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THE FINNISH BASIC PENSIONS SCHEMES

by Heikki Kaitaranta, M.Pol.Sc.

The Social Insurance Institution

INTRODUCTION

In Finland there are two types of pension
security schemes with quite different but com-
plementary functions: the basic pensions
schemes and the employment pensions
schemes. The former provide basic security
to all pensioners while the latter, aiming at
maintaining the standard of living of the
persons covered, provide additional earnings-
related benefits to those who have been gain-
fully employed during their active years. As
the employment pensions schemes are rel-
atively young, they cover only a fraction of
those who are at present within the basic
pensions schemes.

The basic pensions schemes are administered
by the authorities who deal with the sick-
ness insurance scheéme, another universal
plan covering every resident of Finland. It
provides compensation for the costs of out-
patient care and for the loss of earnings due
to short-term disabilities. The present article
deals only with the basic pensions schemes;
separate articles describing the employment
pensions schemes and the cickness insurance
scheme will be published subsequently in
the Bulletin. This series of articles will touch
upon almost all social insurance in Finland.

As indicated, the main function of the basic
pensions schemes is to secure a minimum
but adequate level of living for the aged,
disabled, widowed, etc. All persons aged six-
teen and over are insured, and the entitlement
to and the size of the pensions do not depend
on contributions or past income. Instead, the
pensions are partly flat-rate and partly inversely
related to the pensioner’'s income or property,
although this relationship is not complete. In
connection with the basic pension, the pen-
sioner may receive a broad range of other
benefits within the basic pensions schemes.
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HISTORY

The first universal basic pensions scheme for
the aged and disabled came into force in
1939 after the enactment of the National
Pensions Act in 1937. The scheme was based
on the banking and funding principle: the
insured had to deposit their contributions on
personal accounts for financing their pensions
after retirement. Since this system was slow
to bring full coverage to all and otherwise
restricted the availability and size of pensions,
it was frequently amended and at last totally
revised by a new act in 1956. The revision
meant the abandonment of the funding prin-
ciple and the introduction of the pay-as-you-
go principle in the financing system along
with a considerable increase in the benefit
level. This scheme has subsequently been
developed through a number of revisions, the
latest of which was made in July, 1973.

In the course of this development the coverage
and standard of basic pensions insurance were
further extended by new acts. In 1969 the
Survivors’ Pensions Act, the Assistance Sup-
plements and Housing Allowances Act and
the Child Care Allowances Act were passed.
In 1971 the Front-Veterans Pensions Act
was approved by Parliament. The schemes
set up by these acts are closely linked to the
national pensions scheme and are all ad-
ministered by a common agency. Today, the
number of beneficiaries covered by the basic
pensions schemes exceeds 800 000, which is
over 17 per cent of the total population.

ADMINISTRATION

The basic pensions schemes are administered
through central organization, the Social Insur-
ance Institution (Sll), which was established
in 1937 to implement the first basic pensions
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scheme. As it also administers the universal
sickness insurance scheme, the Sll is the major
social security agency in Finland and is
responsible for a third of all social expenditures.

The Sll is financially and administratively an
autonomous institution acting under the super-
vision of Parliament. The managing bodies
are the Board and the Enlarged Board, the
former taking care of the general management
and the latter dealing with such matters as
investments and questions of principle. Mem-
bers of the Board — the Director-General
and five Directors — are appointed by the
President of Finland while members of the
Enlarged Board — other than the Directors —
are appointed by the Government. The other
main administrative bodies are the Com-
missioners and the Auditors, the former being
appointed to supervise the activities and man-
agement of the SlI and to present an annual
report to Parliament.

The SlI is divided into ten departments and
has two dense networks of local offices, one
for pensions insurance and the other for
sickness insurance. However, it has recently
been decided to co-ordinate the services at
the local level. The Sl employs about 4 600
persons and has an large data processing
centre with diverse registers and programmes
for its accounting and paying operations, as
well as a data bank with information about
every citizen in Finland.

BENEFITS

There are five classes of benefits in the national
pensions programme: invalidity pensions, old-
age pensions, unemployment pensions, old
age assistance and burial grants. The in-
validity pension is payable to those between
16 and 64 who, on account of an illness,

defect or injury, are incapable of doing their

usual work or taking up another comparable
job which, considering their age, occupa-
tional skill, and other circumstances, is deem-
ed to be suitable and which will provide
them with a reasonable living. The old age
pension is payable to everyone 65 years of
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age and over. Old age assistance is payable
to unmarried women of limited means aged
between 60 and 64. The unemployment pen-
sion is provided to persons between 60 and
64 after a prolonged period of unemployment.
A burial grant is payable to the spouse or
the estate of the deceased.

The national pension, whether old age or
invalidity, never falls below a basic amount,
and may include an assistance amount, an
assistance supplement, a housing allowance
and a helplessness supplement. The basic
amount is a flat-rate benefit. The assistance
amount is income- or means-tested, i.e. de-
pendent on the pensioner's income and
property. It is payable in addition to the
basic amount either in full or at a reduced
rate depending on whether and to what ex-
tent the income from other sources and the
value of property exceed certain limits. How-
ever, there are some so-called privileged
sources of income which do not affect the
assistance amount. The assistance supple-
ment is payable in addition to the full assist-
ance amount after a similar but more rigorous
means-test.

The housing allowance is granted to reimburse
pensioners for housing costs. It is also means-
tested and depends on housing costs within
a certain range of costs and certain standards
of housing. The helplessness supplement is a
flat-rate benefit payable to pensioners who
cannot get along without the help of other
people, e.g., the blind and those unable to
move by themselves. The helplessness supple-
ment is also given to everyone 80 vyears of
age or over.

As indicated earlier, the benefits paid under
the survivors’ pensions scheme and the front-
veterans’ pensions scheme are to a great
extent similar to those of the national pensions
scheme (old age and invalidity). In addition
to different components of the national pen-
sion, the widow may also receive a training
allowance. The newest benefit is the child
care allowance, a flat-rate benefit payable to
the guardian of a child between three and
fifteen who is suffering from prolonged illness.



