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In 2016 the Polish government introduced a large new child
benefit,  called  “Family  500+”,  with  the  aim  to  increase
fertility  from  a  low  level  and  reduce  child  poverty.  The
benefit is universal for the second and every further child
and means-tested for the first child. It more than doubles
fiscal support for families, making Poland one of the top
spenders in the EU concerning cash transfers for families.

It is already clear that the benefit helped to materially
reduce  child  poverty.  Extreme  child  poverty  dropped  by  3
percentage points in 2016 and the effect may well strengthen,
as the benefit was paid out only starting in June of that
year. It is too early to gauge the effect on births, which
have been rising lately, but this could be mainly a result of
the booming labour market and rising incomes. Studies for
other countries find that generous family benefits can have a
positive  impact  on  fertility,  although  estimated  effects
differ widely (Brainerd, 2014).

But there may also be undesirable side effects on employment.
Evidence from other countries suggests that that there can be
negative effects of child benefits on female labour supply,
which tend to be greater for women with lower skills (Schirle,
2015; Haan and Wrohlich, 2011). Access to affordable childcare
is improving in Poland, but still very limited in many areas,
in particular for the smallest children. It is hardly used at
all by mothers with less than tertiary education (Figure 1).
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In that context child benefits can create disincentives to
work for single mothers or second earners with children. This
is due to its feature that the benefit is withdrawn at once
when per capita family income increases beyond the eligibility
ceiling. As an example, the OECD tax-benefit models suggest
that an unemployed single mother of two taking up a job that
pays  the  average  wage  would  retain  less  than  20%  of  her
earnings as a result of taxes and benefit withdrawal. If her
only  choice  is  unsubsidised  private  childcare,  she  would
actually lose money.

Joint research by the Institute for Structural Research (IBS)
in Warsaw and the OECD finds that the introduction of the
child benefit has indeed had a negative effect on labour force
participation and employment of mothers. The study compares
labour force participation trends for mothers of up to two
children and childless women, differentiating between single
and partnered women, as female labour supply is thought to be
influenced by the presence of a partner. Figure 2 shows that
while in each subgroup labour force participation trends were
similar  for  mothers  and  childless  women  prior  to  the
introduction of the child benefit, they started to diverge
markedly  after  that.  For  partnered  mothers,  labour  force
participation actually fell.
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A  more  formal  econometric  analysis  comparing  labour  force
participation  trends  across  these  groups  based  on  a
difference-in-differences  approach  suggests  that  for  both
single and partnered mothers labour force participation might
have been almost 3 percentage points higher in the absence of
the child benefits in the first half of 2017. The analysis
also reveals that the effect is strongest for relatively low-
qualified mothers with basic vocational education or less.

While this research does imply that large child benefits can
affect female labour force participation negatively, there is
reason to believe that context and design matter. For example,
by withdrawing the benefit for the first child more gradually
the  government  could  mitigate  negative  effects  on  labour
supply. Another solution would be to make the benefit income-
dependent for all children, but with a much higher eligibility
ceiling as higher-earning mothers’ labour supply seems to be
less affected by the benefit. Stepping up efforts to quickly
extend access to affordable childcare is also likely to reduce
any undesirable side effects on female labour supply.
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The Polish economy is in a strong position. Economic growth
reached 4.6% on average in 2017 and the OECD expects it to
continue  at  around  4%  over  2018/19.  A  good  external
environment, with a solid recovery in the euro area, and the
child  benefits  introduced  in  2016,  the  “Family  500+”
programme, are the main drivers of this strong performance.
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Together with a booming labour market, that has brought down
the unemployment rate significantly  (Figure 1), the Family
500 + programme has also helped make economic development more
inclusive, as larger parts of the population now benefit from
new job opportunities and rising incomes.

