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ABSTRACT/RESUME

How to reduce sickness absences in Sweden: lessons from international experience

Sweden’ s single biggest economic problem is the high number of people absent from work due to sickness
or disability. This paper describes the problem and looks at what other countries have done to reduce
absenteeism. It emphasises a mutual obligations approach to sickness insurance. This means placing
greater responsibilities on the sick person, the employer and the social insurance office to get that person
back to work as soon as possible.

JEL classification: 138, J20
Key words: Sicknessinsurance; labour supply; moral hazard
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Réduirel'incidence des congés de maladie en Suede : les enseignements
del'expérienceinternationale

Le principal probléme économique de la Suede est le taux élevé d’ absentéisme pour cause de maladie ou
d'invalidité. Cette communication expose e probléme et examine |es mesures prises par d' autres pays pour
y remédier. Il souligne I'importance de fonder le systéme d assurance-maladie sur le principe de
I’ obligation mutuelle. Ceci suppose de responsabiliser davantage le travailleur malade, I’employeur et le
bureau d’ assurance sociale pour que I’ intéressé reprenne son activité le plus rapidement possible.
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How to reduce sickness absences in Sweden:

lessons from inter national experience

by
David Rae*

On an average day, around 14% of the working-age population is either on sick leave or on a
disability benefit. This amounts to a significant drain on labour supply, incomes and economic activity.
Recognising this, the government has set a target to halve the number of sick-listed people between 2002
and 2008. Achieving this goa would not only make Swedes wesalthier now, it would go a long way
towards ensuring that the welfare system can be sustained in the long term. The causes of such a high rate
of absenteeism are not hard to find. Compared with other OECD countries, sickness insurance in Sweden
is both generous and easy to get. Maintaining both of these features will not be possible. This paper
reviews the types of reforms that have worked in other countries and draws lessons about the steps that
could be taken. The most important step would be to change the culture of sickness and disability
insurance from one of providing passive income replacement towards the “mutual obligations’ approach
that Sweden already uses for unemployed people. In practice, this means placing greater responsibilities on
the sick person, the employer and the social insurance office to get that person back to work as soon as
possible. The government has taken some steps in this direction, but it needs to go further. If
administration and gatekeeping can be brought closer to international best practice, then the problem of
absenteeism might be solved without having to cut benefit levels.

Who arethesick and disabled?

The problem of sickness and disability absences can be split into two components: people who
have ajob but are not at work because of illness (sickness absentees); and people who are out of the labour
force for medical reasons (the inactive). Sweden compares badly on both dimensions. First, the average
number of working days lost per year due to sickness is the highest in the OECD (Figure 1).2 This reflects
both a high absence rate (i.e. the share of people who take time off in a given period) and a long average
length of each spell (partly because sickness benefits can last severa years). Second, the share of the
potential workforce that has dropped out of the labour market for reasons of illness or disability appearsto

1. This paper iswas originally prepared for the OECD Economic Survey of Sweden published in June 2005 on
the responsibility of the Economic and Development Review Committee. The author is grateful to
colleagues in the OECD, especially Chris Prinz, Martin Jergensen, Peter Jarrett and Mike Feiner for their
helpful comments. Special thanks go to Raoul Doquin St. Preux and Mee-Lan Frank for technical
assistance. The author can be contacted at david.rae@oecd.org

2. The estimates in Figure 1 are from the Spring European Labour Force Survey. Absences in Sweden
continued to fall for the rest of 2004, so the figure for the whole year islikely to be lower than shown here.

© OECD 2005 4
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be large by international standards, especially for older people (see Figure 2, although note that it can be
hard to distinguish between early retirement and inactivity caused by illness).

Figure 1. The number of working days lost due to sickness is the highest in the OECD
Working days lost per full-time equivalent employee per year, 2004

SWEDEN
Norway
France
Belgium
Finland
Canada (1)
Netherlands
United Kingdom
Australia (1)
Spain
Denmark
Iceland (1)
Austria
United States (1)
Portugal
Germany
Switzerland
Italy

Poland
Ireland
Greece

1. 2002.
Source: OECD estimates based on the European Labour Force Survey spring results.

Figure 2. Inactivity because of illness or disability
Percentage of the population in each age group, 2003

Men aged 25-49 Men aged 50-54 Men aged 55-59 Men aged 60-64

0 10 20 30 0 10 20 30 0 10 20 30 0 10 20 30

1.  Average of 23 OECD countries for which data are available. Data for USA are 2001.
Source: European Labour Force Survey.
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There are severa “natural” reasons why Sweden’'s sickness rate might be higher than in other
countries. The most obvious is that the workforce is relatively old, and absence rates rise with age. But this
cannot be the sole explanation because sickness absences are high across al age groups (Tablel). A
second factor isthat the female participation rate is high, and in most countries women are more likely than
men to be off work sick. On the other hand, Swedes are healthier than most and have a long life
expectancy (see Rae, 2005), which should mean they are less likely to fall sick. Based on econometric
evidence, it seems that the total effect of the various demographic and labour market characteristics is
roughly zero, with the different factors cancelling each other out (Table 2).

Table 1. Sickness absence rate
Percentage of people absent from work for the whole week in which the survey was taken, 1983-2001

Age

Twenties Thirties Forties Fifties 60-64 Total
Sweden 25 3.1 3.9 4.4 9.1 4.2
Netherlands 3.2 3.9 4.5 5.9 4.9 4.1
Norway 2.4 2.7 3.1 4.3 7.2 3.2
France 1.8 2.1 25 3.9 4.0 2.4
Finland 1.3 1.8 25 4.4 5.3 2.3
United Kingdom 1.8 2.1 25 3.9 4.0 2.0
Denmark 15 1.6 1.7 2.3 2.7 1.7
Germany 0.9 1.1 1.4 2.7 3.2 1.4
Weighted average 15 1.8 2.2 3.3 4.1 2.1

1. Data are the averages for 1983-2001, except Sweden (1987-2001) and Norway (1989-2001).
Source: Bergendorff, Sisko (2003), "Sickness absence in Europe — A Comparative Study"”, Swedish National Social
Insurance Board.

Table 2. The absence rate is not explained by demographic and labour market factors
Sickness absence rate (share of people absent due to sickness for at least one hour during
the reference week of the survey, average 1995-2003, per cent).