TABLE 1. REVENUE AND EXPENDITURE UNDER THE SIl PENSIONS SCHEMES 1965—1972

Revenue (excl. transfers of funds)

Sources of Mlll?ggzr Mlll?eggr Mill‘.lgie’; Mill?gggr Mill?gggr Milljlglz(;r Mill?gglr Mlll?gégr
revenue mk cent mk cent mk cent mk cent mk  cent mk  cent mk  cent mk  cent
Theinsured 190 23.7 202 22.8 218 22.2 240 21.8 265 21.56 344 235 396 227 439 21.8
Employers 174 217 196 221 241 245 273 248 300 343 390 26.7 839 48.1 1004 49.8
State 250 31.2 275 31.1 305 31.0 344 31.3 390 31.6 452 30.9 220 126 282 140
Munici-

palities 73 9.1 81 9.2 89 9.0 100 91 109 8.8 130 8.9 146 8.4 161 8.0
Yield on as-

sets and

other

income 114 142131 148 131 133 142 129 171 138 146 10.0 144 83 132 6.5
Total

revenue 801 99.9 885 100.0 984 100.0 1099 99.9 1235 100.0 1462 100.0 1745 100.1 2018 100.1

Expenditure (excl. transfers of funds)

Mill?gggr M.”,wSSr Mill?gng Mllljlgggr M|ll?9l§2r MiIITSZ’Zr Mill?glz“;r Mill?gggr
mk  cent mk  cent mk  cent mk  cent mk  cent mk  cent mk  cent mk  cent
Old-age
pensions 498 721 631 723 722 711 797 70.2 859 69.3 930 654 1121 64.4 1234 61.5
Invalidity
pensions 171 24.7 216 247 261 257 301 26.5 329 266 379 26.7 473 27.2 544 271
Other
benefits 6 09 7 038 8 0.8 10 0.9 20 1.6 76 53 104 6.0 179 8.9
Administra-
tion and
other 16 23 19 2.2 24 2.4 27 24 3 2.5 36 25 42 24 50 2.5
Total ex-

penditure 691 100.0 873 100.0 1015 100.0 1135 1

Besides pension benefits the SlI also provides
services designed to prevent invalidity and
to restore working ability. The services in-
clude examinations, medical care, rehabili-
tation, and re-education. These activities have
increased considerably during the past three
years. The foundation of the SII Rehabili-
tation Examination Centre in 1972 has fa-
cilitated the provision of these services.

The flat-rate basic amount is usually rather
small in relation to the supplementary amounts.
Since pensions are largely means-tested, the
level of the pension tends to rise as incomes
from other sources fall. Today, the full basic

00.0 1239 100.0 1421 99.9 1740 100.0 2007 100.0

pension, payable to a pensioner with very
limited means, falls somewhat below the
minimum wage. Pensions are increased as
the price level rises so that they will not lose
their purchasing power. The threshold for
this adjustment is a three per cent rise in the
cost of living index. All basic pensions and
sickness insurance benefits are tax-free.

FINANCING

As was stated above, the financing of the
basic pensions schemes is based on the pay-
as-you-go principle, which roughly means that
the benefits paid during a year are financed by

3



TABLE 2. BASIC PENSION EXPENDITURES IN RELATION TO DIFFERENT COMPONENTS OF NA-
TIONAL INCOME AND SOCIAL EXPENDITURE

1965 1966 1967 1968 1969 1970 1971 1972
All benefits’ Per cent of private con-
paid under the pensions sumption expenditures 451 538 577 593 575 6.05 6.82 6.90
schemes of the SlI Per cent of the total amount
of wages and salaries 6.06 699 7.47 751 7.35 7.47 817 8.25
Per cent of all social
expenditures® 23.18 25.13 25.05 23.49 22.60 22.20 22.88 23.86
Total budget? Percentof NDP atfactorcost 3.87 4.17 445 442 427 425 460 4.70
(all expenditures incl. Per cent of all social
administration and expenditures® 27.51 27.19 26.92 25.23 24.53 23.43 23.51 24.61
transfers of funds) Per cent of the total budget of
for the pensions the SII3 81.71 80.84 75.59 74.89 74.87 74.44 73.23 71.31
schemes of the SlI
1 All benefits (pensions), mill. mk 675 854 991 1108 1208 1385 1698 1957
2 Total budget (pensions), mill. mk 800 924 1065 1190 1311 1462 1745 2018
3 Total budget of the SII, mill. mk 979 1143 1409 1589 1751 1 964 2 383 2830
4 All social security in Finland, mill. mk 2912 3398 3956 4717 5345 6 239 7422 8 200

the contributions collected in the same year.
In more general terms, the responsibility for
the basic social security of today’s pensioners
lies with the present working generation.
Funds are built up only to the extent nec-
essary for maintaining liquidity. The insured,
the employers, the State, and the munic-
ipalities all participate in the financing.

The insured between the ages of 16 and 64
pay two per cent of their income liable to
municipal taxation. Employers used to pay
a fixed percentage of their payroll, but since
April 1, 1973, the percentage has been grad-
uated according to the capital intensity of
the enterprise: if depreciation of capital used
in the production process (machines, etc.)
is less than 50 000 marks, the percentage is
4.25; if depreciation exceeds 50 000 marks
and is between 10 and 30 per cent of the
payroll, the percentage is 4.75; and if de-
preciation exceeds 50 000 marks and amounts
to more than 30 per cent of the payroll, the
payment is 5.25 per cent of wages and salaries.
This graduation, which has no parallel in
other countries, was adopted in order to
reduce the relatively high financing burden
borne by labour-intensive firms.
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Generally speaking, the State and the munic-
ipalities are responsible for the part of the
expenditure that is not covered by contrib-
utions from the insured and the employers.
However, the public sector's share is also
fixed at a certain percentage of expenditure
on specific benefits. The SIl also contrib-
utes to the financing with the earnings on
its pensions fund.

DEVELOPMENT OF REVENUE AND
EXPENDITURE WITHIN THE SIlI PENSIONS
SCHEMES

The rapid development of basic pensions
security in Finland during the past few years is
reflected in the Sl pensions budget figures
for the years between 1965 and 1972 (See Ta-
ble 1). Total revenue and expenditure for the
different years are quite close to each other
as a consequence of the pay-as-you-go fi-
nancing system. Both of these totals have
grown at a rather steady rate during the past
few years, the annual average increase being
close to 11.5 per cent. Table 1 also shows
the break down of revenue by source and the
distribution of expenditure, mainly by type of
benefits. In broad terms, there have been no




SOURCES OF FUNDS USED TO PAY PENSIONS IN 1972

Social Insurance Institution

Employment pensions
institutions and the Central
Pension Security Institute

major changes between 1965 and 1972. How-
ever, the employers’ share jumped — and cor-
respondingly the State’s share fell — from 1970
to 1971. This is because of a shift in the
employers’ share in social security financing.
From 1971 the basic pensions schemes have
been financed primarily from employers’ and
employees’ contributions: they account for
more than 70 per cent of revenue in 1972.

An examination of long-term changes in the
distribution of expenditures indicates a decline
in the share of old age pensions. This has
resulted from the introduction of new pen-
sions schemes and the relatively rapid rise
in the number of invalidity pensions, which
is partly due to a relaxation in the definition
of invalidity. However, the old age and in-
validity pensions still account for nearly 90
per cent of all expenditures within the basic
pensions schemes. In 1972 both revenue and
expenditure exceeded 2 000 000 000 marks
for the first time.