In the longer run, there are challenges related to Poland’s
rapidly  ageing  population.  The  recent  lowering  of  the
retirement age back to only 60 for women risks weighing on
senior employment and growth prospects and heighten risks of
old-age poverty, in particular for women with patchy career
paths. The OECD Economic Survey of Poland argues that the
government needs to step up its efforts to improve currently
limited access to affordable childcare services. Insufficient
institutional  care  for  the  elderly  is  another  barrier  to
female employment and improved well-being for seniors.

Raising  Poland’s  capacity  to  innovate  in  line  with  the
government’s Strategy for Responsible Development would help
strengthen  productivity  growth  and  ensure  continued
convergence to higher living standards. The envisaged higher
education reform with its plans to strengthen the quality of
doctoral  training  and  currently  weak  science-industry
cooperation is crucial in this respect, as research quality
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and the supply of researchers do not meet top OECD standards,
yet. The Economic Survey recommends a continuous increase in
funding for higher education and research over time and a
better  link  of  academics’  career  progression  with  their
research and teaching achievements. The new academic exchange
agency  is  an  excellent  opportunity  to  strengthen  ties  to
foreign universities and the Polish research diaspora.

Too many adults have weak basic and digital skills, including
managers  and  tertiary  graduates,  and  vocational  training
suffers  from  weak  employer  engagement  and  insufficient
alignment  with  labour  market  needs.  Yet,  participation  in
adult training is weak. Developing a national skills strategy
with a strong basic skills component and engaging employers to
develop more workplace-based vocational education and adult
training would boost skills and help secure stronger and more
inclusive growth by building the basis for faster productivity
gains in Poland’s numerous micro-enterprises.

Private-sector R&D spending is low, particularly among SMEs,
hindering  new  technology  absorption  and  innovation.  The
government has stepped up the previously limited  R&D tax
relief  and  strengthened  hitherto  weak  venture  capital
investments  programmes,  which  can  be  well-suited  for
innovative firms engaging in high risk-return projects (Figure
2).  To ensure the quality of such programmes, it will be
important to strengthen impact assessment of public support
for  innovation.  Examples  from  OECD  countries,  including
Denmark, Australia, the Netherlands and New Zealand, suggest
that more systematic private sector involvement into planning
and  monitoring  innovation  support  programmes  can  help  the
government to identify the right policies.

Additional revenues or spending prioritisations are required
to  finance  additional  spending  in  higher  education  and
research, skills, but also infrastructure and health care, and
prepare  for  a  possible  decline  of  the  availability  of  EU
structural  funds  for  innovation  and  public  infrastructure



programmes.  Options  include  a  stronger  role  for  more
progressive personal income taxes, more limited reliance on
reduced VAT rates, and higher environmental taxes that would
generate additional revenues with favourable effects on public
health and environmental efficiency.
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Inequality  and  relative  poverty  in  Israel  remain  high,
particularly among Arab-Israelis and Haredim (Ultra-Orthodox).
Israel’s social policy follows a “welfare-to-work” approach to
tackle poverty in order to avoid measures that may harm work
incentives among the Haredi, who value the time dedicated to
religious studies, and the Arabs, who have cultural barriers
to female employment. The government’s strategy of encouraging
employment among previously non-working families has met with
substantial success. The Israeli labour market has improved
markedly, and more and more Haredim and Israeli-Arabs have
been able to find jobs. Moreover, the average real income of
poor households has risen by almost 3% annually in the last
six years, while the average annual real income of wealthier
households has increased by only 2.2%.

However,  inequalities  remain  internationally  high,  and  the
current strategy without complementary steps has its limits.
Many disadvantaged workers have been able to find jobs, but
their families remain poor, since in most cases these jobs are
low-paid. Indeed, the share of the working poor has risen in
recent years and is comparatively high (Figure 1).
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This is particularly true for the Haredim and Israeli-Arabs,
who earn on average only 70% and almost 90% of the median
hourly wage, respectively, mostly due to the differences in
skills and typically have families with only one breadwinner.
Given the current tax-transfer system and large number of
children  in  these  households,  especially  in  the  Haredi
community, even two full-time working spouses would not be
enough to escape from poverty (Figure 2).