Per cent

Swedish sickness absence rate 5.20
EU (unweighted) average sickness absence rate 2.75
Difference between Sweden and EU 2.45
The impact from having...

... & higher labour force participation rate 0.56
... a lower share of part-time employment 0.32
... lower average hours of work -0.09
... longer life expectancy -0.73
Total difference explained by demographic and labour market factors 0.06

Note:  In the model on which these calculations are based, there is no statistically significant impact
coming from the age structure of the population once the other labour market variables have been
included. The authors conclude that the age effect is captured within those variables.

Source: OECD calculations based on the econometric results from Bonato and Lusinyan's (2004) panel

data study of work absences in Europe (IMF Working Paper 04/193).

© OECD 2005 6
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Looking more closely at Sweden itsalf, there are significant differences in sickness absence rates
across various groups (Figure 3):

Figure 3. Sickness rates

Per cent
8 8
By sex and age By educational level and age
7 7
[
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Source: Statistics Sweden.
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Figure 4. Sickness cases and days lost

Number of sickness cases Number of days lost per year
Per cent of working-age population Per cent of all days worked (2) 13
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1. The series has been adjusted (upwards) after 1992 so that it includes the waiting day and the number of days
paid by employers (so it is comparable with the pre-1992 figures). The adjustment is based on Henrekson (2004)
and NIER (2004).

2. These data are from a different administrative source than the data for Figure 1, so they are not exactly
comparable.

Source: National Institute of Economic Research, Statistics Sweden; OECD.

» by gender: Sickness rates for women are, on average, twice as high as for men. The discrepancy
has widened over time. Not surprisingly, rates are higher for women with young children.

» by age Absence rates rise steadily with age. A man in his late-50s has an absence rate about as
high as awoman in her early-30s.

* by education level: The rate for people with only primary education is especially high at younger
ages. Overdl, it is around three times as high as for those with tertiary education.

* by sector: Employees in the public sector are about a third more likely to be off work than their
counterparts in the private sector. A similar pattern is found in other countries that have high
sickness absence rates, but it contrasts with France, Germany and Denmark where absence rates
are almost the same in the government and business sectors.

Similar patterns are seen for people who are on disability benefits. The main difference is that on average
they are older, with half aged over 55.

Looking at developments over time, the number of short-term sickness cases has shown a dight
downtrend over the past few decades, but it is highly cyclical, rising when the labour market is tight® and
falling significantly when unemployment is high (Figure 4). Sickness spells have been getting longer,
however. The number of long-term spells has increased significantly, surging by more than 150% since
1998. The ageing of the population can explain only a small fraction of thisincrease; instead, it reflects the

3. There are two common explanations of why such absences may be pro-cyclical. First, high unemployment
acts as a worker disciplining device, reducing the likelihood that they will take sick leave for minor health
problems. Second, a tight labour market may pull in marginal workers who are more likely to have higher
rates of absenteeism. There is no clear evidence whether health itself may vary over the business cycle, for
example due to work pressure during boom times.

© OECD 2005 8
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cyclical pick-up, more generous benefit levels and substitution between disability and long-term sickness
benefits (access to disability benefits was tightened in the late 1990s). The result is that the total number of
days off work remains close to an all-time high (Figure 4, right-hand panel). The good news is that the
number of sick days has fallen significantly over the past two years, athough much of this reduction is
because people have shifted onto disability benefits instead. Hence, the total number of working days lost
due to ill heath (sickness and disability combined) fell by only 1.5% from 2003 to 2004 (NIER, 2005).
Looking back a little further, the inflow to disability pensions has leapt since the late 1990s, especially
among women (Figure 5). It has also been getting younger (Figure 5, right-hand panel), and is now at or
around its highest level for al age groups except those 60 to 64 years-old. Asin most countries, the fastest
rate of increase has been among people with stress and depression.

It is worth noting that these trends are not related to measures of health status. When compared
with other countries, the high rate of benefit receipt is hard to square with the fact that Swedes are
relatively healthy (see Rae, 2005). Nor has the increase in work absences been caused by any decline in
population hedth: if anything, health indicators have continued to improve over the past 20 years.
Moreover, the share of older people reporting that they are in good health has increased fairly steadily over
time (OECD, 20033).

Overview of the system

Sckness insurance (Sl) is a compulsory publicly administered programme aimed at providing
compensation for lost income during temporary sickness spells. Compensation can be full (100%) or
partia (%4, ¥2 or ¥4), depending on the extent of loss of earnings capacity. The focusis how more clearly on
a person’s capacity to work in general, not necessarily whether they can go back to their old job. The
benefit level has changed frequently over the past 20 years, with fairly sizeable cuts through the recession
of the 1990s but some reversal since then (Table 3). It is now 80% of previous earnings (up to a ceiling of

Figure 5. The inflow to disability pensions has surged

1.6

Persons receiving new disability benefits 25 New disability benefits by age
Per cent of population aged 16-64 Per cent of population in each group
1.4
5
! )
= \Women 20 1 ' N ’V

— Men
12

1.0

= = 50-64 (right scale) 1/ 2
45-49 (left scale) 4
m— 16-44 (left scale)

0.5
1
0.6

0.0
1975 1980 1985 1990 1995 2000 1975 1980 1985 1990 1995 2000

0.8

Source: Swedish National Insurance Agency and OECD.
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Table 3. Replacement rate history
Sick leave compensation as a percentage of own income (and the share paid by employers)1

Dec 1987 to Mar to Dec Jan 1992 to Apr to June July 1993 to
Feb 1991 1991 Mar 1993 1993 Dec 1995
First day 90 65 75 (75) 0 (O 0 (0)
Days 2-3 90 65 75 (75) 75 (75) 75 (75)
Days 4-14 90 80 80 (80) 80 (80) 80 (80)
Third week 90 80 80 80 80
Fourth week 90 80 80 80 80
Until 90 days 90 80 80 80 80
Until 1 year 90 90 90 80 80
Over 1 year 90 90 90 80 70
1996 1997 "o nezoos  Dbcaops  Jan200s
First day 0 (0) 0 (0)* 0 (0 0 (0) 0 (0) 0 (0)*
Days 2-3 75 (75) 75 (75) 80 (80) 80 (80) 776 (77.6) 80 (80)
Days 4-14 75 (75) 75 (75) 80 (80) 80 (80) 776 (77.6) 80 (80)
Third week 75 75 (75) 80 (80) 80 (0) 776 (77.6) 80 (12)
Fourth week 75 75 (75) 80 (80) 80 (0) 77.6 80 (12)
Until 90 days 75 75 80 80 77.6 80 (12)
Until 1 year 75 75 80 80 77.6 80 (12)
Over 1 year 75 75 80 80 77.6 80 (12)

Note: * The waiting day can be partly avoided after 1993 by reporting sick part way through the day.

