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I. INTRODUCTION

The economic literature has produced a wide bodgse#arch on the determinants of labor
supply at older ages. It suggests that the geneang retirement routes opened up within the
setting of various social protection systems argelly responsible for the low participation of
elderly. There is no doubt that the strongest faatioiving early retirement are the financial
incentives provided by social security systémsg health issues might be of importance as*well

Specifically, disability insurance (Dl) is a keymaponent of the social security system in most
advanced countries. Belgium is no exception torthiis with the public DI system protecting
workers in case of longer-term loss of work capac¢itowever few studies on Belgium have
focused on DI as one of several systems allowidgrbi to leave the labor force.

As compared to the substantially larger healthraticement programs, disability insurance has
only attracted a limited interest in the Belgiamltipolicy debate. According to Eurostat,
spending on DI accounted for only 1.8% of GDP i020Two key factors are at play.

On the one hand, while there is no doubt that peatth is a key determinant of inactivity, the
multiplicity of exit routes available to older waas in Belgium makes it difficult to clearly
identify the relationship between health conditzomd DI participation, and hence also the
influence of DI on retirement decisions. On theeothand, poor health may also affect a
worker’s productivity and hence affect his riskjalb loss. In both cases, there exist various
schemes that allow the workers to withdraw fromléter market.

In light of these issues, we focus on two spegjtiestions in this paper. First, we evaluate
whether there is a systematic link between indisabd population health — both objective and
subjective — and program participation. We reseaiobther the improvement observed in health
status and mortality in the last decades is assatigith a reduction of programs participation —
with a special focus on the DI program. We woulgext such a link to prevail, though causality
of this link could obviously run both ways.

Second, we describe the role of the DI systemenatitler social security system. Previous work
on retirement incentives has clearly illustrategl tieed to take a comprehensive approach when
looking at the behavioral consequences of soc@kption systems — particularly in a context of
reform over time (see Dellis et al, 2003 and Desghel, 2005). Indeed Belgium excels in the
use of a variety of early retirement programshé average age of retirement was about 61.4 in
2007, it was 57 in 2000.

The paper is structured as follows. Section 2 desstthe institutional landscape of the Belgian
social insurance and assistance schemes. We prawddscription of the changes to the different
early retirement schemes over time — with an emplusthose relevant in the disability context.
Section 3 provides an overview of historical datéhealth trends. Relying both on administrative
and survey data, we show the link between headtiusiand mortality trends, on the one side, and
labor market and disability participation, on thbey. Section 4 analyzes program participation,
with a special emphasis on the link between bemalvicends and changes in the program design.
This is of prime importance since the coexisterfcgeveral schemes raises a problem of

2 See Pestieau and Stijns (1999), Dellis et al. §2@8d Desmet et al. (2005).
% See Disney et al. (2006) and Kalwij and Verme(R§08).



communicating vessels wherein a change in the nileae scheme may have a direct impact on
the participation to another scheme. Section 5lodes the paper.

Il. INSTITUTIONAL BACKGROUND

The aim of this section is to describe the mostartgnt social protection schemes that can serve
as a source of replacement income when retiring tiee labor market within a disability
context. As in previous work on retirement inceasivand labor market outcomes (see Jousten et
al 2005, 2010), for reasons of data availability fmeus will be the wage-earner scheme.

Table 1: List of exit routes

DI Disability insurance system

Ul Unemployment insurance system
CER Conventional early retirement system
SER Special early retirement system

RPP Retirement prepension system

OAU Old-age unemployment system

A. Disability insurance

The DI system is the main program targeted at gewhdrawing from the labor market for
disability reasons. To be eligible for the benefie worker has to satisfy a series of conditions.
First, there is a condition in terms of the losgafhings capacity in the usual job. In order to be
eligible, the worker has to suffer from a loss afrengs capacity of 66% over a period of at least
12 months — as certified by the national DI adntiatton (INAMI-RIZIV). Continued benefit
eligibility is validated using periodic medical aadministrative controls.

Beyond this loss of earnings-capacity requirem&ntkers also have to satisfy minimum
contributory requirements to qualify for benefitfie coverage under the system prior to the
onset of the disability has to be assured foragtlevo quarters, combined with at least 120 days
of actual or assimilated work (or 400 hours fortyiene workers) before the covered event
occurs. The system is financed on a pure pay-asgpqPAYG) basis.