Therefore  the  current  government  strategy  should  be
accompanied  by  additional  measures.  Extensive  poverty  in
Israeli society is to a significant extent due to the wide
dispersion  of  skills.  The  government  should  improve  the
education outcomes of the disadvantaged groups to boost their
future productivity and wages. As the 2018 OECD Survey on
Israel  argues,  the  education  system  needs  to  become  more
inclusive  by  giving  all  children  opportunities  for  good-
quality  education  to  improve  their  skills.  The  government
should also focus on programmes for adults who have already
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left initial education without proper skills. In addition, it
should further expand in-work benefits to boost take-home pay
of the average eligible worker.
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The global economic expansion is strengthening. Global growth
is projected to increase from 3.7% in 2017 to around 4% in
2018 and 2019 in our latest Interim Economic Outlook. In many
advanced and emerging G-20 economies, the growth prospects for
the next two years have improved. Global trade and investment
are growing faster, accompanied by robust job creation. Fiscal
stimulus in the United States and Germany will further boost
short-term  growth.  Commodity  exporting  emerging  market
economies are recovering on the back of stronger commodity
prices and firmer global demand. Inflation remains low, but is
likely to rise slowly as labour markets tighten.
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This is welcome news. However,  there are also new tensions
and  new  policy  challenges.  As  the  expansion  progresses,
monetary policy support will be reduced gradually, albeit at
different  speeds  across  major  advanced  economies.  The
likelihood of faster hikes in US policy rates has already been
reflected in slightly tighter short- and long-term financing
conditions. Such policy normalisation is desirable, but could
expose  financial  vulnerabilities  from  accumulated  debt  and
high  asset  prices.  Rising  interest  rates  could  create
particular challenges for emerging market economies if capital
flows and exchange rates were to become more volatile.

Against  the  positive  background,  an  escalation  of  trade
tensions is a serious risk. US steel and aluminium tariffs
will raise costs and harm consumers, while not solving the
global  overcapacity  problem.  Escalation  of  trade  tensions
would  hurt  the  recovery.  Safeguarding  the  rules-based
international  trading  system  is  key.

Policymakers need to make the right choices to sustain medium-
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term prosperity and ensure the benefits are fairly shared by
workers  and  households.  Fiscal  policy,  while  it  remains
supportive, should not excessively stimulate demand. Focusing
on  changes  in  the  tax  mix  and  spending  structure  holds
significant potential to make growth more sustained and more
inclusive in the medium term.

Keeping an eye on medium-term goals also means stepping up
reform  efforts  to  boost  productivity,  employment  and
inclusion. Some countries – Italy, France, Japan, India and
Argentina  – have implemented significant reforms. However,
our forthcoming Going for Growth report (to be released on 19
March) shows that in both advanced and emerging economies
overall, the pace of structural reform is once again slowing,
particularly  on  the  tax  and  skills  policies  that  are  so
important to achieving inclusive growth. Political support for
reform can dwindle in good times. Yet, good times do provide
an  opportunity  to  implement  ambitious  policies  to  develop
workers’  skills,  promote  competition,  and  improve  the
functioning and inclusiveness of labour markets so that living
standards rise durably and widely across society.
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The Israeli economy is strong. The country is enjoying its 15th

consecutive year of growth, with GDP increasing on average by
4.0% annually since 2003, i.e. faster than nearly any other
OECD country. Unemployment is at historically low level, and
the average standard of living is improving steadily. Rapid
population  growth,  the  rise  in  people  with  jobs,  strong
economic fundamentals, good economic policy settings and a
dynamic  high-tech  sector  are  underpinning  these  impressive
outcomes, which are expected to continue in the short term,
according to the 2018 OECD Survey on Israel.