1.

part-time or is in employer-funded rehabilitation.

Source: National Social Insurance Board; OECD (2003), Ageing and Employment Policies: Sweden, Paris.

115% of the average wage, athough collective agreements often cover earnings above the ceiling). It is
common for collective agreements to top-up the replacement rate to as much as 100% over the first three
months. Sl is funded primarily through a payroll tax levied on employers (around 12% of wages). A
sickness benefit can be granted for an unlimited time, but recent policy changes have been aimed at trying
to reduce the number of benefits granted for longer than one year.

A disability benefit is available to those aged 30 and over whose work capacity has been reduced
permanently. Since 2003, the disability pension has been renamed “ sickness compensation” and has been
integrated with the sickness insurance system (previously it was part of the pension system). However, this
paper will continue to refer to it as a disability benefit becauseit is less confusing for non-Swedish readers.
It is available dso for partial disability, and a temporary disability benefit can be given when work
capacity is expected to be reduced for 1-3 years. The replacement rate, around 64%, is lower than for the
sickness benefit. Younger people (aged 19-29) receive “activity compensation”, which is essentialy the
same as the disability pension except that it is granted only for a limited time (up to three years) and socia
insurance offices must try to find measures that will help improve their health or physica or mental
capacity for work.

In effect, work injuries are bundled together with the sickness and disability system. On paper

they are different schemes, but they are administered by the same agency and, like other social security
benefits, are financed from employers contributions. The difference is that somebody injured at work

© OECD 2005 10

The figures in brackets show the share that employers are required by law to pay. It does not include any top-ups (for most of this
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consistently been above this cap, and collective agreements usually cover income above the cap). The figures in bold highlight
changes relative to the previous scheme. From 2005, employers pay 15% of sick pay for full-time sick, but not if the sick person works



ECO/WK P(2005)29

receives full (i.e. 100%) compensation in the form of an annuity that tops up their sickness or disability
benefit (so long as they have suffered alasting reduction in work capacity).

The system is administered by the Swedish Socia Insurance Agency. This new body was created
in January this year by merging the 21 regional socia insurance offices. The merger was made in an
attempt to improve implementation and to reduce regional variations in practice. Local branches are now
government offices, so now they can be controlled more directly by the national authorities. Administrative
procedures have been tightened up to some extent, especially after a package of reforms that took effect in
July 2003 (see Box 4.2 of 2004's Survey for details), but they are still looser than in most other countries
(see Box 1 and the rest of this paper).

Box 1. Normal procedures over a sickness spell

The first day of a sickness spell is a “waiting day”, and in principle the sick person receives no pay or sickness
benefits that day. Employers pay sick pay from the second to the fourteenth day (and 15% of sickness benefits
thereafter; see below). After one week, a medical certificate must be produced. These are usually provided by the
individual's own GP. After two weeks the social insurance office becomes involved. It decides about entitlement to
further sickness benefits and the degree of reduced working capacity, based on the original medical assessment. A
sickness benefit can be paid for an unlimited period, so long as the person is unable to work because of sickness and
has not been transferred to a rehabilitation benefit or a disability pension. The employer must produce a rehabilitation
plan after 1-2 months (this can be done in conjunction with the insurance office). Around this time there should be a
meeting between the person on sick leave, the employer and the insurance office; the government wants these
meetings to take place more often. The person may then undergo rehabilitation (medical, social or vocational). If it
seems likely that the reduced work capacity will last longer than a year, he or she will be granted a temporary or
permanent disability benefit. In principle there should be a re-evaluation after one year of sick leave allowance, but in
the past these have often not been performed on time and in any case the doctors at the social insurance office do not
perform an independent medical assessment. For those awarded a disability benefit, there should be a re-assessment
at least every three years. Implementation is patchy, however, although the government is trying to improve the
process for long-term absentees.

What worksin other countries?

The rest of this paper reviews policy experiences in other countries and looks at how Sweden’s
approach compares with international best practice. The key features of the different benefit systems are
compared in Table4. It should be noted that in the discussion that follows, there is often no clear
distinction drawn between short-term and long-term sickness, disability and work injury schemes because
different countries use different labels and the issues are so intertwined.

Better administration and gatekeeping
Receiving a benefit should entail certain obligations for the sick person

Developing a culture of mutual obligations means that benefit receipt should depend on
participation in employment, vocationa rehabilitation and other integration measures. Active investment
should be the counterpart to benefit receipt to ensure that the sickness benefit is not just a soft aternative to
the unemployment insurance system. The earlier this starts the better. The OECD’s review of policies for
sick and disabled people concluded that “the most effective measure against long-term benefit dependency
appears to be a strong focus on early intervention. As soon as a person becomes [sick or] disabled...a
process of tailored intervention should be initiated” (OECD, 2003b, p. 162). The most appropriate
measures and timing will obviously depend on individual circumstances. Taking this approach implies that
recipients who do not co-operate in reintegration efforts should face some sort of sanction; in Norway, for

11 © OECD 2005
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Table 4. Summary of main characteristics of sickness benefit systems

Benefit level
(% of previous earnings)"
Number After After . Maximum Employer Index Of.
of After six . B compensation
waiting ir\(/)vggi f ?grr:tdh months d(urat|on period generosity”
days years) (weeks)  SEcD = 100)
Countries with high absence rates *
Sweden 1 80 80 80  Unlimited 2! 130
Norway 0 100 100 100 1 2 130
Netherlands 0 70 70 70 2 104 111
Belgium 1 100 60 60 1 4 99
Middle countries
Finland® 0 70 70 70 1 0 .
France 3 50 50 51 3 0 95
Canada . 55 55 0 0.3 . 50
Austria 3 50 50 60 1 12 95
United Kingdom 3 flat (24) flat (26) 0 1 28 80
Australia . flat (22) flat (22) flat (22) . . 122
Denmark 0 50 50 50 0 103
Iceland 14° flat (23) flat (23) flat (23) 0 .
Switzerland 3 80 80 80 3 126
Spain 3 51 64 64 1.5 2 115
Portugal 3 65 65 65 0 118
United States 7 100 60 60 1 . 80
Countries with low absence rates
Germany 0 90 90 70 1.5 6 115
Poland . 80 100 0 0.5 . 115
Italy 3 50 67 0 0.5 12 84
Ireland 3 flat (53) flat (53) flat (53) Unlimited 0
Greece 3 Flat’ (29) flat (54) flat (54) 1 0

1. Benefit rules are complex. These columns show approximate replacement rates of the public insurance scheme
for "typical" full-time workers. Replacement rates in some countries, including Sweden, are often topped up to
100% by employers for a certain period. For flat rate benefits, the figures are for a single-earner family with two
children earning the average wage. See the Sources for exact details of the various schemes.