Benefits are payable up to a maximum age of 65responding to the normal retirement age.
At this age, people become eligible for regulaireetent benefits and are automatically
transferred into the retirement system. In linehvather social insurance replacement income
programs, such as unemployment (Ul), health insugrdHI) and conventional early retirement
(CER), periods of benefit receipt fully count towarthe buildup of pensions — though no
contributions are due. Periods on DI are fully mdsited to work in pension records, with fictive
(indexed) wages being imputed into the earning®hyjisat a level corresponding to real earnings
in the year prior to disability onset (see below).

* The wage earner social insurance system is bfattte largest one in terms of enrollment ternsn sepresenting
the largest share of public spending on socialrigclt is less generous than the scheme for -Geilvants and more
generous than the one for the self-employed.



The benefit level is a function of the householtist of the worker and is paid out free of
income taxes. The benefit is equal to 65% of refegesarnings if the insured has dependents;
40% if the insured cohabits but has no dependBBtg; if the insured lives alone. Reference
earnings are based on real observed earnings petied leading up to the onset of the insured
event. A cap on benefits applies for higher leeélsmicome. Benefits are adjusted periodically
for changes in the consumer prices using the deec&iealth-index” — a slowed-down version of
the consumer price index serving as a basis okattEn notably for rents and social benefits.

In the 12 months leading up to the benefit el workers suffering from a loss of work
capacity are not left without income. During thescalled “primary incapacity”, people are
covered under the rules of the HI — with slightiffetent eligibility rules that are administered in
a decentralized way by the various mutual healhri@nce organizations. During the first month
of incapacity, the benefit is equal to 60% of teerence income. Over the next 11 months, the
benefit is equal to 60% if the insured has depetsdenlives alone and 55% if he cohabits.

When the DI system was introduced in 1963 the lewat equivalent to 60% of reference
earnings if the insured has dependents and 33%wofee These replacement rates were adjusted
along time. In 1986, a differentiation between undiials living alone and cohabitants was
introduced and replacement rates adjusted to 65%dared with dependents, 40% if cohabiting
with no dependents and 45% if the disabled pelises hlone. In 2002, the replacement rate of
the disabled living alone was further increasefi®o; before finally reaching current levels in
2004.

Aside from changes in the replacement rates, aoritapt reform occurred in 1998 significantly
enlarging the notion of “dependents” — by includthg members of the spouse’s family. The aim
was to align the definition with the one used ia tthemployment rules in order to make systems
more coherent.

B. Pension system

The wage-earner pension system is the main progoaering the elderly. The program is
financed by tax-deductible employer and employe#rdmuitions, as well as by transfers from the
federal budget. The system runs on a pure PAYGbasi

Individuals are eligible to full benefits at theeagf 65, with early retirement possible at age 60
for both women and men. A full career correspodés years of earnings or assimilated
periods. Assimilated periods correspond to per@mu®I, Ul, HI, ER as well as various other
arrangements such as career breaks, and somdamtherof leave. No actuarial adjustment is
applied for early retirement beyond the effect gagglaying through the incompleteness of the
earnings history.

Social security benefits correspond to 75% of ayeldetime earnings for one-earner couples
and to 60% for others. Benefits have a preferetdiatreatment and are regularly indexed using
the health index, as well as occasionally up-rated purely discretionary basis to prevent a
severe decoupling of benefits from average wag#ssirconomy. Special regimes also remain
in place for some specific sectors, such as mdsbhofor coal mining and the maritime sector.
Survivor benefits are available since 1968.

Originally, the basis for the current-day systens\iad in two separate steps for blue and white-
collar employees in 1953 and 1957. Since its avaathe system has undergone a series of major



changes. In 1967, the systems were merged andhieeyges introduced. Male retirement age was
set at 65 and female retirement at 60, with cooedmg full-career lengths of 45 and 40 years —
combined with a possibility to retire early by Saye with a 5% reduction per year of

anticipation.