Today’s excellent outlook offers Israel a unique opportunity
to prepare for the challenges of the future which require
stronger social cohesion.  Israeli society is indeed marked by
large  inequalities.  Almost  18%  of  the  population  live  in
relative poverty (i.e. with a disposable income below 50% of
the median), higher than the OECD average (12.5%) and any
other  advanced  economy.  This  reflects  large  disparities
between different communities. Around half of Israeli-Arabs
and Haredim are poor and live separately from the rest of the
population. They have different school systems, live mostly in
different cities and do not serve in the army. This leads to
poor  education  results  followed  by  worse  labour  market
outcomes, notably in terms of earnings (Table 1). Haredi men
have a cultural preference to engage in full-time religious
studies, rather than participate in the labour market, and
avoid  core  subjects  in  their  school  careers.  Furthermore,
Haredi women can work only part-time because of their large
families.  The  majority  of  Israeli-Arab  women  also  do  not
participate in the labour market due to cultural preferences.
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The result is that most Haredi and Arab families have only one
breadwinner,  resulting  in  significant  problems  of  poverty,
notably among children.

Given the high fertility of Haredi women, the share of that
community in the total population is predicted to triple in
the next 45 to 50 years, with the total share of Israeli-Arabs
and Haredim rising from one-third to one-half over this period
(Figure 1). This will have a substantial impact on Israeli
economic performance, given the poor labour market outcomes
and low productivity of these disadvantaged groups.

In the absence of further progress in social cohesion and any
further convergence of productivity and labour market outcomes
of Haredim and Israeli-Arabs with the rest of the population,
average Israeli incomes would fall to nearly 30% below the
OECD average, almost double the current gap according to OECD
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estimates (Figure 2). However, if ambitious structural reforms
are launched to further improve the Haredi and Israeli-Arabs’
(youth in particular) integration into society through better
education  and  training,  improved  work  incentives  and  more
business-friendly  environment,  the  gap  in  Israeli  living
standards with the OECD average could shrink below 10%.
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The  Irish  economy  is  booming  and  is  expected  to  continue
expanding at healthy rates over the next few years. But as the
2018 OECD Economic Survey of Ireland highlights, the outlook
is clouded with uncertainty.

Brexit could have serious implications for the Irish economy
given the close economic relationship between Ireland and the
UK  (Figure  1).  New  OECD  estimates  suggest  that  a  trade
arrangement between the UK and EU governed by the World Trade
Organisation’s Most-Favoured Nation Rules would reduce total
Irish exports by 20% in some sectors such as agriculture and
food.

In  addition  to  Brexit  risks,  rising  international  tax
competition is a concern for Ireland. The Irish economy has
been  highly  successful  at  attracting  foreign  direct
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investment, with foreign-owned firms accounting for close to
half the country’s gross value added over recent years. As a
result, reductions in effective corporate tax rates in other
countries may have a negative impact on the Irish economy if
they  encourage  some  multinational  firms  to  relocate  their
operations elsewhere.

In this context, the importance of raising the resilience of
the Irish economy cannot be overstated.

Public finances have improved noticeably, but government debt
remains high and tax receipts have become more subject to
volatility  (Figure  2).  Further  reducing  public  debt  would
create scope for budgetary policy to support the economy in
the event of a negative shock – such as a disorderly Brexit.
This could be achieved by broadening the tax base in a growth-
friendly  way.  For  example,  VAT  preferential  rates  and
exemptions should be phased out and the property tax yield
raised through more regular revaluations of the tax base.

Financial  sector  vulnerabilities  also  need  to  be  further
addressed. While non-performing loans on bank balance sheets
have declined by around 60% from their peak, the stock remains
high. Measures that reduce judicial inefficiencies relating to



the  repossession  of  collateral  and  further  encourage  NPL
write-offs will promote the efficient allocation of capital as
well  the  ability  of  the  banking  sector  to  withstand  any
further adverse economic shocks.