THE IMPACT OF THE SII PENSIONS
SCHEMES ON THE FINNISH ECONOMY

Table 2 gives an idea of the impact of the
basic pensions schemes on the Finnish econ-
omy and of their contribution to social secu-
rity. Expenditure is related to different compo-
nents of national income or product and to
total social security expenditure in the years
from 1965 to 1972. The figures indicate that
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Municipalities

the basic pensions schemes have redistributed
income significantly. This effect has become
stronger in the course of recent years. In
1972 the benefits paid under the basic pen-
sions schemes made up nearly seven per cent
of all private consumption expenditure and
clearly over eight per cent of total wages
and salaries. Consequently, the basic pensions
benefits are an important factor in the efforts
which are being made to provide a more
even distribution of income.

In Finland, as.in other countries, social se-
curity expenditures tend to increase more
quickly than national income. The share of
basic pensions in total social security ex-
penditure remaind quite constant from 1965
to 1972, accounting for about a quarter of
all social expenditure in Finland.

However, when examined in the light of the
total social security budget of the SllI, the
share of the basic pensions schemes is seen
to have decreased continuously from 82 per
cent in 1965 to 71 per cent in 1972. This
relative decrease has, of course, been a result
of the rapid growth of other schemes ad-
ministered by the SlI, the major one being
the universal sickness insurance scheme. In
fact, total SlI expenditure has increased more
rapidly than social security expenditure taken
as a whole, which means that the SllI is
playing a réle of growing importance in the
provision of social security.



As the chart indicates, the SlI disbursed in 1972
over one half of all pensions paid in Finland.

FUNDS AND INVESTMENTS

As was stated earlier, funds are created only
to maintain liquidity, i.e. to serve as a safe-
guard. This is why the assets of the Sll do
not play as an important a réle in the economy
as do the assets of other credit institutions.
However, the Sll is obliged by law to invest
the assets it has in production, and its credits
have greatly helped certain industrial branches,
such as construction and power generation.
The investments of the SII pension fund
totalled about 1200 million marks at the end
of 1972, and were distributed as follows:

Mill. mk Per cent

Power stations 571.10 49
Manufacturing 368.90 32
Local authorities 117.66 10
State 15.90 1
Commerce and transport 39.63 3
Electricity 10.56 1
Other goals 9.84 1
Short-term loans 37.10 3
Total 1170.69 100

In 1972 the total value of the SllI's invest-
ments fell by 82 million marks as funds were
used to make short-term loans. Investment
has tended to decline over the past few
years, and it is expected that this trend will
continue unless the financing capacity of the
SIl rises to meet the annual growth of ex-
penditure on pensions benefits.

FUTURE ‘PROSPECTS

The July 1, 1973 amendment to the basic
pensions schemes greatly increased the num-
ber of pensioners qualifying for supplementary
benefits. This along with the rapid growth
in the number of people of retirement age
will ensure a high rate of increase in ex-
penditures during the coming vyears. It is
estimated that by 1977 or 1978 expenditures
within the basic pensions schemes will have
doubled. This development will mean that
much attention will have to be devoted to
finding new forms of financing. Another acute
problem will be the co-ordination of Finland’s
rather complex pensions security systems.



THE FINNISH EMPLOYMENT

by Jouko Janhunen, M. A.

The Central Pension Security Institute

In Finland compulsory earnings-related pension
protection is provided by an employment pen-
sions scheme and pensions schemes for State,
municipal and church employees, and seamen.
The employment pensions scheme was estab-
lished in 1956 when the basic (national) pen-
sions scheme of 1939 was expanded so as to
guarantee a minimum level of living to all pen-
sioners. The labour organizations were of the
opinion that the basic pensions scheme with
partly flat-rate and partly means-tested benefits
did not provide adequate income and that pen-
sions related to past earnings were necessary.
After thorough preparation by a special com-
mittee and lengthy negotiations between the
labour market organizations, Parliament passed
the Employees’ Pensions Act and the Tempo-
rary Employees’ Pensions Act, both of which
came into force on July 1, 1962. At first the
employment pensions scheme covered only
employees, but at the beginning of 1970 it was
extended to include self-employed persons
through the Farmers’ Pensions Act and the
Self-Employed Persons’ Pensions Act.

The Employees’ Pensions Act served as the
model for the revision of earlier acts concerning
earnings-related pensions for State, municipal
and church employees. These as well as the
seamen’s pensions act are outside the scope of
the present article on employment pensions for
employees and self-employed persons.

A DECENTRALIZED ORGANIZATION

The acts require employers to provide pension
protection for their employees. According to
the Employees’ Pensions Act the employer
can do this either b§/ taking out pension insur-
ance with an authorized pension insurance
company or by establishing a pension fund or

PENSIONS SCHEME

pension foundation. Pension institutions of
these types were selected to administer the
compulsory employment pensions because
they had earlier taken care of the voluntary
employment pension arrangements. A pension
fund usually covers the employees of several
employers in the same branch, while a pen-
sion foundation provides protection for the
employees of a single enterprise. It is not pos-
sible to establish a fund or foundation unless
there are at least 50 employees involved. At the
end of 1973, there were eight insurance com-
panies, 13 pension funds and 125 pension
foundations. Under the Temporary Employees’
Pensions Act the responsibility for pension
insurance for people working in construction,
dock work, forestry and agriculture rests with
four employment pension funds.

Farmers’ pension protection is administered by
a separate body, the Farmers’ Pensions Institu-
tion, while the pension insurance of other self-
employed persons is administratively linked
with other employment pension insurance. The
self-employed can take out personal insur-
ance with any insurance company or pension
fund which operates under the Employees’
Pensions Act. It is also possible to establish
an insurance company or pension fund
operating under the Self-Employed Persons’
Pensions Act.

The operations of institutions providing em-
ployment pensions for employees and self-
employed persons are coordinated by the Cen-
tral Pension Security Institute, which takes care
of the application of pens'ions acts, research
work, supervision of pension institutions, and
the statutory distribution of pension costs
among pension institutions. It also keeps na-
tional registers on the insured, their contracts
of employment, their self-employment activi-
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ORGANIZATION OF THE EMPLOYMENT PENSION SCHEME

Ministry of
Social Affairs
and Health

Insurance Court

[

Pension Board

Supervision Central Pension Security Institute Appeals
Pension Pension Pension Employment Farmers’
insurance funds foundations pension Pensions
companies 8 13 125 funds 4 Institution

T— Self-Employed Persons' —T Temporary

Pensions Act

Farmers’
Pensions

Employees’

Jr 1

Employees’ Pensions Act

ties and pension benefits. These registers also
include information on the pension benefits ac-
crued under earnings-related pensions schemes
outside the employment pensions scheme. This
facilitates cooperation between the employ-
ment pensions scheme and other pensions
schemes. The organizations of employees, em-
ployers and self-employed persons as well as
experts on matters concerning pensions are
represented in the administrative organs of the
Central Pension Security Institute. A Pensions
Board and an Insurance Court consider appeals.
The Ministry of Social Affairs and Health su-
pervises the operations of the employment pen-
sions scheme. The organization of the employ-
ment pensions scheme is shown in the chart.

