

Source: EU-SILC 2005 (wave 2) and ECHP 1995 (Wave 2), except: Australia: SDAC (Survey of Disability and Carers) 2003 and
1998; Canada: PALS (Participation and Activity Limitation Survey) 2006; Denmark: LFS 2005 and 1995; Finland: ECHP 1996;
Korea: National Survey on Persons with Disabilities, 2005 and 1995; Luxembourg: EU-SILC 2004; Mexico: ENESS (National
Survey of Employment), 2004 and 1996; Netherlands: LFS 2006 and 1995; Norway: LFS 2005; Poland: LFS 2004 and 1996;
Spain: EU-SILC 2004; Sweden: ECHP 1997; Switzerland: LFS 2005; United Kingdom: LFS 2006 and 1998; United States: SIPP
(Survey of Income and Program Participation) 2004 and 1996 (waves 4 core data).
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Figure A2.3. When employed, people with disability work part-time more often than others

Share of part-time employment in total employment by disability status in the 2000s?
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a) Part-time employment refers to persons who usually work less than 30 hours per week in their main job.

Source: See sources for the mid-2000s in Figure A2.2.

Figure A2.4. People with disability are twice as likely to be unemployed, even in good times

Unemployment rates by disability status (left axis)
and relative unemployment rates (people with disability over those without) in the mid-2000s
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Source: See sources for the mid-2000s in Figure A2.2.
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Figure A2.5. Incomes of people with disability are relatively low, unless they are highly-educated
and have a job

Panel A. Trends in income® levels of people with disability,
as aratio of average income of the working-age population
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Panel B. Income® levels of people with disability by educational attainment,
as aratio of average income of the working-age population, mid-2000s
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Panel C. Income® levels of people with disability by labour force status,
as aratio of average income of the working-age population, mid-2000s
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a) Income refers to household-size equivalised disposable income per person.

Source: See sources in Figure A2.6.
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Figure A2.6. People with disability are at greater risk of living in or near poverty

Panel A. Poverty rates® by disability status (left axis)
and relative poverty risk (disability over non-disability, right axis), in the mid-2000s
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Panel B. Trends in poverty rates® of people with disability,
in percentage of poverty rates of the working-age population, mid-1990s and mid-2000s

© Mid-1990s © Mid-2000s (W)

25 25

e

2.0 2.0

15 II 091300810 ®| 15

® . I
1.0 L4 1.0
L 4
®e
05 05
N 2R & e ) (\6 g «\"’ D R P € O O o P WP P N TR A~
?&9\@ \l~°‘\< \3:‘\ S rb(ﬁ“ \®° \'z‘ V‘) ?oéogo@%’b‘\ :&v\) @ 90 e"” o “\e"‘ {x’b \") ““ ‘&@ & O
@ K\
\)t)(\\'e 0190 \’\) %\0\\

a) Poverty rates: percentages of people with disability in households with less than 60% of the median adjusted disposable
income.

Source: EU-SILC 2005 (wave 2) and ECHP 2000, 1995 (waves 7, 2), except: Australia: SDAC (Survey of Disability and Carers)
2003 and 1998; Canada: SLID (Survey of Labour and Income Dynamics) 2005, 2000 and 1995; Denmark: SFI database 2005,
2002, 1995; Finland: IDS database 2005, 2000, 1995; Korea: Korean Welfare Panel Study, 2006; Luxembourg: EU-SILC 2004;
Mexico: ENESS (National Survey of Employment), 2004, 2000, 1996; Norway: EU-SILC 2004; Poland: HBS (Household Budget
Survey) 2004, 2000; Spain: EU-SILC 2004; Sweden: ECHP 1997; Switzerland: SHS (Swiss Health Survey) 2002, 1997; United
Kingdom: FRS (Family Resource Survey) 2004, 2002; United States: SIPP (Survey of Income and Program Participation) 2004,
2001, 1996 (waves 4 core data).
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Table A2.1. Incapacity-related spending is much higher than unemployment-related spending