Above all else, the long-term durability of the Irish economy
will  rely  on  policy  reforms  that  encourage  a  broad-based
recovery in productivity. Most Irish firms have experienced
declining productivity over the past decade. This has largely
reflected the poor performance of local firms, with the large
productivity gap between foreign-owned and local enterprises
having widened (Figure 3). New firm level analysis undertaken
in tandem with this Economic Survey confirms this is the case
(Department of Finance, 2018; the findings of this work will
be discussed in more detail in a blog post over the coming
days).  The  resilience  of  the  Irish  economy  hinges  on
unblocking  the  productivity  potential  of  these  local
businesses.  Pruning  back  regulatory  barriers  to
entrepreneurship,  such  as  costly  regulations  related  to
commercial property and legal services, is a start. However,
productivity spillovers between foreign-owned firms and local
businesses  also  need  to  be  fostered  by  encouraging  the
accumulation of high-level managerial skills and research and
development intensity in the latter.



Creating a more sustainable growth environment will raise the
ability of policymakers to confront key challenges that exist
for the wellbeing of the population. Particular areas that
should be a focus include health, housing and getting people
into work. To address these challenges, universal healthcare
coverage  should  be  provided,  stringent  housing  regulations
that are constraining dwelling supply rationalised and some
social benefits withdrawn more gradually as labour earnings
rise.
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Growth is recovering but inequality remains persistent. Growth
is projected to reach 1.5% in 2018 after many years below one
percent or negative in per capita terms. Low growth and high
unemployment have adversely affected the well-being of South
Africans.  Since  2010,  inequality,  measured  by  the  Gini
coefficient at 0.62, has almost stagnated withering the social
contract in a context of policy mistrust (Figure 1).
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As pointed out by the 2017 OECD Economic Survey of South
Africa, the weak growth reflects lacklustre investment and
continued  low  business  confidence  and  the  impact  of  high
unemployment,  moderate  wage  increases  and  persistent
indebtedness on sluggish household consumption (Figure 2).

Low growth and weak fiscal discipline contributed to rising
public debt burden — from 41% in 2012 to 53% of GDP in 2017.
The  shortfalls  in  meeting  fiscal  objectives,  policy
uncertainty  and  corruption  concerns  in  turn  led  to  the
downgrading of the government bond ratings to sub-investment
level by two major rating agencies in 2017.  This makes it
harder  to  meet  the  large  social  needs  of  much  of  the
population.
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The election of a new political leadership should brighten the
outlook. Business and household confidence are up. Indeed,
after three years of contraction, private investment is now
expected to drive growth. But, growth perspectives remain too
low  to  create  enough  jobs  and  generate  enough  government
revenues for spending and debt reduction, while social and
infrastructure needs are high.

In the short run, a more accommodative macroeconomic policy
mix can boost growth. Inflation has come down throughout 2017
and, at 4.4% in January 2018, it is in the middle of the
Reserve Bank’s target band. Interest rates can now be further
reduced to amplify the investment pick up. Smoothing the pace
of fiscal consolidation could further sustain demand and thus
contribute to growth acceleration. In a low growth era, fiscal
consolidation is detrimental to consumption demand, although
reassuring for investors (Blanchard et al., 2013; Sutherland
et al., 2012). South Africa made limited progress in fiscal
consolidation over the last five years as growth kept falling.

Along with slower consolidation, budget reallocation toward
more  growth-enhancing  investment  should  continue.  Limiting
wage growth in the public sector and subsidies and transfers
to  state-owned  enterprises  would  create  fiscal  space  for



infrastructure  and  social  investment.

Bold  structural  reforms  are  needed  to  increase  potential
growth in a longer perspective. OECD South Africa Economic
Surveys (2013, 2015) have pointed to many growth boosting
reforms: broadening competition in the economy, limiting the
size  and  grip  of  state-owned  enterprises  (SOEs)  on  the
economy, and improving the quality of the education system.
Important  input  and  technology  sectors  such  as
telecommunications, energy, transport and services in general
should  be  opened  up  to  more  competition.  In  particular,
telecoms or the airline company, which are in markets with
enough competition could be privatised. Moreover, South Africa
lacks a proper urban transport system. Putting in place a
national plan to expand public transport and allowing more
private operators would reduce the cost of transport on the
budget and raise well-being.