SCOPE OF THE SCHEME

Finland, with a population of 4.6 million, has a
labour force of 2.1 million of whom 1.6 million
(80 per cent) are covered by the employment
pensions scheme. The rest of the labour force
is covered by the earnings-related pensions
acts outside the employment pensions scheme.
Of the 970 000 who are protected under the
Employees’ Pensions Act, 75 per cent have
their pensions guaranteed through pension
insurance issued by an insurance company, 17
per cent with insurance from a pension founda-
tion, and 8 per cent with insurance from a pen-
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sion fund. Only 2.5 per cent of the self-em-
ployed persons belong to a pension fund,
others have taken out insurance with an in-
surance company.

The Employees’ Pensions Act applies to every
person with a private contract of employment
at least one month old whose monthly earnings
exceed a certain limit (200 marks in 1974) or
to people who regularly work at least 20 hours
per week. The Temporary Employees’ Pensions
Act applies to pensions with short-term con-
tracts of employment in construction, dock
work, forestry and agriculture. A self-employed
person who is 18 years of age and who has
continued his entrepreneurial activity without
cessation for four months and has a monthly
income above a certain limit (400 marks in
1974) is covered by the Self-Employed Persons
Pensions Act. Farmers, fishermen and reindeer
breeders who are 18 years of age and have
met certain other requirements are protected
by the Farmers’ Pensions Acts.

PENSION BENEFITS

The employment pensions scheme provide
old age, invalidity, unemployment, and sur-
vivors’ pensions. The first survivors’ pensions
were paid in 1967, and the first unemploy-
ment pensions in 1971. Invalidity protection




was extended at the beginning of 1973 by
the provision of partial invalidity pensions. The
pension benefits accrued under the scheme are
fully vested. Unlike national pensions, the
employment pensions are considered to be
taxable income.

An old age pension is granted to an insured
person who reaches the age of 65 and termi-
nates his contract of employment. Self-em-
ployed persons and farmers receive their pen-
sions regardless of whether they continue their
entrepreneurial activities. An invalidity pension
is awarded to an insured person who, as a
result of illness or injury, is judged to be inca-
pable of earning a living when his training,
earlier work, age, housing conditions, etc., are
taken into account. A full invalidity pension is
paid when the person’s working capacity has
gone down by at least 60 per cent of its former
level. If the person’s working capacity declines
less, but by at least 40 per cent, the insured is
entitled to a partial pension. An unemployment
pension is paid to an insured person 60 years
of age who has received unemployment bene-
fits for a minimum of 200 days in the previous
52 weeks. A survivor's pension is granted to a
widow with a child who is entitled to a survi-
vor's pension and to a childless widow who
is 40 years old and was married to her husband,
for at least three years. A child receives the
pension until the age of 18. However, if he is
disabled, he continues to receive the benefit.

The size of the old age pension is determined
by taking one per cent of the final earnings
and multiplying by the number of years the
person has participated in the scheme. For
the years before the implementation of the pen-
sion acts, however, the pension is calculated
at 0.5 per cent per annum. Since employment
under the age of 23 or over the age of 65 is
not counted, the maximum old age pension
comes to 42 per cent of the final pay. A mini-
mum pension, ranging between 16 and 22 per
cent of earnings in the last year of employment,
is paid to certain older persons. The pensions
of self-employed persons are determined in the
same way, except that years of employment
are calculated from the date that the acts came
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into force. The earnings on which a farmer's
pension is based are determined by taking into
account the area he cultivates.

The invalidity and unemployment pensions are
calculated in the same way as old age pen-
sions. However, the time between the accident
entitling the person to the pension and the ini-
tial date for calculating the old age pension is
counted as the time of service. The partial in-
validity pension is half of the full pension,
but is never less than 19 per cent of the final
pay. The child supplement is added to the old
age, invalidity, and unemployment pensions.
The supplement amounts to 20 per cent of the
pension for one child and 40 per cent for two
or more children under 18. The size of the
survivor’'s pension depends on the number of
beneficiaries and the pension the deceased
received or was entitled to at the time of his
death. The full survivor's pension is equal to
the deceased’s pension and is paid if there are
at least three beneficiaries. If there are two,
the survivor's pension is 3/4 of the full pension
and 1/2 if there is only one beneficiary.

Every pensioner (excluding those entitled to a
partial pension) receives at least the flat-rate
basic (national) pension in addition to the em-
ployment pension and may also receive other
social security benefits. The employment pen-
sion is co-adjusted with these so that the total
pension without the child supplement does not
exceed 60 per cent of the final pay and with
the child supplement 66 per cent of the final
pay. These limits are raised for persons in the
lower income brackets.

VOLUNTARY ADDITIONAL BENEFITS

The employment pensions acts allow for the
voluntary improvement of the benefits. The
most common arrangement is one in which the
full old age and invalidity pension is 60 per
cent of past earnings, the period entitling the
person to the full pension is 30 years, and survi-
vor's pension for three beneficiaries amounts to
60 per cent of the past earnings of the deceased.
Additional benefits may be registered with the
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Central Pension Security Institute, which means
that they are combined with compulsory pen-
sions, index linked and vested. So far, only the
additional pensions administered by insurance
companies (covering 35 000 employees) have
been registered. In all, about 12 per cent of the
labour force is covered by voluntary additional
benefits. These benefits are most commonly
arranged in banking, insurance, and manufac-
turing, least commonly in agriculture, forestry,
and construction.

NUMBER OF PENSIONERS AND PENSION
COSTS

During the first decade of the employment
pensions scheme the number of pensioners
increased many times over. This is an outcome
of the gradual entry into force of the scheme
and of the introduction of new pension bene-
fits. As the number of pensioners increased,
the pension costs grew (see table 1).

TABLE 1. NUMBER OF RECIPIENTS AND TOTAL
AMOUNT OF EMPLOYMENT PENSIONS PAID

IN 1963—1972
Total value of em-
Year Number of recipients ployment pensions,
mill. mk
1963 3600 2.9
1964 11 300 12.7
1965 21100 29.1
1966 35 800 54.7
1967 54 100 86.3
1968 76 800 139.5
1969 100 500 209.6
1970 134700 286.5
1971 182 000 406.6
1972 233 800 598.2 1

1 In 1972, earnings-related pension benefits outside the employ-
ment pensions scheme totalled 1 240 million marks. Most of this
was paid under the State Employees’ Pensions Act and the Com-
munal Employees’ Pensions Act.