A reform of 1977 can be seen as the first step tdsvan active policy of shifting people into
inactive early retirement program — even though $pecific program was only short-lived and
phased-out in 1979 and 1982he reform allows for early retirement within thieove general
pension system without financial penalties. Thealted “special early retirement” (SER) give
disabled workers or long term unemployed aged tdaett 60 for men and of 55 for women a
bonus equal to the difference between the actudipe and the one they would receive if it was
not reduced by the « 5 percent rule ».

The ensuing 1983 creates a new (and longer-livdthree of early retirement within the
framework of the wage-earner pension system. Tbgram of “retirement prepension” (RPP)
allows male workers to retire a maximum of 5 yesady without any benefit reduction if the
employer commits to replacing the worker by an upleyred who is benefiting from a full-time
compensation from the unemployment insurance. s only ended in 1991 with the formal
end of a normal retirement age.

In 1991, a major reform of the system modifieslt#relscape in retirement ages. While female
early retirement before the age of 60 was alresidyreated in 1987, the 1991 reform generalized
the concept of a window of retirement ages: sulifecareer requirements, workers of both sexes
are free to choose the retirement age between®6%rlrhe normal retirement ages for women
and men do however remain different at ages 6Gandhe 5% rule, as well as the RPP both
lose their rationale and are eliminated.

It is however only in 1997 that the Belgian goveemt) forced by a European court of justice
ruling, harmonized the normal retirement age aedctreer-length requirements for women and
men. The decision was taken to align the femalecareer condition to the one applicable to
men. Since 1997, the normal retirement age for @ohas gradually been raised to 61 in 1997,
62 in 2000, 63 in 2003, 64 in 2006 and finally iaa the now steady-steady of 65 in 2009, with
the corresponding increases in full-career requargs While aimed at eliminating
discrimination, the measure has also a clearlyfi@aeimpact in budgetary terms and
contributes positively to the longer term viabildf/the regime.

The most recent reform to retirement incentiveseuitide pension system dates back to 2007.
Under the so-called “Intergenerational Solidariac® (ISPJ negotiated between the social
partners and the government in late 2005, workerkiwg beyond the age of 62 or beyond 44
years of career can benefit from a pension suppieri@e pension bonus of an amount of 2 €
per day worked beyond these limits, augments thearbenefit payable, and this independently

® The program was the first of a series of programtsn place to shift older workers out of the labwarket to free
up jobs for younger workers. Jousten et al (201€)utses these “lump-of- labor” issues in moreideta

® The Belgian Intergenerational Solidarity Pactimigs some 30 measures aimed at reducing earkymetit
without changing the legal retirement age or curbemefits already granted. Measures include lirgithe number
of people taking early retirement, stimulating eoyglrs to retain or hire older workers as well akingearly
retirement less attractive for both workers and leygs.



of the wage earned or the contributions accumul@sduch, it can be seen as a much stronger
relative incentive for lower-wage earners thanhigher-wage earners.

C. Conventional early retirement

Next to the pension system, a parallel system ofptementary benefits for early retirement is
created in 1973 for the old workers in case ohfri the conventional early retirement (CER). In
order to be eligible, the worker has to have baghdff by his employer and also satisfy some
career length requirement8enefits correspond to the ones payable undeurtbenployment
insurance system (see below) topped up by a conaplary benefit paid by the employer — the
latter being equal to half the difference betweethwage and the unemployment benefit.

A particularity of the system is that these eaefyrees are exempted from job search and—as for
all unemployed—the time spent in the early retirafyprogram is fully credited in the earnings
file for pension purposes.

At the outset, the system is only accessible ifetmployer recruits a replacement worker
benefiting from full-time unemployment benefitsaaseplacement for the worker.

Further, the initial age of eligibility is set &.8But both criteria are hollowed out over time by
means of legislative change and collective barggiaigreements within industries. As a result,
there ultimately exists a variety of different negis with different career requirements, minimum
ages, replacement of the worker, etc for diffessators and companies. Though legislation from
1986 as well as the ISP of 2005 tried to harmoaim put constraints onto this situation,
numerous exceptions persist with respect to thergénules. Even today, while workers below
the age of 60 do in theory have to be replaced wieynare put onto early retirement, this is not
the case for companies that are considered in esordifficulty or in restructuring — with the

age sometimes being as low as 50. The same afplescompany is closing or unable to find a
suitable replacement, etc. Similarly, while the a§88 is currently the statutory minimum
access age, a lower age is possible in some séstees, glass, textile, etc.) depending on more
stringent career conditions and/or conditions amistaip of the job.