Trends in expenditure on disability and sickness programmes, in percentage of GDP, 1990, 2000 and 2005,
and in percentage of unemployment benefit spending and total public social spending, 2005

Disability Sickness Disability and sickness
9 % Public
% GDP % GDP % GDP % Unemployment . )
social spending
1990 2000 2005 1990 2000 2005 1990 2000 2005 2005 2005
Australia 11 12 13 05 18 13 1.6 3.0 25 463 15
Austria 1.8 1.1 13 1.3 11 1.0 3.1 2.3 2.4 221 9
Belgium 14 12 14 14 0.7 0.7 2.8 1.9 2.1 72 8
Canada 04 04 04 0.0 00 0.0 0.4 0.4 0.4 65 2
Czech Republic 1.2 1.1 1.1 1.0 12 1.0 2.3 2.3 2.1 355 11
Denmark 16 15 1.8 14 11 13 2.9 2.6 3.1 231 11
Finland 21 18 19 15 12 1.2 3.6 3.0 3.1 194 12
France 09 08 0.9 06 07 0.8 1.6 1.5 1.6 99 6
Germany 08 10 0.9 19 16 13 2.7 25 2.2 148 8
Greece 1.0 0.7 0.7 08 0.7 0.6 1.9 14 1.3 329 6
Hungary . 0.2 0.2 . 0.7 0.7 . 1.0 0.9 190 4
Iceland 09 17 22 15 14 15 2.3 3.1 3.6 1183 22
Ireland 05 06 07 08 06 0.7 1.3 1.1 15 163 9
ltaly 1.2 09 0.8 09 07 05 2.1 1.6 1.3 324 5
Japan 03 03 03 01 01 01 0.4 0.4 0.4 125 2
Korea 01 01 01 01 01 01 0.2 0.2 0.2 104 3
Luxembourg 20 1.7 1.6 06 06 09 2.6 2.3 2.5 324 11
Mexico 0.0 00 0.0 0.0 00 0.0 0.0 0.0 0.0 . .
Netherlands 47 27 24 29 22 23 7.6 4.9 4.6 303 22
New Zealand 06 09 10 03 03 03 0.9 1.2 1.3 302 7
Norway 25 23 26 26 27 24 5.1 5.1 4.9 960 23
Poland 21 22 16 0.7 07 0.6 2.8 3.0 2.3 821 11
Portugal 1.7 1.8 18 0.0 00 0.0 1.7 1.8 1.8 157 8
Slovak Republic .. 09 0.9 . 1.0 0.3 . 1.9 1.2 672 7
Spain 12 12 11 1.0 1.0 11 2.2 2.2 2.2 103 11
Sweden 19 21 25 31 20 17 5.0 4.1 4.2 353 14
Switzerland 1.0 18 21 1.2 11 1.0 2.2 2.8 3.2 339 16
Turkey 0.1 02 01 0.1 00 0.0 0.1 0.2 0.1 232 1
United Kingdom 1.6 21 1.8 06 0.7 05 2.2 2.8 2.3 904 11
United States 05 06 07 08 06 0.7 1.3 1.2 14 483 9
OECD 1.3 12 1.2 1.0 09 08 2.3 2.1 2.0 248 10

Notes: .. : Data not available. Disability category refers to public and private disability benefits; sickness category refers to public
and mandatory private paid sick-leave programmes (both occupational injury and other sickness daily allowances).

Source: OECD Social Expenditure database (www.oecd.org/els/social/expenditure).
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Figure A2.7. Disability benefit rolls have evolved differently across the OECD, reflecting policy choices

Number of disability benefit recipients aged 20-64 as a share of the working-age population®

a) Data for Austria and Germany would be approximately one percentage point higher if civil servant schemes were included.
Data for the Netherlands cover ages 15-64. Data for Poland refer to the employee contributory scheme only; were the
farmers fontributory scheme and the non-contributory scheme included, the rate would be two percentage points higher.

Source: Data provided by national authorities.
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