The greater part of the pension benefits in the
employment pensions scheme are paid by in-
stitutions governed by the Employees” Pen-
sions Act and the Temporary Employees’ Pen-

sions Act. For instance in 1972 benefits paid
by these institutions accounted for 86.5 per
cent of total pension benefits paid. One expla-
nation for this is that these pension institutions
cover about 70 per cent of all the persons
covered by the scheme. The small share of self-
employed persons and farmers is a conse-
quence of the fact that they entered the scheme
only in 1970 and when determining the pen-
sion, the period before enactment of the pen-
sions laws is not taken into account.

Moreover the average employment pension
benefit has gone up. Since the first years of
the scheme it has increased almost threefold.
In September 1973, the average employment
pension — excluding voluntary additional bene-
fits — was 224 marks per month. As stated
before, every pensioner also receives the basic
(national) pension.

One of the aims of the employment pensions
scheme is to preserve during retirement the
level of living achieved during the active years.
Employment pensions and the earnings used
for calculating the pension are thus bound to
a wage index indicating increases in the gen-
eral level of earnings. The index is calculated
once a year and pensions are increased by the
same percentage as the index rises. The in-
crease in the wage index is the main reason
why the average employment pension has al-
most trebled. The development of the wage
index is shown in table 2.

FINANCING OF THE EMPLOYMENT
PENSIONS

The employer finances his employees’ pen-
sions entirely. Public funds are not used at all.
In the early phase of the scheme the insurance
premium under the Employees’ Pensions Act
was 5 per cent of the wage bill, while under
the Temporary Employees’ Pensions Act it was

TABLE 2. DEVELOPMENT OF THE WAGE INDEX IN 1963—1974, 1962 = 100.

Year 1963 1964 1965 1966 1967

Index 106 116 130 142 152
7.0

Increase, per cent 6.0 94 121 9.2
10

1968 1969 1970 1971 1972 1973 1974

165 182 197 216 247 274 315
85 10.3 8.2 96 144 109 149




4.5 per cent of the wage bill. In 1974, the
premium under the Employees Pensions Act
is 6.9 per cent of the pay total wage bill
if the firm has less than 50 employees. If there
are 50 or more, the premium for each employee
depends on his age. When there are voluntary
additional benefits involved, the employees
usually contribute by paying a part of the pre-
mium, although not more than half. Under the
Temporary Employees’ Pensions Act the pre-
mium amounts to 8 per cent of the wage bill
in 1974. Self-employed persons other than
farmers finance all their own pension costs, and
the State pays half of the costs of pensions for
farmers. Without the State’s participation pre-
miums for pensions for farmers would be un-
reasonably high owing to the age distribution
of the farming population. In 1974, the pre-
mium under farmers’ and other self-employed
persons’ pensions acts ranges between 2.8
and 6.9 per cent depending on income.

Under the employment pensions scheme some
of the premiums are funded, and some are used
directly in a pay-as-you-go system. This mode
of financing meant that relatively low pre-
miums could be implemented in the early
phase of the scheme and only later were they
allowed to slide upwards gradually. Only the
premiums collected for the old age pensions of
persons between ages 23—54 are funded in
their entirety. The pensions which are financed
through the pay-as-you-go system, e.g., in-
creases resulting from index linkages and all the
unemployment pensions, are to be met jointly
by all the pension institutions. These pensions
are paid out from a common pool. Every year
the Central Pension Security Institute carries out
clearing operations, i.e., it determines the share
of each institution in the pension costs to be
met jointly by the institutions in the pool. The
pool is of relatively great importance, e.g., in
1972 about 58 per cent of the pension costs
were paid out jointly by pension institutions
through the pool. An ever increasing part of
the premiums collected annually are used in
the pay-as-you-go system as is shown in table
3. In 1972, more than half of the premiums
collected were spent to meet the pension costs
of that particular year.

TABLE 3. SHARES OF THE PENSION COSTS
IN THE PREMIUMS COLLECTED IN 1962—1972

Share of pension

Year Eﬁg&:g&s Copsrt:m'iTl‘.lent\Sby
mill. mk per cent’
1962 98.5 —
1963 197.7 1.5
1964 279.0 4.6
1965 317.5 9.2
1966 338.0 16.2
1967 356.8 24.2
1968 431.0 324
1969 517.2 40.5
1970 668.7 42.8
1971 862.5 471
1972 1169.0 51.2

Because all premiums are not used in the pay-
as-you-go system, the employment pensions
scheme has a premium reserve. At the end of
1972, the reserve totalled about 4 667 million
marks. Table 4 illustrates the development of
the reserve in 1962—1972.

TABLE 4. PREMIUM RESERVE OF THE EM-
PLOYMENT PENSIONS SCHEME IN 1962—1972

Year Premium reserve.!

mill. mk
1962 97.9
1963 339.3
1964 764.8
1965 1112.0
1966 1441.3
1967 1795.7
1968 2196.3
1969 2621.0
1970 3164.9
1971 3 844.7
1972 4667.1

1 Figures include the reserves of the compulsory pension protec-
tion scheme and the additional voluntary pension protection scheme
registered in the Central Pension Security Institute. The share of
the latter reserve is slightly more than 10 per cent.

The reserves of the employment pensions
scheme are about half of all the pension re-
serves in Finland. The employment pensions
reserve is relatively modest when compared
with other forms of savings. For instance, the
total deposits in banking establishments grew,
by 3798 million marks in 1972. Under the
employment pensions scheme only 2800
marks has been funded for each insured person.
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INVESTMENT OF THE ASSETS
OF THE SCHEME

When establishing the employment pensions
scheme it was considered important that its
future assets could be used to promote eco-
nomic activity and improve employment. There-
fore the employment pensions assets managed
by pension institutions have been invested in
commerce and industry. This is of considerable
importance because much capital is needed to
change the structure of the economy and to
create employment for the manpower released
from agriculture.

Pension institutions invest their funds either in
insurance premium loans or investment loans.
Under the insurance premium loan arrange-
ment, an employer can automatically borrow
the funds which have accrued from his own
premiums. In practice this means that pre-
miums are paid in promissory notes. The in-
terest rate on insurance premium loans is 7 per
cent. As all employers do not borrow the pre-
miums they have paid, the pension institutions
have funds to lend as investment loans. In
accordance with the wishes of the State and
labour market organizations, some assets have
also been invested in employment and nuclear
power plant bonds, and in the construction of
housing. The interest rate on investment loans
ranges between 9.75 and 10.0 per cent.