D. Unemployment and old-age unemployment

The last exit path out of the labor market worketigh the unemployment insurance system.
Two alternatives exist, the specific old-age unawpient (OAU) system and the regular
unemployment insurance system (Ul).

Eligibility for the regular Ul system is essentjablased on having paid contributions during at
least 12 months in paid employment, or assimilgesibds in the last 18 months. The basic Ul
system is available to workers of all ages and paydenefits of 60% of the last gross wage.
Both the reference wage and the benefits havearapfioors. As a result, the replacement rate
of the unemployment benefits was 30% of averagssgnages in 2004 (Faniel, 2008). Benefits

" Initially the minimum length was set to 25 yedtas been gradually increased to 30 years for aner26 years
for women. In 2012, it it set to increase to 35 @Bd/ears for men and women respectively.



are not subject to income tax and are not limitetime with payments ending upon reaching the
normal retirement age of 65. At this age, the ftan® the pension system follows rules similar
to the DI system.

Under Ul rules, individuals have to be availabletfee job market, and actively look for
employment. A specificity of the system is that é&fs, as for the rest of social security, are paid
out by a federal agency, while job placement iy amthe hands of the various regional
authorities.

The OAU status was introduced back in 1985 intoB&lgian social insurance landscape. In line
with the previously discussed programs, its moibratvas essentially one of freeing up space on
the job market in a lump-of-labor logic (see Jonsteal, 2010). As compared to the regular Ul
system, several key factors of differentiation extgst, the beneficiary of OAU benefits does

not have to be actively looking for a job, nor dbeshave to be available for the labor market.
Second, benefits are more generous than Ul. Irtiaddd the Ul benefits, the old-age
unemployed receive a complement that is a funafage and family status.

To qualify for OAU, workers have to satisfy age am&mployment criteria. Initially, the system
was limited to those people aged 55 and above wdre wnemployed for at least 2 years, as of
1996 the age was lowered to 50 and the Ul duratidnyear. In 2004, faced with the growing
importance of these arrangements, the governmegtgssively introduced changes to the
legislation. New entrants currently have to satrafyre stringent conditions to benefit from the
job search and availability waiver. Under the neVes, only workers aged 58 and above or with
long careers still benefit from a full waiver, yaer workers benefiting from an intermediate
system as compared to the basic Ul system.

In its most extreme version, the system has beed inswhat is known as « Canada Dry »
retirement arrangements (Cremer et al, 2008), whieygoyers separate from older workers by
sweetening the firing with lump sum compensatidds/payments—this way avoiding the more
complicated and stringent severance pay.

IIl. HISTORICAL HEALTH TRENDS

After having reviewed the institutional settingisituseful to review some indicators of out
outcomes in terms of health and mortality. Figupgdsents the general trend in terms of
mortality for the population aged 55-65 in Belgiwthile there has been some variation across
sexes and age groups, the dominating trend islgleateep decrease in mortality, or expressed
differently a steep increase in life expectancyoddgh encouraging, it does however not mean
that morbidity also decreased.

8 Starting 2002, the age at which people can claerotd-age unemployed status is increased to S8antitansitory
period in which it is first 56 then 57. To exit ttedor market before these ages, the workers lajestify a career
of 38 years.



Figure 1: Mortality rates for male (left) and femdtight)
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Two additional figures give a snapshot picturehaf $trong improvements in mortality. The first
indicates the age at which members of the age é®arcohorts in the various calendar years
will suffer from a mortality rate that their 1960unterparts suffered when 60 and 65
respectively. The increasing trend displayed inrgg2 indicates a clear shift towards longer life
expectancies as higher mortality rates occur mater In life, about 10 years from 1960 to 2006.

Figure 2: Ages of equal mortality
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The second compares mortality rate for men and wwdamé&960 and 2005. Considering a 5%
mortality rate, figure 3 shows that the age at Wiifgs rate is attained shifted from 69 to 76 for
men and from 73 to 80 for women, a gain of 7 y@atsoth cases.