2. This is a summary index of benefit generosity based on ten dimensions, including coverage, ease of access,

benefit level and duration and the strictness of medical assessment. See Annex 2 of OECD (2003), Transforming

Disability into Ability, for more details.

Countries are ranked in descending order of average sickness absence rate in 2002.

From 2005, employers pay a 15% co-payment for the full duration of a (full-time) sickness spell.

The figures for Finland take account of the employer top up, in which the employer pays 100% for 3 days and

effectively eliminates the waiting days. This is done through central agreements that cover all wage earners.

6. The waiting period starts after a physician has certified the iliness.

7. Strictly speaking, the benefit level is not a flat rate but is capped at a low level and therefore most people will be
receiving the maximum — namely, 29% of the economy-wide average production worker wage for the first
15 days and 54% thereatfter).

Source: EU MISSOC database (http://europa.eu.int/comm/employment_social/missoc/missoc2004_en.pdf);

OECD (2003), Transforming Disability into Ability, Paris.

o s
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example, sickness benefit payments can be withheld if a claimant rejects rehabilitation measures. While
Sweden is aleader among OECD countries when it comes to offering early rehabilitation, it is less good at
ensuring that people actually take it up.* Increasing the focus on active measures should also apply to older
people, especialy as they are more likely to be long-term benefit recipients. However, no OECD country
performs well in this respect. Benefit administration for people over the age of 45 is usualy very passive
and tends to focus on income support rather than trying to get the beneficiary back into the workforce.

Improving the initial assessment process

A major challenge is to find the right balance between minimising both the exclusion error
(refusing the benefit for people who need it) and the inclusion error (granting benefits to those who do not
need them). Some sort of gatekeeping is required. However, getting a sickness benefit appears to be much
easier in Sweden than in most countries. Half of all Swedes who are receiving some form of sickness or
disability payment do not actually regard themselves as disabled (Figure 6). Moreover, sickness absence
rates are more pro-cyclical than in most countries, another sign that access is relatively easy and in some
casesisin acertain sense voluntary (Table 5).

The first step in the assessment process is the requirement to provide a medical certificate. In
Sweden, this occurs after the seventh day. In Finland and Iceland, by contrast, a certificate is needed from
the first day, and in Germany it is required after the third day. More important, however, is how the
medical assessments are actually done. In most countries, assessment —at least for long-term benefit
recipients— is done by specialised insurance doctors rather than by the applicant’s own doctor. That is not
redly the case in Sweden. Socia insurance physicians base their opinion on the assessment of the
applicant’s own GP (OECD, 2003) and do not re-examine the patient. Individuals themselves therefore
have a great deal of influence over sick-listing decisions. One study found that in nearly 90% of the cases
in Sweden, the physician offered sick listing only after the patient had specifically requested it, while

Figure 6. Half of Swedish sickness and disability recipients do not classify themselves as disabled
Disability status of disability benefit recipients, late 1990s, per cent

Bl ot disabled ] Moderately disabled [1] Severely disabled
100 100
80 80
60 60
40

20

e c X< Ko > I - ) @ > 0 z < =
s & 5 § £ 8 T 2 2 5§ 5 £ E & s =
7] c o = c = = 3 n w @)
3 ] < = =} ks ) w £ @ |
< g Y3 2 ° I 6
s z 2 5
@ 5
1. 'Severe'and 'moderate’.
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4, In 2003, less than one in five long-term (more than 60 days) sickness benefit recipients were in a

rehabilitation programme. Of those who were, their programmes lasted an average of 100 days.
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Table 5. Sickness absences are strongly pro-cyclical in Sweden
Correlation between sickness absence rates and the unemployment gap

Belgium -0.82* Ireland 0.04
Sweden -0.51* Finland 0.06
Netherlands -0.47* Denmark 0.08
Greece -0.36 Norway 0.17
Iceland -0.24 Luxembourg 0.28
Germany -0.23 Austria 0.28
Switzerland -0.09 Spain 0.30
United Kingdom -0.03 Italy 0.30
France 0.03 Portugal 0.43

Note:  * means significant at the 5% level.
Source: Bonato, Leo and Lusine Lusinyan (2004), "Work Absence in Europe”,
IMF Working Paper 04/193.

another study found that patients were seldom denied a medical certificate if they asked for one®> GPs in
most countries are not in a good position to make unbiased decisions because they have every incentive to
please a patient who may have been with them for many years.

Sweden has tried to improve the assessment process since 2003, but with limited success so far.
An important step has been to abolish the “Ghent model”, effective from the start of 2005, in which the
system was administered by autonomous legal entities, and instead local offices have become government
agencies staffed by civil servants. Bringing them under the government’s wing should, in time, lead to
more control and better — and more uniform — implementation of policy. Indeed, loca offices have got
tougher over the past two years, but they have much further to go. The sickness benefit refusal rate remains
very low, at around 1%.° Even this small improvement has been difficult. Earlier this year, for example, the
civil court in Uppsala found that the local insurance office had been wrong to refuse sick pay to a person
who declared himself incapable of working after his boss had “exposed him to insults, bullying and
harassment.” It appears that cultural attitudes have not moved fully towards assessing a person’s ability to
work in general, rather thanin his or her previous job.