The guarantees for the loans must be good
enough to ensure that investment losses do not

occur. A special credit insurance department
which works in association with the Central
Pension Security Institute has been established
to faclitate the arrangement of guarantees. In
pension foundations and funds, insurance pre-
mium loans, pension liabilities, funding deficits,
and investment losses can be guaranteed by
credit insurance. About 70 per cent of the as-
sets of pension foundations and funds are in
the form of promissory notes, and they are all
covered by credit insurance. The loans given
by pension insurance companies can be cov-
ered by credit insurance, bank guarantees or
real-estate-mortgages. In practice credit insur-
ance has proven to be popular with the pen-
sion insurance companies.. The law does not
give the Central Pension Security Institute the
right to deny credit insurance to an employer
who borrows from his pension institution or
who pays his premiums in the form of prom-
issory notes. However, the premium for the
credit insurance can be set at whatever level
required by the applicant’s solvency. At the
end of 1971, the credit insurance portfolio
totalled 1 255 million marks, of which the
share of insurance companies was 456, the
share of pension foundations 543, the share
of pension funds 248, and the share of em-
ployment pension funds 8 million marks. Com-
pared with 1970 the increase in the portfolio
was 16 per cent. Altogether credit insurance
guarantees about 30 per cent of the total value
of loans granted under the employment pen-
sions scheme.

TABLE 5. DISTRIBUTION OF EMPLOYMENT PENSION LOANS BY BORROWER, DEC. 31, 1971

Insurance

Borrower premium loans Investment loans Total
mill. mk per cent mill. mk per cent mill. mk per cent

Agriculture, forestry, fishing 11 0.5 5 0.4 16 0.5
Mining 16 0.8 1 0.1 17 0.5
Manufacturing 1261 61.5 397 28.0 1658 47.8
Electricity and power plants 40 2.0 26 1.8 66 1.9
Construction 48 2.3 183 12.9 231 6.7
Commerce 438 21.4 126 8.9 564 16.3
Transport and communications 70 3.4 30 2.1 100 2.9
Real estate 2 0.1 211 14.8 213 6.1
Municipalities, parishes 0 0.0 64 4.5 64 1.8
Services 84 4.1 34 2.4 118 3.4
Private and miscellaneous credits 36 1.8 48 3.4 84 2.4
Banking establishments 43 2.1 70 4.9 113 3.2
State — — 224 15.8 224 6.5

Total 2049 100.0 1419 100.0 3468 100.0
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Close upon one half of the pension institution
loans has been granted to manufacturing. At
the end of 1971, manufacturing had received
61.5 per cent of the insurance premium loans.
Commerce accounted for another 21.4 per cent.
Manufacturing firms received the single largest
share of investment loans, i.e., 28 per cent of
the total. The second biggest borrower was the
State, which took 15.8 per cent. Table 5 con-
tains information on the distribution of employ-
ment pension loans by borrower at the end of
1971. Pension institutions had then invested
3 468 million marks, in commerce and industry.
The share of insurance premium loans came to
59 per cent.

The importance of the employment pensions
scheme as a creditor is not yet considerable
even though the share of employment pen-
sions loans in total credits granted has increased
continuously. At the end of 1971, total credits
amounted to 36 440 million marks, of which
employment pensions loans accounted for 8.6
per cent (Table 6). As compared with the

TABLE 6. THE SHARE OF EMPLOYMENT PEN-
SION LOANS IN TOTAL CREDITS GRANTED
BY BORROWER, DEC. 31, 1971

Share of
Total  employment

Borrower granting  ~pensions
of credits, loans

mill. mk per cent
Agriculture, forestry, fishing 3277 0.5
Mining 227 7:5
Manufacturing 10 486 15.8
Electricity and power plants 1576 4.2
Construction 781 29.6
Commerce 3719 15.2
Transport and communications 908 11.0
Real estate 5234 4.1
Municipalities, parishes 2141 3.0
Services 918 12.9
Private and miscellaneous credits 7173 1.2
Total 36 440 8.6

previous year, the share of employment pen-
sions loans had increased by 0.4 percentage
point.

FUTURE PROSPECTS

The employment pensions scheme has devel-
oped very rapidly during its short existence. Its
coverage has been extended from employees
to farmers and other self-employed persons;
new pension benefits have been introduced to
the scheme and existing benefits improved,
No doubt this reflects the cooperation of
labour market organizations in setting up the
scheme and the important role which employ-
ment pensions have had in collective bar-
gaining. The scheme is likely to be developed
further on this basis. The most important future
improvement is the proposed rise in the annual
pension accumulation percentage from the 1
per cent to 1.5 per cent.

In the 1970s, both the number of pensioners
and total pension costs will increase consider-
ably under the employment pensions scheme.
In 1972 there were 233 800 pensioners, yet
in 1975 the number is estimated to come to
370000 and in 1980 to 530000. In 1972,
nearly 600 million marks was paid out in em-
ployment pensions. By the middle of the current
decade the amount will be 1 120 million marks
without any major amendments to pensions
acts and in 1980 it will rise to 2 300 million
marks. (In the estimates for increases in pen-
sion costs it has been assumed that wages and
pensions will rise by 8 per cent a year). During
the 1970s, the growth of the employment pen-
sions scheme and the earnings-related pen-
sions schemes outside it, will make the various
earnings-related pensions the most important
form of pension protection.
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THE FINNISH SICKNESS INSURANCE SCHEME

by Heikki Kaitaranta, M.Pol.Sc.

The Social Insurance Institution

INTRODUCTION

The sickness insurance scheme is the youngest
of the major social security schemes in Fin-
land. It was introduced in 1964 after a long
period of planning, political discussion and
debate.

The sickness insurance covers only the costs
of out-patient care, and compensates persons
for losses of earnings or working capacity
resulting from illness or maternity. Along with
providing compensation, the scheme aims at
encouraging people to seek care, the target
being a proper balance between the need and
demand for medical services. Moreover, the
scheme also includes prevention of diseases
and rehabilitation.

The scheme is universal in the sense that it
covers the costs of medical care of every
resident in Finland, and provides daily and
maternity allowances for all those aged between
16 and 64. Also the entitlement to any form of
benefit does not depend on contributions. In
1972 more than half of the total population
received compensation for medical care costs
and about one tenth of those aged 16 to 64
were paid daily allowances.

ADMINISTRATION

The sickness insurance scheme is administered
by the Social Insurance Institution (SlIl), which
also implements the basic pensions schemes.
The Sll is financially and administratively an
autonomous institution, and responsible di-
rectly to Parliament. The general management
of the SlI has been described in an earlier
issue of the Bulletin (Vol. 47, No 11).

For purposes of local administration, the
country is divided into five sickness insurance
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areas and into 204 sickness insurance districts.
In each district there is a sickness insurance
board to deal with applications for sickness
benefits. These boards have five members,
three appointed by the local councils, one —
a physician — by the county administration,
and one — the chairman of the board — by
the SlIl. The activities of the local boards are
supervised and coordinated by the area offices
and the Sickness Insurance Department of the
SllI.