Figure 3: Mortality rates by age
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Beyond pure mortality indicators, we only have viemjited health data available. The first one
is the Eurobarometer — a cross-national surveyethaut over a wide range of European
countries. A question on subjective health has las&ed periodically for the years 1987, 1989,
1990, 1993 and 2001. However a major drawbackaisttte question is not expressed in the
same way and the scale of answers has also chamgegtne. The second survey is the Belgian
Health Interview Survey (HIS) that exists since 19@d is conducted every four years. For the
latter we only have access to data by 10 year aberts.

Looking first at the Eurobarometer data of figurartl comparing with the underlying mortality
trends also plotted on the graphs, it is clearttinatdata has only a very limited use — if only
because of the changing questions over the diffevares. While the mortality rates show a
clear improvement along the period, the perceivedth displays no clear pattern.

The HIS provides self-reported subjective and dbjedealth measures. The advantage is that
HIS allows to link mortality to morbidity. Figure displays the percentage of people aged 55 to
64 who declare being in a bad health, those h&uimgtional limitations, those having chronic
conditions and the average Body-Mass index ingbulation. It show that contrary to the drop
in mortality also reported, health measures lotlkamaflat — except may be for the subjective
health measure that seems to display a slightlyedsing trend, especially for women.

Given the sparse information on direct health ouies, we conclude that mortality is likely the
only meaningful indicator of health improvement®Bielgium. Also it is the only available
indicator covering a rather long period and showdagsistent estimation along time.
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Figure 4: Good health (Eurobarometer) and moytétit male (left) and female (right)
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Note: The subjective health indicator gives thecpetage of people who declare to be in fairly gamehd or very
good health.

Figure 5: Health measures (HIS) and mortality faler(left) and female (right)
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Note: The subjective health indicator gives thecpetage of people who declare to be in bad or badyhealth. The
chronic condition indicator gives the percentagpexple who declare to have one or more longstgriudalth
condition. The functional limitation indicator giw¢he percentage of people who have functionatdioins. The
BMI index is the average Body Mass Index in thecEjzepopulation.

To get a sense of the importance of longevity cearan labor force participation we present
cross-tabulations of two key labor force indicatagsinst mortality. Implicitly, we want to verify
whether changes in the average health and wellithe population affect the labor market.
In theory, if the DI system were to play its rokeaaprotection against bad health both variables
should be affected — particularly for workers clts¢he retirement age. Figure 6 plot the trends
of mortality against the employment rate and DEengt The employment rate is derived using
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DI rate is based on data from the federal DI adstriation®

Figure 6: Employment vs. mortality vs. disabilitysme 60-64 for male (left) and female (right)

[Te)
F o
S

T
.02

T
.015

T
.01
Mortality rate 60-64

T
.005

o

T
1988

T
1993
Year

T
1998

T
2003

Employment rate

Mortality rate

Disability rate

T
2007

™ -

.15 2 .25
| 1 |

1
1

Employment and disability rates
.05
Il

———————

~—=

T
.025

T T T
.01 .015 .02

Mortality rate 60-64

.005

o

T
1988

T
1993
Year

T
1998

T
2003

T
2007

————— Employment rate

Mortality rate

Disability rate

Source: Human Mortality Database, INAMI-RIZIV andlor Force Survey.

For men, mortality has faced a steady decline thisr25 year period while the employment

rates have started to edge upwards in since thefehe 1990’s — a trend more broadly observed
all across the OECD. The same is true, thoughésser extent, for DI in the second half of the
first decade of the new millennium. For women, dpgard trend in employment is much more
sustained and can largely be explained by an isgrgdraction of women joining the labor
market and becoming eligible for benefits. Furthemm the inexistence of DI recipiency until the
late 1990’s and the steep increase thereof atti@kthe observation period can be explained by
the increase of the retirement age from a depaltwet of 60 — hence originally excluding all
women above 60 from the benefits of the DI system.

One conclusion emerges: DI receipt and employnaasrdo not correlate well with mortality
and/or health indicators.

I1V. PATHWAYSTO RETIREMENT AND PROGRAM REFORM

This section extends the previous analysis andsldelyond the narrow concept of DI benefit
receipt as an indicator of program participatiaral$o expands the focus beyond the age group
60-64 as similar effects on activity levels caroaffect younger and older cohorts.

