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Vulnerability of social institutions: lessons from 
the recent crisis and historical episodes

Theme of The projecT

The economic crisis has put pressure on social 
protection systems…

The recent crisis was the heaviest adverse 
economic shock since the Great Depression 
affecting the majority of the OECD countries. 
It led to significant increases in unemployment 
and a decline in government revenues intensified 
pressure on social institutions. The structures 
of the welfare state in European countries have 
had to account for increases of unemployment 
of up to 15%-20% (in Spain and Greece for 
instance) and cumulative GDP loss relative to 
potential over the 5 years of the crisis (2008-
2013) averaging 10-15% and up to 25% (Ireland). 

… across key themes like pensions, health care 
provisions and unemployment insurance

Particularly hard hit were social security 
instruments, health provisions and 
unemployment insurance. These are assessed 
for the way they were impacted in financial 
terms, observing the losses they took, and 
adequacy terms, meaning the scope and ability 
to cover people in need. Public social spending 
had to increase to match the increased 
demands, but not universally across the OECD 
(exceptions, where the social spending trend of 
increase decelerated sharply are Korea, Mexico, 
Portugal, Greece, Hungary and Luxembourg). 
The severity and length of the crisis, together 
with the demands placed on social systems 
present an opportunity to conduct a ‘stress 
test’ on their performance and stability.   

resulTs of The work sTream

Pension schemes withstood the crisis to varying 
degrees 

The poverty rate of the elderly, after taxes and 
transfers, fell in most OECD countries over the 
period 2007 to 2010. This was largely because 

of automatic stabiliser effects of defined bene-
fits pensions, as well as specific stimulus meas-
ures to counterbalance losses in individual re-
tirement savings. The experience of members 
of various pension plans was diverse. Members 
of defined contributions plans were affected 
negative, in particular those close to retire-
ment. Members of defined benefits schemes 
fared well, but the financial gap between 
available resources and future commitments 
already existing in such scheme has widened. 
Pay-as-you-go (PAYG) public sector pension 
schemes have weathered the crisis well, how-
ever they face long-term sustainability issues, 
due to ageing and uncertainties around future 
productivity trends.

… but the contribution base was eroded 

Long periods of unemployment have resulted 
in lower lifetime earnings for the current work-
ing age population. This means that the contri-
bution base of most pensions schemes is low-
er, but also that the future retirement funds of 
those with precarious current employment are 
small. 

Healthcare cuts will affect long-term costs … 

Healthcare spending has a usual upward trend 
in the OECD countries, which continued during 
the first two years of the crisis. During 2010-
11, however, it stagnated for unprecedented 
2 years. It declined dramatically in the coun-
tries worst hit by the crisis, such as Greece, 
Iceland and Ireland. The majority of reductions 
came from cuts in administration costs, medi-
cal goods and preventive care. The latter may 
cause an increase in healthcare costs in the near 
future. The increase in inequality as a result of 
the crisis has meant that access to healthcare 
has become more unequal and low-income 
households have suffered worst. 

Unemployment insurance spending increased

Spending on unemployment insurance in-
creased substantially. It more than doubled for 
10 OECD countries in the period 2007 to 2010. 

Project PaPers

• Fall, F., Pisu, M., Pareliussen J., 
Bloch, D., (2014) ‘’Vulnerability of 
social institutions: lessons from the 
recent crisis and historical episodes’’ 
OECD Economic Department Work-
ing Papers, N: 1130, OECD, Paris  

• Fall, F., (2014) ‘’Vulnerability of Social 
Institutions’’, ECO/CPE/WP1(2014)4

• Fall, F., (2014), ‘’Vulnerability of fi-
nancial institutions Annex 1: Lessons 
from the recent crisis and histori-
cal episodes’’, ECO/CPE/WP1(2014)4/
ANN1

• Pisu, M., Fall, F., (2014) ‘’Vulnera-
bility of social institutions Annex 3: 
Overcoming vulnerabilities of health 
care systems’’, ECO/CPE/WP1(2014)4/
ANN3

• Fall, F., (2014), ‘’Vulnerability of so-
cial institutions Annex 4: Overcoming 
vulnerabilities of pension systems’’, 
ECO/CPE/WP1(2014)4/ANN4

• Fall, F., (2014), ‘’Vulnerability of so-
cial institutions Annex 5: A frame-
work for comparing the robustness 
of PAYG pension schemes’’, ECO/CPE/
WP1(2014)4/ANN5

There are substantial differences in the cover-
age of unemployment insurance schemes across 
countries. Where spending on unemployment 
insurance did not rise, considerations must be 
raised as to the adequacy of such schemes and 
the contribution to rising inequality.
  
… especially among the young 

Young and old workers were most affected by 
the downturn in the business cycle. While peo-
ple older than 65 were protected by pension 
schemes, young people, aged 18 to 25 were par-
ticularly hard hit with a more than 1.5% increase 
in relative poverty in the OECD average. Youth 
unemployment also soared, with countries 
worst hit being Estonia, Greece, Spain, Portugal 
and Italy. 

New approaches / policy implica-
TioNs

This project was a stock-taking exercise assess-
ing the performance of social security schemes. 
The results shed light on the ability of the fiscal 
apparatus to prop up social security systems in 
an economic downturn. 

The experience of past reforms offers lessons …

Past episodes of reform of social institutions 
were reviewed, such as pension systems and 
their evolution in the US, UK, Sweden and 
Germany, and healthcare provisions in Finland 
among others. These provide lessons on the 
conditions for the success of reforms and their 
implementation. 

… on how to build more sustainable social secu-
rity systems … 

Successful reforms have been prepared long in 
advance by independent commissions, which 
helped build consensus among policy makers 
and the public, illustrated for instance by the 
German and Swedish pension reforms in the 
2000s. This has allowed for reserve funds to be 
built up, for the public to anticipate the chang-
es, and ultimately to boost sustainability of 
social security. In terms of healthcare reforms, 
hard budget constraints and decentralisation 
of financing as well as spending (as illustrat-
ed by reforms in Finland in the 1990s) helped 
align health provision incentives and promote 
sustainability. Unemployment insurance sys-
tems with a larger risk pooling mechanisms 

have historically provided a better balance be-
tween sustainability and adequacy in provision 
of cover than fragmented systems. 

Providing incentives for multiple funding sourc-
es (for healthcare and pension contributions), 
matching social contribution to changing de-
mographic trends (such as ageing), and taking 
into account unemployment support versus in-
centives to look for work trade-offs, can sup-
port long-term sustainability of such systems.

… which underpin social and economic stability

The social and economic environment is inevi-
tably uncertain and policy makers have the dif-
ficult task of striking the right balance between 
generous provisions in times of crisis and en-
suring long term sustainability of social secu-
rity systems due to their intertemporal nature. 