Job creation remains a major challenge for the quarter of
workforce without jobs. The 2017 OECD South Africa Economic
survey found that boosting entrepreneurship and growing small
businesses can play an important role in creating jobs. Steps
have been taken to ease starting a business, but red tape
remains a burden. There is room to reduce harmful product
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market regulations and restrictions to entrepreneurship and
entry in professional services. The quality of the education
system  and  lack  of  work  experience  contribute  to  gaps  in
entrepreneurial skills. Policies should provide more financial
and  non-financial  support  for  entrepreneurs  and  small
businesses.  But,  a  lack  of  co-ordination  and  evaluation
hampers effective policy-making.

Greater  regional  integration  within  the  Southern  African
Development Community (SADC) could provide new opportunities
for  growth.  Despite  large  growth  potential,  economic
integration in the sub-region has not advanced much. Intra-
regional trade in the Community is only 10% of total compared
to about 25% in the ASEAN or 40% in the European Union. Better
implementation of SADC protocols and agreements would advance
integration and create jobs. Reducing non-tariff barriers by
improving customs procedures and simplifying rules of origin
would reduce trade costs in the region. Weak infrastructure
and institutions and barriers to competition limit industrial
development. More ambitious and effective infrastructure and
investment policies are necessary at the regional level.
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After a long period of lacklustre economic performance, robust
growth has resumed. The Finnish economy suffered a series of
sizeable adverse shocks alongside the global financial and
economic crisis, facing major difficulties in the electronic
and forest industries, in addition to a severe recession in
Russia. Sound fundamentals and policy settings helped weather
the impact of those shocks, and by early 2017 the economy had
regained strong momentum. The recovery is broad-based across
economic sectors, employment is picking up, and high business
and consumer confidence point to a strong expansion going
forward.

But challenges remain, as the 2018 OECD Economic Survey of
Finland shows. GDP per capita exceeds the OECD average, but is
significantly  lower  than  in  Denmark,  Germany  and  Sweden,
reflecting  differences  both  in  productivity  and  labour
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utilisation (Figure 1). A rapidly ageing population reduces
labour supply and puts pressure on public finances. Hence,
future growth and well-being will hinge on a higher employment
rate and productivity gains, both in the private and public
sectors. Reassuringly, these challenges are well understood by
the government, which has been implementing structural reforms
across a wider range and with more determination and coherence
than  in  most  other  OECD  countries.

Many of these reforms concern the labour market. The 2016
Competitiveness Pact between the government and the social
partners lowers unit labour costs by about 4% from 2017 by
internal devaluation. The social partners have also moved from
a system of national-level collective agreements towards a
system  of  “organised  decentralisation”,  where  sector-level
collective agreements are coordinated following the lead of
export industries, and more leeway is given to local-level
bargaining. Furthermore, the duration of unemployment benefits
was reduced by 100 days in 2017, a job search requirement and
a new activation model for the unemployed were introduced, the
trial period for new hires was extended and education made
more modular and nimble to better respond to evolving skill
needs.

The health, social services and regional government reform
will shift the responsibility for organising health care and
social  services  from  municipalities  to  18  newly  created



autonomous  counties  from  January  2020,  bringing  the  sub-
national government structure closer to that of the other
Nordic countries. Goals of the reform include providing people
with more equal services, increasing freedom of choice and
improving the sustainability of general government finances.
The reform is welcome, and its success is crucial to meet the
needs of an ageing population and ensure long-term fiscal
sustainability (Figure 2).