° We rely on administrative data given that LFS datalisability are only available for the periodrsing in 1992
and are rather erratic.
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A. KeyLabor Market Indicators

Figures 7, 8 and 9 give an overview of labor madkgtomes over the period of time covered by
the Labor Force Survey. These more extensive l@ooe data comfort the previous observations
of long-term trends on the labor market, with nrakes being relatively stable over the entire
period of observation, while female employment kafwbr force participation strongly trend
upwards. While unemployment rates vary considerabér the economic cycle, there is little
impact on overall employment and labor force pgrétion levels.

Figure 7: Labor force participation for male (ledi)d female (right)
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Figure 8: Employment rate for male (left) and feen@ight)
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Figure 9: Unemployment rate for male (left) and &en(right)
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Employment rate

Beyond these traditional sets of labor market iaidics, we propose two additional measures.
Figures 10 graph the same LFS employment datdéoages ranging from 50 to 70 in three
different calendar years. It confirms the precedibgervations.

Figure 10: Employment rate 5-year age bracket faler(ieft) and female (right)

© |

55 60 65 70 50 55 60 65 70
Age Age
1983 ————- 1993 1983 ————- 1993
--------- 2006 -=-=====- 2006

Source: Labor Force Survey

A final tabulation links the employment rate to madity rates in different calendar years. Every
point represents the position of a 5-year age lataokthe given year. The results of figures 11
show that employment rates at any given mortaditg have steadily dropped for men. The
reason for this is that as time went by, any givemtality level corresponded to a higher and
higher age, which in turns is associated with aeloemployment rate. For women, beyond this
reduced mortality effect, there is a second stigemgerational factor at work, involving a steeply
increasing labor force participation over the olaagon period.
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Figure 11: Employment rate and mortality rate f@len(left) and female (right)
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B. Social Security Program Participation
Disability insurance

While the preceding LFS data have the distinct athge of giving a close reflection of the
individuals’ true economic status, they are noedblreflect the richness of the Belgian
institutional landscape. Therefore, it should rmtdncome as a surprise that the aggregate data of
the previous subsection does not seem to reflgcofithe specific social security reforms we
discussed in section 2.

In order to investigate the effect of institutiasslabor market participation, we draw on
additional administrative data. In this contexggmam participation or “take-up” is defined as
the number of individuals receiving benefits withine context of each program divided by the
population in the corresponding cohort. To identifg various reforms to the social security
schemes described in section 2, we draw verticaklin the graphs plotting participation by age
across time. These horizontal lines serve as se@sdo when the various reforms should have
their effects, or at the very least start havirfgas.

Looking at the DI program participation presentedigures 12, we observe different trends for
male and female. Male DI rate for the age-groupd4i60-54 and 55-59 is almost constant
while disability for those aged 60-64 is decreashgne of the reforms to generosity and
eligibility of DI seem to have has an impact ontjggration. However, reforms concerning
access to other program may well explain part efdacrease — particularly for those aged 60-64.
For example, this could have been the case witlpleaing-up of the OAU route in 1985 and

the introduction of a flexible age of retirementhwaiut actuarial adjustment factor in 1991. The
positive trend for women of all age cohorts folloavdifferent rationale mostly because of a
strong expansion of the share of women in the latemket. While reforms to OAU and other
early retirement routes affect women less duegaffitient work histories to qualify for such
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benefits, while the increase of the female norreatement age was not without effects — such as
previously discussed.

Figure 12: DI participation for male (left) and fala (right)
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The Belgian disability administration prefers te wsdifferent reference population when
determining participation. Their reference popualatis composed of those individuals that are
eligible to claim benefits because they contribotgyus those on CER because they do not have
any economic incentives to switch to the DI system.

If one follows this logic of excluding those thaeaither not eligible, or have no economic
interest to join the DI ranks, then this definitiohthe population is still too broad. For example,
it is highly likely that the individuals on Ul ar@dAU also do not have much of an economic
incentive to switch — given the previously discusabsence of explicit time limits in benefit
receipt.