While it is necessary to tighten up decisions on initial sick ligting, it is far more important to
make sure that short spells do not become long ones. In Sweden, extending a medical certificate is easy
and in some cases is done over the telephone (although technically this is against the rules). In contrast to
most countries, GPs retain a major role for long-term sickness and disability benefits as well. However,
they are often not the best judge of whether someone can re-enter the workforce. The mgjority of long-term
problems reflect back, knee or mental disorders which are difficult to diagnose and usualy require
specialists to gauge the degree of work that a person is capable of doing. That iswhy most countries have
strengthened the role of independent medical assessors for longer-term problems. There is a trend towards
increased use of interdisciplinary teams of experts —including vocational specialists— that make the fina
benefit decision. Rejection rates can be high, ranging from 17 to 25% in Norway and Denmark to around
50% in Austria and Portugal. The only other countries where GPs play as important a role as they do in
Sweden are Norway and the United States. Both cases are reveding. Norway has the second-worst
sickness absence problem in the OECD, and absenteeism in the United States is higher than might be

5. See Englund and Svérdsudd (2000) and Granvik (1998).

6. From March to September 2003, 2 741 applications for a new benefit or for extension of an existing benefit
were refused. At an annual rate, this corresponds to around 2% of the stock of sickness benefit recipients
and thus is 1% of the inflow given that the average duration is around %2 year. See Dagens Nyheter (2005).
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expected, considering that benefit levels there are on the low side. Australia and Switzerland have
circumvented the gatekeeping problem by making increasing use of the possibility to ask for an additional,
independent medical assessment. This is now done in about two-thirds of all cases, demonstrating how
important a second opinion can be. While there are no regulations that prohibit independent second
opinions in Sweden, they are almost never undertaken.

Decisions to grant long-term disability benefits should be made in a regional or central office, and by
experts rather than politicians

An additional problem is that local insurance offices can find it hard to make an unbiased
assessment, especidly in small communities where the applicant is likely to know the case officer. Some
countries try to solve this problem by having decisions on permanent disability prepared localy but made
more centrally by a social insurance doctor who is not part of that community. This is done in Finland,
Spain, Norway and the United States, for example. In Sweden, the formal decision to grant long-term
benefits is made by alocal social insurance board comprising local politicians. The panel does not include
the insurance officer or a physician, although its decision is based on the investigation made by the socia
insurance office. Sweden isthe only OECD country with this type of system. Some other countries also use
independent panels to make the final decision (e.g. Italy, Switzerland and Portugal), but in every case it
includes doctors or expertsin vocationa rehabilitation.

Regular monitoring and re-testing is necessary

Once a benefit is granted, assessment should be repeated at regular intervals to determine
whether a person’s condition or work capacity has changed. Put another way, sickness benefits normally
should be granted for a fixed duration only. There clearly needs to be flexibility here, as re-testing is
unnecessary if a disability realy is permanent. In some countries, and especialy in Scandinavia, benefits
are more or less permanent because re-testing is rare, even if it is theoretically possible at any time. As
noted in Box 1, a re-evaluation should take place after one year of sick leave allowance, although in the
past these have often not been performed on time. Disability benefits should be re-evaluated at least every
three years, but again implementation of this policy has been patchy. Moreover, none of these
re-evaluations includes an independent medical re-assessment. Reconsidering a person’s digibility is done
more regularly and systematically in some other countries. Reviews take place every two to three yearsin
Austria, Germany and Italy, for example, and within five years in Australia and the Netherlands. In most
countries, however, there is a big difference between the policy “on paper” and how strictly it is
implemented in practice. Nevertheless, the Dutch experience shows that follow-up assessments can be
helpful. In the mid-1990s they reviewed all recipients below age 45 (including those who had previously
been granted a permanent benefit), leading to reclassifications or loss of benefit in a third of all cases
(OECD, 2003b). The government is clearly trying to improve the re-assessment process, and international
experience shows that it would be helpful to step up effortsin this area.

Occasiona random checkups on Sl recipients can be an effective way to find out whether a
person’s health has improved and to combat fraud. This may sound tough, but it is common in other
European countries (e.g. Austria, Belgium, France and Italy), and in some countries checks are possible at
the request of the employer. Checkups were part of the Swedish approach until the 1980s, but since then
there has been virtually no monitoring of benefit recipients. Each country has to make its own decision as
to how hard aline to take, but having no checking at all is surely too soft —and is strikingly at odds with
the strict mutual obligations approach that Swedes are comfortable with for the unemployed.

15 © OECD 2005



ECO/WK P(2005)29

The use of partial sick leave must be carefully monitored

The government is putting increased emphasis on partial or part-time benefits. In theory,
decisions to grant partial benefits should depend on how much work the sick person is capable of doing. In
practice, it is based on how much work he or she actually does (virtually everyone receiving a partia
benefit works part time). It is hard to know whether partial benefits are a good idea or not. Thereis arisk
that they invite a higher inflow, especially among older workers who may want to scale back their hours of
work for lifestyle reasons. A partial benefit then becomes an income top-up while they go through a
gradual early retirement. If there were no option to grant a partial benefit, then some of these people would
stay at work full time, but others would completely withdraw from the workforce and receive a full benefit
instead. There is no clear evidence of which of these two effects would dominate. However, the
international experience is that countries which place more emphasis on partial benefits tend to have
particularly high benefit recipiency rates (although causation could run in the other direction: countries
with high inflow rates may try to deal with them by encouraging partial benefits). This partly explains why
Denmark has moved in the opposite direction to Sweden, replacing partia benefits with wage subsidies
(“flexjobs’). Sweden therefore needs to carefully monitor how partial benefits are being used, especially
considering that the inflow to partial benefits has surged since 1999, but with little apparent reduction in
theinflow rate to full benefits.

Flexible rules can help overcome benefit traps

It is important that benefit rules are flexible so that people can “try out” going back to work
without having to worry about going through the whole administrative process again if their attempt fails
and they need to go back on a benefit. Sweden is aleader in thisrespect. A disability benefit can be put on
hold for up to two years, and it continues to be paid for the first three months back at work. The problemis
that few people make use of this option. In the first two years after the scheme was introduced (in 2000),
less than 0.5% of recipients tried to go back to work. This lack of interest might suggest that income
replacement rates are high enough that most people on disability benefits have little interest in returning
permanently to the workforce. Of course, it might also be the case that they are in fact too sick to work.