The strong pick-up in economic growth and an impressive reform
record  are  reasons  for  optimism,  not  complacency.  Social
welfare  reform  could  boost  employment  further,  as  many
unemployed today will see only small net income increases or
even  incur  a  loss  upon  return  to  work.  Coordinating  the
tapering  of  various  working-age  benefits  against  earnings
could drastically improve work incentives and transparency,
while preserving the current level of social protection, and
is hence a more promising route for future reform than a basic
income.  Furthermore,  specific  measures  could  lift  work
incentives for parents and older workers. Combined with the
new  income  registry  linking  benefit  payments  to  real-time
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incomes  from  2019,  such  reforms  would  make  for  a  truly
efficient and inclusive benefit system, adapted to evolving
work patterns. Work incentives could be further strengthened
by reducing the tax burden on labour while further increasing
indirect and property taxes and reducing tax expenditures.
Such a tax shift, along with measures to support business
development and entrepreneurship could also give productivity
a welcome boost.
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Over  the  past  two  decades,  strong  growth  combined  with
remarkable social progress has made Brazil one of the world’s
leading economies. However, Brazil remains a highly unequal
country,  recent  corruption  allegations  have  revealed
significant  challenges  in  economic  governance  and  the
situation of its fiscal accounts is challenging with high and
rising public debt (OECD, 2018). This calls for wide-ranging
reforms to sustain and continue progress on inclusive growth.
The  government  has  started  to  put  in  place  significant
reforms, including a fiscal rule and a financial market reform
that aligns directed lending rates with market rates. The long
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and  deep  recession  is  over  and  growth  is  projected  to
accelerate significantly this year. But more needs to be done
to improve the living standards of all Brazilians.

The overall budget deficit is close to 8% of GDP driven by
rising  expenditures.  Gross  public  debt  has  increased  by
approximately 20 percentage points of GDP over the last 3
years and stands around 75% of GDP.  Implementing the planned
fiscal adjustment and achieving fiscal targets is crucial for
restoring the credibility of fiscal policy and avoiding a
fiscal  crisis.  A  comprehensive  social  security  reform  has
become the most urgent element of the fiscal adjustment, as
much of the worsening of the deficits is due to rising pension
spending. A pension reform is also an opportunity to make
growth more inclusive through better targeting of benefits.
Aligning Brazil’s pension rules with those practiced in OECD
countries could be done in a way to preserve the purchasing
power  of  pensioners  while  significantly  improving  the
sustainability of the pension system. For example, in OECD
countries people retire on average when they become 66 years
old, while the effective retirement age in Brazil is 56 years
for  men  and  53  for  women.  Establishing  a  formal  minimum
retirement  age  would  help,  in  addition  to  rethinking  the
current benefit indexation mechanisms. Without reform, pension
expenditure will more than double by 2060 (OECD, 2017), which
would lead to unsustainable fiscal dynamics (Figure 1).



 

Improving  the  effectiveness  of  public  spending,  and  in
particular public transfers, will also be crucial for further
social progress. At present a large and rising share of social
benefits  is  paid  to  households  that  are  not  poor,  which
reduces  their  impact  on  inequality  and  poverty.  Already,
poverty is more than three times higher among children and
youths than among those aged above 65 (Figure 2). Limiting
future increases in those social benefits that do not reach
the poor would be a first step. That would instead allow
shifting more resources towards transfers that do reach the
poor, such as Bolsa Família, which is highly regarded across
the world and reaches the poor like hardly any other social
programme in Brazil. This would help particularly children and



youths. Currently Bolsa Família only represents 0.5% of GDP
out of the 15% of GDP that Brazil spends on social transfers
(OECD, 2018). There is also scope to reduce transfers to the
corporate sector, which have increased markedly over recent
years.  These  transfers,  often  granted  in  the  form  of  tax
exemptions or subsidised lending, have not been associated
with visible improvements in productivity or investment, but
they benefitted primarily the more affluent, besides creating
fertile ground for corruption and political kick-backs.

Further  advances  in  living  standards  will  also  hinge  on

http://www.oecd.org/eco/surveys/economic-survey-brazil.htm


finding a new inclusive growth strategy, ensuring that the
benefits  of  growth  will  be  broadly  shared  across  the
population. Productivity will have to become the principal
engine of growth in the future, because the demographic bonus
that has supported growth in Brazil is reversing. But raising
productivity will require significantly higher investment and
trade. Brazil has one of the lowest investment rates among
OECD  and  emerging  market  economies  and  it  is  also  less
integrated into global trade. Boosting investment and trade
would raise productivity, helping Brazilians to access higher
wages and living standards.
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“If you don’t know where you are going, you might wind up
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someplace else.”