Using this adjusted population figure as a refeeqmuint, we derive equivalent participation
trends over time (figures 13). The figures reveatimmore sharply the effect of the reforms
discussed in section 2. The increase in the agggrb5-59 after 1986 corresponds to the
introduction of the old-age unemployment statuscWistrongly reduces the denominator of the
disability rate by shrinking the population thaste economic interest in claiming DI. Also, the
initial trend observed for the age group 60-64 lsanraced back to the increase in the number of
retirees until 1987, thus shrinking the referenaaig. A similar logic applies to the early 1990’s
with its major reforms to the retirement system.
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Figure 13: Adjusted DI participation for male ()edind female (right)
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Summing up the information of figures 12 and 13,0ae draw two conclusions. First, the trends
in DI participation over time are not confined h@tage group close to retirement, but also
younger cohorts are affected. Second, while agtgdgbparticipation rates have stayed
unchanged, there have been substantial changes pebple “at economic risk” of filing for DI
benefits, notably because of reforms to the eligypand generosity of other social security
programs targeted at the older segments of the fabae.

Other Social Security Programs

The effect of other program is however not limitedhe one of restricting the population
economically at risk of filing for benefits. Indegtie multiplicity and generosity of other exit
routes make it possible that truly disabled pedifdefor other social security benefits such as
CER, OAU, or Ul in lieu of filing for DI. In thisense, the question of evaluating the
participation and the changes in participation diree is of prime importance.

We first focus on the regular Ul program. As wtitle just discussed DI data, the Ul data comes
from the federal Ul administration. The number némployed thus corresponds to the number
of individuals currently claiming Ul benefits undée rules in place. Given the institutional
setup, this means that some truly unemployed penplenot be eligible for benefits, while some
segments of those receiving benefits would notdmsidered unemployed according to the
standard definition of the ILO.

The time pattern of Ul participation of figures déplays three clearly separated phases over
time. Contrary to DI numbers, these rates seene tadependent of the demographic trend and
are more heavily exposed to cyclical variationthmeconomy. Economic cycles don’t however
provide a complete picture.

The stark decrease of Ul participation after 1984 lge traced back to the introduction of OAU
such as identified by the first vertical line. T$teft into OAU is however not total, if only
because some people don’t satisfy the somewhat stiamgent entry criteria for the OAU
system as compared to Ul. Similarly, the furthieetalization and expansion of the system in
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1995 corresponds to the next drop of people otuthrells — an effect further reinforced by the
arrival of the “Canada Dry” pensions in 1997. Fipalhe third phase corresponds to the
tightening of the access to OAU in 2002 — with asugng communicating vessels effect
increasing Ul as OAU decreases (see also figures 15

Figure 14: Ul participation for male (left) and fala (right)
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However the decrease in the number of unemploykdvsr than the increase in the number of
old-age unemployed — as a quick glance at the presented in figures 14 and 15 document.
Thus OAU clearly appears as a new exit path witletaaddition of exits and not only
reallocations between programs.

Figure 15: OAU participation for male (left) andfale (right)
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As compared to their male counterparts, the siindtr women is not very different, as the
preceding figures 14 and 15 clearly illustrate. Wpsisingly, the pattern for the 60-64 age group
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displays a somewhat different pattern than for nagajn for the same reason as before: the
initially lower retirement and early retirement ager women, with the ensuing labor market
effects after their progressive increase to stguitinl997.

Figure 16: CER participation for male (left) andni@e (right)

Decrease

n
-

Increase age of

. Increase age
early retirement

of retirement

eligibility age
Extension N o
OAU

—

SO, - >
____________ s ]

T T T T T T T T T T
1986 1990 1995 2000 2007 1980 1985 1990 1995 2000 2007
Year Year

-- 50-54 —-—-- 5559
60-64

Source: INAMI-RIZIV

Finally, figures 16 and 17 present the trends diggrCER and the regular pension system
participation. The CER trends for men of all ageugs are characterized by a strong
responsiveness to changes in the CER and OAU #dligififfecting the relative attractiveness of
this system. Women benefit much less from the gystgven the career length requirements that
are often a non-trivial hurdle in case of incomgleareers. The two reforms to the main pension
system modifying the early and normal retirememsaigr women have the expected effects on
CER and the pension scheme — with shifts toward? {DEhe affected groups.