The Dutch experience with tighter administration

Faced with similar problems to Sweden, the Netherlands has radically restructured its sickness
and disability systems. Better gatekeeping and administration have been key parts of the reforms, along
with experience rating of firms. Both employers and employees face greater obligations earlier in the
sickness spell, especialy concerning rehabilitation. When someone subsequently applies to move off
sickness insurance and onto a disability benefit, the social insurance office can refuse the request if it
thinks that rehabilitation efforts have not been sufficiently serious. Socia insurance doctors aso have less
discretion in granting access to partia disability benefits, with gatekeeping having become more rules
based. The sickness insurance scheme has been privatised, with employers now responsible for the first
two years of sick pay, and there will be some privatisation of the partial disability scheme from next year
(giving employers a choice between public, private or no insurance). These measures have all contributed
to a significant reduction in sick leave, driving it below Swedish levels for the first time for many years
(OECD, 2004). Firms are able to re-insure the risks they face under the sickness insurance scheme, but it is
interesting that this does not seem to have diluted the incentives they face: after controlling for factors such
as firm size, the rate of absenteeism has been virtually the same whether a firm re-insured or not (de Jong
and Lindeboom, 2004). This suggests that adverse selection —where only the “bad” firms choose to
re-insure — has not been a significant problem in the private insurance market.”

7. The private insurance market has evolved over time, with the variation in premium rates across firms
having become much larger in the last couple of years. When sickness pay was first privatised in 1996,
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I ncreasing incentives on employers
For how long should employers be responsible?

In recent years, most countries have increased obligations on employers to encourage them to
invest in prevention and retention measures. Employers in Sweden have had to pay the first two or three
weeks of sickness insurance since 1992 (except for a brief period in 1997 when they covered the first
month). Practices vary widely, but this is on the low end of the scale (Table 4) which may be why it does
not seem to have had much impact so far.® Employers in the Germanic countries, for example, pay the first
one to three months, while obligations can be aslong as six months (in the United Kingdom) or two years
(in the Netherlands).

Employers’ responsibility for sick pay underwent a significant change this year. On top of paying
for the first two weeks (a reduction from the three weeks for which they were previously responsible),
employers must now pay 15% of the cost of sickness benefits for the remainder of the sickness spdll. In
return, the payroll tax was lowered so that labour costs for employers as a group should be roughly
unchanged. The charge will not apply if the sick person isin rehabilitation or working part-time, and their
liability ends if the employee is granted a permanent disability benefit. The aim is to give firms a greater
incentive to avoid workplace injuries and to get people into rehabilitation earlier. However, it is unclear
whether this is the most sensible way of going about it. The key issue is the optimal time profile of their
financial obligations, including the question of whether responsibility should go to zero at some point. It is
hard to say whether it would be more effective for firms to cover the full benefit for a longer but limited
period (say, three months) or to pay 15% indefinitely. The first option might be a better way to meet the
government’s main objective, namely to have the sick person’s problems dealt with sooner in the spell,
because they could reduce their costs significantly by encouraging the employee to enter a vocationa
rehabilitation programme early on. Under the alternative setup, there is less urgency because the firms' net
savings may be quite low (it avoids the 15% co-payment but must pay for the rehabilitation programme).’
The second question —whether the firms' responsibility should go to zero — depends to a large extent on
how many of the long-term sick go back to work. If long-term sickness is mainly a stepping stone to a
permanent disability benefit or to early retirement, then employer obligations merely raise average labour
costs rather than improve incentives at the margin. For these reasons, it might have been better if the
government had extended beyond 21 days the period for which employers have full responsibility, but to
have kept a definite cut-off period after which the public Sl system would take over. A government
commission in 2000 recommended changes along those lines (extending the employer’s period to 60 days
and lowering the payroll tax), but the proposal was rejected by the social partners.

around half of al companies took out private insurance. The insurance companies competed fiercely for
customersin the first years, so premiums were well below their break-even level. It was hard to see what
impact privatisation had in the early years because its effects were masked by a cyclical upswing, as
absenteeism tends to rise when the labour market is tight (see Table 5). Insurers began adjusting premiums
in 2000 and 2001 after making heavy losses, with premium rates becoming noticeably differentiated across

firms.
8. See Statens Folkhal soingtitut (2003) and Hytti (2003).
9. It could be argued that rehabilitation should not start too early because of the high deadweight costs of

paying for a programme that many people would not need because they would go back to work soon
enough anyway. That may be true, but it callsinto question the basic objective of trying to encourage early
intervention; it is not relevant to the question of whether a high up-front cost would be better than a flat
15% when it comes to achieving the goal.
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Involving employersin vocational rehabilitation

Active involvement by employers can be an effective way to deliver successful re-integration.
Different approaches exist, ranging from moral suasion and work-based occupational health programmes
to compulsory employment quotas. Swedish employers are obliged to prepare a rehabilitation plan, and in
this respect Sweden is an example of good practice that is not found in many other countries. However,
many employers ignore their obligations. To make the requirement more effective requires empowering
employers to prepare sensible plans (e.g. giving them better assistance), monitoring the plans and their
impact and introducing sanctions for non-compliance. At the same time, the socia insurance office will
need greater powers to act when a person refuses rehabilitation. Moreover, smply putting more emphasis
on monitoring and managing employees can be surprisingly effective. In Svenska Statoil, for example,
every employee on long-term sick leave and those who had had more than five absences in a year were
called in for a discussion with a manager and the Human Resources division. By doing so, it halved its
absenteei sm rate between 2001 and 2004 (Personnd Today, 2004).

Introducing industry or employer risk rating

Most countries have some form of risk rating across industries, at least for work injuries,
although some have different Sl rates as well. Sweden is one of the few that till levies the same premium
in all sectors despite there being relatively large variations in absence rates across industries (Table 6). This
reduces the incentive to try to curb work-place injuries and implicitly subsidises employment in high-risk
sectors. Industry risk rating could usefully be introduced in Sweden, although in the first instance it could
be limited to injuries and illnesses that are clearly work-related.

Basing insurance premiums on the individual firm’s history is less common, although it isused in
around half a dozen OECD countries. Individual experience rating creates strong incentives for firmsto try
to reduce work-place injuries and get their employees back to work. Dutch companies face different
premiums depending on how successful they are at reducing absenteeism, and premiums there have
become more differentiated over time (OECD, 2004). In New Zealand's work injury scheme, companies
with agood safety record, and who can show that they have taken significant steps to minimise the risks to
their workers or who were actively involved in rehabilitating employees, are able to negotiate substantia
reductions in their premiums. In response, many firms have tried actively to improve their working
environments.