The Rehabilitation Department and the Reha-
bilitation Examinations Centre take care of
rehabilitation and the prevention of illnesses.
In connection with the Centre there is a mobile
clinic for the detection of hidden diseases and
the charting of the most common illnesses in
Finland. The effects of the sickness insurance
scheme as well as of the other Sll schemes are
constantly evaluated in light of their targets
through studies conducted in the research
division of the Sll, the Research Institute for
Social Security. The aim of the research is to
help the SllI to fullfil one of its most important
duties: formulating legislation in the field of
social security.

BENEFITS

The scheme refunds a part of physicians’ fees,
charges for those medicines, examinations
and treatments that are prescribed by a physi-
cian, and travelling expenses directly related
to anillness. In more specific terms, the scheme
provides compensation in the following way:

Care by a general practitioner or specialists:
60 per cent of the fee up to a limit set by a
list of standard rates

Examination and treatments: 75 per cent
of the charge less 6 marks, up to a limit set
by a list of standard rates




Medicines: 50 per cent of the price less
4 marks, or, in cases where the medicine
is for a severe chronic illness, 100 per cent
of the total price

Travel by a physician or patient which is
necessary on account of the illness: 100 per
cent of the one-way cost less 2 % marks;
travel is to be by the cheapest but most
suitable form of transportation considering
the state of the illness and other circum-
stances

Dental care; compensation is similar to that
paid for a physician’s services but only in
cases where the treatment is necessary for
curing other than a purely dental disease.

Some other expenses connected with out-
patient care are also partially refunded, e.g.,
costs of housing or hotel accommodation
related to travel necessitated by an illness. In
order to receive compensation for physicians’
fees the patient cannot change his doctor
during the course of a particular iliness without
an acceptable reason. Otherwise, the patient
can choose his physician freely.

Losses of earnings or working capacity are
made up through daily and maternity allow-
ances. The daily allowance is paid to everyone
aged between 16 and 64, who on account of
illness is incapable of doing his customary
work. Consequently, self-employed persons
such as farmers and those usually without
any income such as housewives and students
are entitled to the daily allowance. The minimum
daily allowance amounts to 10 marks. Other-
wise, the daily allowance is income-determined
at the rate of 1.5 per mill of the insured person’s
annual income. This means that on the average
45 per cent of a day’s earnings are made up.
There is, however, an upper limit of slightly
over 38 marks per day.

If the beneficiary is the principal provider of the
family, the daily allowance is increased by 15
per cent for the spouse and by 10 per cent for
each child under 16. The daily allowance is not
paid for Sundays and only after seven days have
elapsed from the first day of disability. If the
period of disability lasts 300 week-days without
cessation, the allowance is no longer paid but

the beneficiary is then entitled to apply for an
invalidity pension which is paid under the
basic pensions scheme of the SlI.

The maternity allowance is payable to every
expectant mother for 72 week-days, partly
before and partly after childbirth. It is income-
determined on the same basis as the daily
allowance. The entitlement to the maternity
allowance begins after a period of 180 days
of pregnancy. Both the daily and maternity
allowances are paid to the employer of a
beneficiary if the employer pays a salary or
wages during sickness or maternity leave.
Moreover, if the beneficiary is also entitled to
compensation from other sources, the allow-
ances are paid only to the extent that money
from other sources falls short of the sickness
insurance allowance.

Besides compensation in cash, the Sll pro-
vides preventive and rehabilitation services in
order to prevent disabilities and to restore
the working capacity of those taken ill. The
services include health screening, examinations
for defining the need for rehabilitation, medical
care, work experiments, and vocational training.
The SII also defrays some of cost of occu-
pational and students’ health services.

All benefits and allowances of the sickness
insurance scheme are tax-free.

FINANCING

The financing of both the basic pensions
schemes of the SlII and the sickness insurance
scheme is based on the pay-as-you-go prin-
ciple, i.e., annual expenditures are financed
directly through annual contributions, and
funds are formed only in order to maintain
liquidity. In keeping with the common tripar-
tite formula, the insured persons, the employers
and the State all participate in the financing of
the scheme.

The insured pay one and a half pennies per
mark of their income subject to municipal
taxation. The employers contribute at a rate
of two per cent of their payroll. If these contri-
butions do not cover the total expenditures,
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TABLE 1. REVENUE AND EXPENDITURE WITHIN THE SICKNESS INSURANCE SCHEME OF THE SII

1965—1972

Revenue (excl. transfers of funds)
Source of Mi:l.gelger Mi?l?eger M|I1|.96lzer Mil1l,961§er Mil1!.%ger Mil1l.g7lg)er M|l11.97g’er M|11I.97ger
revenue mk  cent mk  cent mk cent mk  cent mk  cent mk cent mk  cent mk  cent
The insured 89 52.0 102 46.4 177 515 200 50.1 222 505 251 50.7 285 449 316 394
Employers 58 339 64 291 166 48.3 194 486 214 486 241 487 323 50.9 377 46.9
State 24 140 53 241 — — - —_ = —- = — - — 72 90
Other -— - 1 .5 1 3 5 1.3 4 9 3 6. 27 43 38 4.7
Total 171 99.9 220 100.1 344 100.1 399 100.0 440 100.0 495 100.0 635 100.1 803 100.0
Expenditure (excl. transfers of funds and administration)
Benefits Mirl.%ger M|I1|.963er Mil'll,gsger Mi:l?sger Mi:l.geger Mi:l.g7ger Mil1[.97!ler M|I1I.97§er

mk  cent mk cent mk cent mk cent mk cent mk  cent mk cent mk  cent
Daily
allowances 68 447 84 457 121 41.7 132 392 142 385 184 411 223 390 285 394
Maternity
allowances 22 145 25 136 29 100 30 89 29 79 34 76 48 84 566 7.7
Physicians’
fees — — - — 42 145 50 148 54 146 58 129 64 11.2 78 10.8
Medicine 43 283 50 272 63 217 83 246 94 255 111 248 142 248 182 25.2
Examina-
tions and
treatment 10 6.6 13 7.1 18 62 21 6.2 24 65 30 67 36 63 46 6.4
Travel and
other 9..59 12 6b 17 59 21 6.2 26 7.0 31 6.9 59 103 76 105
Total 152 100.0 184 100.1 290 100.0 337 99.9 369 100.0 448 100.0 572 100.0 723 100.0

the State pays the rest. According to the sick-
ness insurance law, two per cent of the insured
persons’ annual contributions is used to
finance special expenditure on preventive and
rehabilitation services.

Although the sickness insurance scheme and
the basic pensions schemes are administrated
by asingle agency, they have separate financing
systems and separate funds. The sickness
insurance fund is considerably smaller than
that of the basic pensions schemes, which
account for over 70 per cent of the total SlI
budget. Only short-term loans were granted
from the sickness insurance fund in 1972.