For men, the trends in the regular pension sysédiect reforms rather closely until the end of
the last millennium. For example, the increaseafpes 60-64 over the first half of the 1980s is
related to the SER and RPP measures. The obseattedfper 2000 cannot be traced back to any
specific legislative change — and coincides withegal improvements on the labor market
leading to an increase in the effective age ofestent. Similarly, the trends for the female age
group 60-64 before the progressive increase ofetiement age as of 1997 is difficult to link to
any specific change: the participation rates beiogks, they reflect the cumulative weight of
past reforms. Thus changes to the OAU, the Ul kadClER have no doubt had an influence.
However, they are insufficient to explain the shsgee of fluctuations observed in the pension
scheme, that might partially also be due to int#was of incentives and benefits for couples, as
well as the sometimes unpredictable effect of inglete careers on benefit eligibility.
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Figure 17: Retirement participation for male (left)d female (right)
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Figures 18 present the information on program gigétion in a synthetic way for all available
social security systems. Figure 18 highlights tb@hected vessels” aspect of the various social
security schemes with a strong role for OAU. Alsp how, OAU and Ul combined account for
more than 35% of all workers in the 50-64 age betakaking the unemployment benefit receipt
the single most prominent retirement status! Thetion even rises to well beyond 60% when
integrating the CER schemes that are also admiagstarough the Ul scheme.

Figure 18: Distribution of exit paths (%) for mdleft) and female (right) - Age 50-64
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C. Mortality, health and DI

Figure 19 displays the overall growth rate of ggpation in the different systems on a year-by-
year basis — as well as the growth of the diffecemiponent systems. The results show the
relative constancy of the DI scheme — that carelea as a rather marginal program. Two
interpretations are possible. First, the optimienhe would argue that that entry into the DI
program is so severely limited by powerful effeetyate-keeping mechanisms that it is close to
impossible to enter the system unless a seriouscalaem psychological condition exists. The
second, less optimistic one, is based on the liattdther social insurance programs have a
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sufficient ease of access combined with a gengrtsat render the more stringent DI system less
attractive.

Figure 19: Growth rate in the systems for male)l&fid female (right) - Age 50-64
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The data reported in figures 20 illustrates thatwlorld of DI benefit participation is less stable
and immobile than one would conclude from the pileagdiscussion. When decomposing by
primary cause of DI benefit payment, one notices thental health issues become a more and
more prevalent issue as compared to purely physitad. This leads to interesting avenues for
future research: Could DI payments be lower if memeerely tested? Do other programs also
have a changing pool of beneficiaries, maybe inoyichcreasing numbers of truly disabled
people?

Figure 20: Number of disabled individuals by cafmsenale (left) and female (right) - Age 50-64
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This idea is further reinforced when looking at tektive prevalence of DI participation in the
populations aged 40-44 and 60-64, the former nioigoeigible for other early retirement
programs. These data are represented in figur@@$tzow steep decline in the difference
between the two groups — hence indicating a redtiower prevalence of DI cases in the older
population as time went by. Though these data ddiotv us to conclude formally on the
shifting of true DI recipients onto other prograrssch a phenomenon is highly likely.
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Figure 21: DI participation age 60-64 less age 40e4 men
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V. CONCLUSIONS

Disability insurance has attracted a limited ing¢ia the Belgian policy debate. This is no doubt
influenced by the relatively limited budgetary coéthis program, when comparing it to its
bigger health and public pension siblings.

The present paper shows that disability insurandead seems to have a rather unspectacular
time trend over the last decades. We show thabttier social security programs allowing an
early exit from the labor market play the key riviehe Belgian retirement context.

As compared to younger cohorts, older workers terigenefit from disability payments less and
less frequently. Furthermore, the composition efdisabled population is changing over time,
with increasing numbers of benefits being basethental problems that are intrinsically harder
to check than physical impairments.

This has two policy implications. First, in spiteits appearance, the increasing role of harder-to-
check benefit decisions may well mean that thebdisaprogram is serving as an early
retirement route. Second, substantial numberssatbdied may in fact be using other social
security programs to exit the labor market. Theefawvould mean that the various social
insurance programs are getting more and more édérbm their original aims — in the Belgian
context particularly the unemployment system.

Additional research on the underlying health chi@réstics of the beneficiaries of the various
social security programs would be warranted to gaidy future reforms. A further area of
investigation could be a systematic analysis ofitbek environment that people face during their
active life. This environment has no doubt undeggprofound changes over the last decades,
both because of a seminal trend towards the seseictor and stricter general work-safety
requirements in place.
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