Table 6. Sickness absence rates vary markedly between sectors
Average number of sick days per worker aged 30-64 in establishments with at least 30 employees in 1991

Electricity and gas 13
Construction 15
Trade 18
Mining 18
Government administration 20
Manufacturing 22
Banking and Finance 27
Health and childcare 28
Transport 30
Total 25

Source: Arai, Mahmood and Peter Skogman Thoursie (2004), "Sickness
Absence: Worker and Establishment Effects”, Swedish Economic Policy
Review 11, 9-28.
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Sweden could consider a similar approach. The 15% co-payment does create some differentiation
across firms as those with poor sickness records will pay more, but this is equivalent to a deductible or
excess in insurance terms, rather than an experience-rated premium. As afirst step, Sweden could consider
setting different SI contribution rates for public and private employers. Sickness absence is a third more
prevalent in the public sector. It appears that only some of this can be explained by the fact that the public
sector is more likely to employ older female workers™ (although it is fair to say that the evidence on how
much variation exists across industries, after taking account of individua characteristics such as sex and
age, remains inconclusive; further research would help policymakers assess whether industry-related
premiums would be helpful or not).

The main potentia drawback of experience-rated premiums is that they give employers an
incentive to avoid hiring people who might be sick listed in the future (adverse selection). But this
incentive has already been created through the introduction of the 15% co-payment, and in any case it can
be mitigated or avoided. One way is to exclude the highest risk groups, such as former disability recipients
and people with a history of repeated sickness spells (as in the Netherlands). Indeed, Sweden aready does
this, as employers can avoid paying sick pay if aworker has been given an exemption in advance through a
specia high-risk protection. An additional option is to ban detailed investigation of a job applicant’s
medical history, as has been donein the Netherlands and to some extent in the United Kingdom.

Having a separate workplace injury scheme

The appropriate financial obligations on employers differ between work injury and general
sicknesg/disability programmes. That is why the two risks are separated in most countries. They require a
different funding structure (costs of work injuries should be fully borne by the employer) and justify a
different minimum level of disability (even minor reductions in work capacity from a work injury should
be fully compensated). Sweden’s approach of largely combining the two systems is unusual and means
that, at the margin, employers probably pay too little for work injuries and too much for sickness spells that
are out of their control. The fact that employers did not take out private re-insurance to cover the costs they
faced under the previous rules reinforces this conclusion. It would be better to separate the systems, basing
the work injury programme on the ILO’ s internationally agreed list of occupational diseases. Although the
work injury scheme should be run under different rules and have different financing, there are advantages
to keeping some co-ordination with sickness insurance because a sick person will need the same type of
support and rehabilitation no matter whether the injury was caused at work or not.

Shouldering employers with extra costs may backfire unless other parts of the system are reformed as well

An important proviso applies to any measure that imposes costs on employers. For the policy to
be effective, the company has to be able to do something to reduce sickness absence. If not, financial
responsibility just drives up labour costs and may have a negative impact on employment. Incentives will
be sharpest where the employer faces an increased marginal benefit from reducing absenteeism and has
some levers with which to do something. This means that an increased responsibility for employers needs
to go hand in hand with other reforms that tighten benefit administration and reduce the incentives for
employees to misuse the system. The approach of imposing rehabilitation responsibilities and a 15%
co-payment on firms is likely to be more effective if the government also takes bigger steps towards the
sorts of gatekeeping and administration improvements discussed in this paper.

10. Some of the difference can be explained by differences in gender and age: the public sector employs more
women and older people, for example, both of which will tend to raise sickness rates (Olsson, 2003). This
will be offset to some extent by different average education levels. Arai and Skogman Thoursie (2004) find
that substantial variation across establishments and across sectors remains even after individua
characteristics have been taken into account.
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Moreover, reforms would be more effective if employment protection rules were eased at the
same time. International evidence shows that strict employment protection leads to more absences.™
Swedish evidence points in the same direction: workers on temporary contacts are only half as likely as
permanent employees to be off sick (Meyer and Wallette, 2005). In addition, sick listing is to some extent
used as a way of getting around seniority rules that make it harder to lay off older workers. Placing more
responsibility on employers for sickness absences will increase the effective cost of these employment
protection rules and may make firms less willing to hire in the first place. It was for similar reasons that
Austria and Germany recently relaxed their specia dismissal protection rules for disabled workers,
reaising that they were causing more harm than good for older workers.

Restructuring benefit systems to minimise the disincentives to work
Beware of making the sickness and disability system too generous

There is no doubt that high benefit levels reduce the incentive to work. Comparing across
countries, OECD (2003b) found that benefit levels and coverage are the two most powerful predictors of
sickness and disahility rates (Figure7). In a more rigorous econometric study of work absences in
European countries, Bonato and Lusinyan (2004) show that the level of benefits has a large impact on the
absence rate and that the elagticity is particularly big in Sweden. Their estimates suggest that cutting the
benefit replacement rate by 10 percentage points would reduce absences in Sweden by around 11%. The
link between benefit levels and the absence rate in Sweden is clear even from a casual glance at Swedish
data. In the late 1980s and early 1990s, benefit replacement rates were around 100%. Benefit levels were

Figure 7. Coverage and generosity determine benefit recipiency levels
Benefit coverage and benefit generosity vs benefit recipiency outcome
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11. In one Italian study, for example, absenteeism more than doubles as soon as a worker is protected from
firing (Ichino and Riphahn, 2003). For other evidence, see the studies referred to in Ichino and
Riphahn (2004).
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reduced through the first half of the 1990s, and a one-day waiting period was introduced in 1993. The
number of sick cases was substantially reduced, especialy after 1993. In 1998, benefit replacement rates
increased again, particularly for longer absences where the rate went from 75% to 90%. Around the same
time, the incidence of long-term sickness began to increase dramatically. This is not to say that the
compensation level has been the only factor behind these developments. Nevertheless, various studies that
control for other factors also confirm that changes in benefit generosity have had strong effects on sick
leave behaviour in the past. Henrekson and Persson (2004), for example, concluded that “when the
insurance system is made more generous, the aggregate number of sick days increases, and when the
system is made more austere, the number falls’ 12

The more generous the system, the greater the risk of moral hazard. There are many Swedish
studies which demonstrate that moral hazard and misuse of Sl are significant problems (for example,
absence rates for men are higher on their birthday or when major sporting events are on — see Skogman
Thoursie, 2002 and 2005). That is one reason why countries with more generous sickness and disability
schemes need to be more vigilant about ensuring that benefits are given only to those people who
genuinely need them. Finland and Germany, for example, both have relatively generous benefit levels but
have better gatekeeping and earlier intervention than Sweden. Their absence rates are noticeably lower as a
consequence.