DEVELOPMENT OF REVENUE AND
EXPENDITURE

A broad range of factors — both connected
with the expanding economy and unique to
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the sickness insurance scheme — has con-
tributed to the rapid growth of income and
expenditure during the past years. The basic
factor is the partial linkage of the daily and
maternity allowances and the contributions
paid by the insured and employers to changes
in wages and salaries. Other factors are the
expansion and development of the scheme,
the rising cost of providing medical services,
and increased consumption of these services
which in turn is partly due to the fall in price
and partly to improved availability of services.
The growth of revenue has kept pace with rise
in expenditure, largely on account of increases
in the contribution rate. These adjustments
were and obviously will be needed to make up
for the fact that expenditures having been
growing more quickly than wages and salaries,
which serve as the basis for determining the
contributions.




TABLE 2. EXPENDITURE OF THE SICKNESS INSURANCE SCHEME IN RELATION TO DIFFERENT
COMPONENTS OF THE DOMESTIC PRODUCT AND SOCIAL EXPENDITURE

1965 1966 1967 1968 1969 1970 1971 1972
All benefits’ Per cent of private con-
paid under the sickness sumption expenditures 1.01 115 1.66 1.79 1.76 1.94 230 255
insurance scheme Per cent of the total amount
of wages and salaries 1.36 1.48 218 227 225 240 276 3.05
Per cent of all social
expenditures 519 536 7.31 710 6.90 7.13 7.72 8.82
Total budget? Per cent of NDP at factorcost 0.87 0.99 144 148 143 1.46 1.68 1.89
(all expenditures incl. Per cent of all social
administration and expenditures 6.15 6.44 8.70 8.46 8.23 8.05 8.60 9.90
transfers of funds) Per cent of the total budget of
for the sickness the SlI 18.29 19.16 24.41 25.11 25.13 25.56 26.77 28.69
insurance scheme
1 All benefits, mill. mk 151 182 289 335 369 445 573 723
2 Total budget, mill. mk 179 219 344 399 440 502 638 812

Table 1 shows the development of revenue and
expenditure from 1965 to 1972. In the course
of these years, both revenue and expenditure
have increased at an average annual rate of
nearly 26 per cent. The variation in the growth
rates for different years is similar for both in-
come and expenditure. This is again a result
of the pay-as-you-go system, which guarantees
that expenditure and revenue are at least
roughly matched each vyear.

The distribution of expenditure arising from the
payment of different benefits has remained
quite constant since 1967 when for the first
time physicians’ fees were included in the
refundable costs of care. Expenditures are
divided almost evenly between income-deter-
mined allowances and compensation for the
costs of medical care. The shares of the various
sources of funds in total revenue are also
relatively constant, provided that those few
years when the State did contribute are not
taken into account. The amount paid by the
insured was a little greater than that paid by
the employers until 1971 when there was an
adjustment in the contribution rates.

The development in relation to the components
of domestic product and total social ex-
penditures can be seen in table 2. Although

the trend is somewhat uneven, the sickness
insurance scheme does seem to have increased
its share in all the items concerned over the
long run. The trend is more distinct when
measured against components of the domes-
tic product than against social expenditures,
which have generally grown faster than the
economy as a whole — a phenomenon that
is common to all industrialized countries.

In 1972 the total sickness insurance budget
amounted to about two per cent of net do-
mestic product, while total benefits and allow-
ances came to about two and a half per cent
of private consumption expenditure and slightly
over three per cent of wages and salaries. The
sickness insurance scheme has also constantly
increased its share in the total budget of the
SlIl, from about 18 per cent in 1965 to nearly
30 per cent in 1972.

IMPACT OF THE SICKNESS INSURANCE
ON THE CONSUMPTION OF MEDICAL
COMMODITIES

Before the implementation of the scheme it
was argued that it would lead not only to
lower prices for medical services but also to
some »unnecessaryy consumption of health
services. To evaluate this argument as well as
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to assess the overall effects of the scheme, an
extensive research project based on interview
surveys was carried out in two phases, before
(1964) and after (1968) the implementation
of the sickness insurance scheme. The project
was designed to analyze the basic structure of
and the factors determining the use of medical
services, and to estimate the changes in
utilization, the cost of the scheme and illness
among different population groups, and to
evaluate the changes from the standpoint of
the general targets of national health policy.’

The data collected before the implementation
of the scheme showed that the use of phy-
sicians’ services and most other kinds of
medical goods and services varied not only
with awareness of iliness, but also with family
income, place of residence and differences in
the availability of the goods and services.
Consequently use of medical services depended
heavily on the factors enabling the patient to
obtain care, although the awareness of the
need for care was by far the most important
determinant of consumption?. The results of
the second phase of the study reflect changes
which are in accordance with the targets of the
sickness insurance scheme. The patterns of the
use of and the need for medical care became
more uniform with the introduction of the
scheme — although differences still remained.
The changes were most marked in those
population groups where the ratio between
care obtained and care needed was lowest
prior to the implementation of the sickness
insurance scheme, i.e., among persons with
low incomes living in rural areas. The scheme

1 The results of the first phase were published in English: Purola, T.,
Kalimo, E., Sievers, K. and Nyman, K., The Utilization of the Medical
Services and Its Relationship to Morbidity, Health Resources and
Social Factors; Social Insurance Institution, Helsinki, 1968. The
results of the second phase will come out togetherwith an evaluation
of the scheme’s effects later in 1974: Purola, T., Nyman, K., Kalimo,
E., and Sievers, K., Medical Care Use and Morbidity under National
Sickness Insurance; Social Insurance Institution, Helsinki.

2 Kalimo. E., Determinants of Medical Care Utilization, Social
Insurance Institution, Helsinki, 1969.
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was thus quite effective in reaching its main
objective, the solution of problems revolving
around the use of health services and caused
by differences in income.

However, only a small increase was found in
the overall consumption rates for most types
of medical goods. This was explained mainly
by the limited availability of medical services,
especially those of physicians; since the
number of out-patient care units was not
increased markedly when the scheme was
introduced, sickness insurance could only lead
to a redistribution of the services among the
population groups. It was concluded that in
order to better reach the targets set for the
sickness insurance scheme, decisions on the
supply, availability, price and financing of
health services should be more closely co-
ordinated when developing further the medical
care system.

FUTURE PROSPECTS

In keeping with this conclusion, quite extensive
health policy measures have already been
inplemented. These are the result of a new
health care law that came into force in 1972.
The law aims at gradually reorganizing and
balancing out-patient care services in the
country, and at replacing re-imbursement with
direct subsidization. So far this approach has
been applied only to medicines. Moreover, the
sickness insurance scheme is not yet complete
in two respects: it does not cover the total
price of most services, and certain kinds of
medical services, such as those of dentists
are still outside the scheme. According to
plans, the part of medical care costs directly
paid by the patient will gradually be reduced,
and, by the end of the present decade, the
services will be free of charge for all practical
purposes.
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