– Yogi Berra

Many Finns seem to agree that the social welfare system should
be reformed, but there is no agreement as to which form such
change should take. Recognising that the decades-long process
of piecemeal welfare reform responding to the pressing issues
of the day is behind many of the current problems, the OECD
Economic Survey of Finland 2018 argues for developing a common
vision for the future of social welfare in Finland, so that
upcoming reforms can consistently pull towards the same goal.

In Finland, as elsewhere, income taxation and the withdrawal
of benefits reduce the pay-off for individuals who go from
benefits to work. Multiple benefits interact in complex ways,
trapping  individuals  in  unemployment,  underemployment  or
inactivity. Complex benefit rules combine with administrative
practices  to  create  “bureaucratic  traps”  when  individuals
taking up temporary, part-time or unstable employment face a
real or perceived risk of losing eligibility or receiving
benefits with a delay as their claims are re-evaluated. This
can  further  reduce  the  attractiveness  of  work  for  risk-
adverse, often cash-strapped, recipients. A third weakness of
existing  welfare  systems  is  that  they  are  built  around
traditional employer-employee relationships, and are thus ill-
adapted to the future of work, which is likely to involve more
changes  in  careers,  part-time  work,  self-employment  and
platform work.

Two different benefit reform scenarios are developed in the
Survey to inform a common vision for the future of social
welfare in Finland. The first is a uniform benefit for all, a
universal basic income. The second is a universal tapering
rule inspired by the universal credit welfare reform in the
United  Kingdom.  This  scenario  radically  simplifies  the
existing  benefit  system  and  makes  it  more  transparent  by
merging various benefits and withdrawing them at a single and
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moderate rate as income from work increases.

Comparing these scenarios with the current system illustrates
the  inevitable  trade-offs  between  work  incentives,
inclusiveness and fiscal cost, the policy trilemma at the
heart of social insurance and redistribution policy. Neither a
basic income nor a universal credit can defy the laws of
gravity. But some specific incentive issues can be resolved
without much sacrifice by improving benefit design, and the
general  direction  of  reform  has  great  consequences  for
outcomes.

A universal credit would consistently improve work incentives
and reduce complexity, with limited changes to the income
distribution and limited fiscal cost. A basic income would
also remove some incentive traps, but would entail a major
redistribution of income, widening inequality and increasing
poverty. This happens because the design of a basic income
with one uniform benefit for all is too simple to achieve the
redistribution of the current system or a universal credit,
where  benefits  are  targeted  to  those  who  need  them  more.
Assuming that the distribution of income in a longstanding
democracy reflects Finns’ social preferences, it seems clear
that merging and simplifying existing benefits is a better
solution  for  Finland  than  a  universal  basic  income.  This
conclusion is also likely to be relevant for other developed
countries with solid and targeted social safety nets.



Simulating reforms is one thing but implementation can be a
quite different story: experience has shown that major welfare
reforms can come with significant costs. Implementation should
hence be stepwise and build on the existing institutional
context.  Important  technical  building  blocks,  such  as
harmonised tax treatment and income definitions for different
benefits as well as the new income registry should be fully
operational  and  tested  before  reforming  the  overall
architecture  of  the  system.

Moreover, many current weaknesses, such as the cliff-edge loss
of unemployment benefits once an individual works a certain
amount of hours per week, the extended unemployment insurance
for older workers and barriers to work for mothers created by
childcare fees and the homecare allowance, can be overcome
with relatively limited changes to the current system. Such
measures should be taken without delay, but every step forward
should be a stride towards an agreed vision for the future of
Finnish social welfare – a vision where benefits continue to
support Finnish citizens throughout their lives, protecting
them  from  shocks  and  misfortune,  but  in  a  coherent,
transparent and flexible way, fit for the future of work.
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