Extending the waiting period beyond one day

In order to reduce moral hazard, optimal insurance policies usually include an “excess’ or
“deductible” that the insured party has to pay. In the case of sickness insurance, this corresponds to the
waiting period before benefits are paid. In Sweden, the waiting period is one day. This is short by
European standards; three days is the norm (Table 4), and it can be aslong as 9 or 14 days (in Finland and
Iceland respectively). Sweden’s experience shows that the waiting day has a sizeable impact on the
absence rate. When the waiting day was abolished between 1987 and 1991, so most people could report
sick with no loss of earnings, the number of one-day and two-day absences surged.™ In 1992 the waiting
day was restored; this move, along with a cut in the replacement rate, led to asharp fal in short-term leave.

Making sure sickness and disability benefits are co-ordinated with other parts of the social security system

Sickness and disability benefits are often used as a more attractive route to early retirement.
Sweden has taken some care to design a flexible pension system in which the payout rate is actuarialy
reduced the earlier it is taken. While nice in theory, the problem is that few people are influenced by the
incentive because it is easy to leave the workforce on a sickness or disability pension instead. A relatively
small fraction of people take their public pension before the age of 65. It is more common for older
workers to take unemployment or sickness insurance for a year or two and then either retire on a pension
(if they are 65) or move on to a disability benefit: athird of 65 year-olds have previously been awarded a
disability benefit. For most workers, there is a large financial incentive to take the sickness insurance
pathway to early retirement. For typical 55 year-olds on an average income, for example, the net present
value of their future income stream if they retire via the labour market insurance path is more than twice as

12. In another study, Johansson and Palme (2004) found that the benefit reform in 1991 had the largest impact
on short-term absences, but the poor design of the reform made it less likely that people would return to
work if they had been on the benefit for more than 90 days. The reason is that the benefit rate was lowered
only for the first three months of each sickness spell, so people who went back to work risked having to
rejoin the sickness benefit later at alower rate.

13. See Andrén (2004) and Henrekson and Persson (2004). The latter study estimated that the abolition of the
waiting day in 1987 boosted the average number of sick days by 10%. The effect was of moderate size but
statistically insignificant for men, but was highly significant for women.

21 © OECD 2005



ECO/WK P(2005)29

big as that resulting from taking the public and occupational pension route (Palme and Svensson, 2003).*
One reason is that benefits are not actuarially reduced before age 65, whereas the pension is. But perhaps
more importantly, sickness and disability benefits count as pensionable income. A person is therefore
better off retiring on a benefit and continuing to build up a bigger pension, which they then take at age 65.

Some countries have started to deal with similar problems in their own disability and retirement
systems. For example, benefits are actuarially reduced for older recipientsin Austria and Germany to try to
keep the different income support systems co-ordinated. And in Portugal, Poland and Spain, earned income
counts more than benefit income towards the defined-contribution pension.’ Based on experience abroad,
it is probably unrealistic to expect labour supply to increase significantly —even if the disability route to
early retirement were closed off to some extent — as most older people want to retire and will choose the
best pathway available. The difference, however, is that if they choose to retire early under the pension
scheme, then they rather than the taxpayer will pay for it.

Finaly, it is worth noting that many people are better off claiming sickness insurance rather than
unemployment insurance because Sl has a higher ceiling (115% of the average wage, compared with
around 90% for Ul). It would be better to align the systems, as recommended by the Lindbeck Commission
more than a decade ago.’®

14. In Palme and Svensson (2003), the net present value for that 55 year-old is almost exactly twice as largein
the labour market insurance path relative to the pension path. Their modelling, however, is based on the old
pension system. The new notional defined-contribution system makes the sickness and disability option
even more attractive.

15. In Portugal, only earned income counts towards a disability benefit. In Poland, benefit income accrues at
half the rate of earned income. In Italy, a full disability benefit accrues towards a pension, but a partia
disability benefit earns no pension rights.

16. The systems were partially aligned in July 2003; from that date, people moving from Ul to Sl would face
the lower Ul ceilings on their benefits.
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Box 2. Summary of recommendations

The scale of the problem in Sweden means that comprehensive reforms in many areas are needed. Few of the
recommendations on their own would make much of a dent in the problem of absenteeism. Together, however, they
might. The key is to develop a culture of “mutual obligations” in which the sick person, the employer and the social
insurance office each have clear responsibilities.

Responsibilities for the social insurance office

Improve the assessment process: Require a medical certificate earlier. Re-assess eligibility more frequently, and
re-introduce occasional random checks. Social insurance doctors should undertake an independent medical
assessment, possibly after a few weeks but certainly before granting permanent disability benefits. The decision to
grant a disability benefit should be made by a panel comprising social insurance and rehabilitation experts, not by local
politicians.

Carefully monitor how partial benefits are being used to ensure they are not just an income top-up for people who
want to scale back their working hours. Make it easier for people on partial benefits to change employer.

Responsibilities for the employer

Increase financial responsibilities on employers, but only if other parts of the system are tightened up as well.
Monitor their response to the 15% co-payment. If it does not have the intended effect, replace it with a higher up-front
cost but with a limited duration (e.g. full responsibility for the first 2-3 months only). Involve employers in vocational
rehabilitation, and ensure this starts earlier. Introduce employer or industry risk-weighting. As a first step, the premium
could be differentiated between the public and private sectors.

Separate out the workplace injury scheme, and have it fully funded by employers. Consider allowing this scheme
to be run by the private sector. In negotiating labour market agreements, ensure that these agreements do not overrule
policy objectives (e.g. through top-ups to benefit levels).

Reforms would be more effective and have fewer side effects if employment protection rules were eased as well.

Responsibilities for the sick person

Increase the focus on active measures —in most cases, receipt of a benefit should depend on participation in
employment, vocational rehabilitation and other integration measures.

Extend the waiting period beyond one day. Sickness and disability benefits should not count towards pensionable
income (at least beyond a certain age) so as to reduce the incentives for using these benefits as a pathway to early
retirement. Align the Sl and Ul ceilings.

If all other reforms fail to deliver a significant reduction in absenteeism, then as a last resort the generous benefit levels
may have to be cut.
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