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In the development of the Russian social
insurance system, which has evolved over
one hundred years of history, we can discern
four main stages:

The first stage — from the 1880ies to 1917.
During this period social insurance devel-
oped in the same direction as analogical sys-
tems in other European countries (Sweden,
Germany, France, Austriaetc.). The firstkinds
of social insurance were sickness insurance
and accident insurance of employees. Later
old age pension insurance, disability insuran-
ce and maternity insurance appeared.

The Act of 15 May 1901 “Provisional pen-
sion regulations for mineworkers having lost
the ability to work™ was the beginning of
insurance for workers in industry. The Act
was amended and adopted by the Third State
Dumain 1912. Other laws aimed at insurance
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came into force in 1912: “The Act on sickness
and accident insurance for workers‘‘, and “The
Actof establishing an administrative body for
workers’ insurance. But all these laws ap-
plied only to the employees of factories, mines,
and private railways, to those working in
shipping (internal lines) and tramway compa-
nies. They were also only valid when the
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number of workers was not less than 20, and
the enterprise used mechanical power in its
industrial process.

The second stage: 1918 to 1933. In the
course of this period an attempt was made to
put the Bolshevik programme of social insu-
rance into practice. This programme was elab-
orated at the Prague conference in 1912.

The first step by soviet power on the way to
the reformation of the social insurance system
was the adoption by the National Commissar-
iat of Labour (Ministry of Labour) of “the
Declaration of the introduction of complete
social insurance®, and “the Regulation of the
social security of the working people® (1918).
In accordance with this declaration social
insurance was replaced by social security. As
to social insurance bodies, they were abol-
ished. According to this system of social
protection, the funding should be secured
from enterprises and entrepreneurs, and in
certain cases from the budget. “The social
protection period lasted until 1921, then
NEP (The New Economic Policy) was pro-
claimed and the system of social insurance re-
introduced.

In the 20ies financing systems of all kinds
of social insurance were united. Insurance
funds were built up by payments from the
state, from co-operative enterprises, and from
private entrepreneurs. Insurance premium
rates were set according to the risk level of
production sites on the one hand, and accord-
ing to the profitability level of the different
branches of the national economy on the
other.

The complicated structure of the social
insurance tariffs system (different premium
rates for normal, privileged and partial tariffs)
in the 20ies and 30ies resulted in the introduc-
tion of one common social insurance tariff.

The third stage: 1933-1990. In 1933 the
Trade Unions Committee (which was almost
nationalised) began to manage social insu-
rance. All social insurance offices which

worked with the help of medico-actuarial
science and differentiation of tariffs depend-
ing on labour conditions were liquidated. As
a result, an under-developed model of social
insurance has been used in the Soviet Union,
working according to the “common stock*
principle, i.e. disregarding inter and intra-
industry differences in labour conditions, as
well as the effects of working under danger-
ous conditions.

With the transition to this model, social
insurance stopped functioning as such, be-
cause:

e firstly, as premiums were no longer collect-
ed at the expense of the workers them-
selves, their incentives to take care of their
social protection were sharply reduced (such
an approach could be observed during the
previous period);

* secondly, responsibility for disability in-
demnity no longer rested on the principle of
insurance but on the principle of indemnity
by employers;

e thirdly, the largest part of insurance fund-
ing was collected from enterprises which
did not have any right to control the funds.
For these enterprises, insurance payments
were a kind of compulsory tax;

e fourthly, government monopoly of the
means of production, though on the one
hand simplified the procedure of tariff cal-
culation, on the other hand caused an in-
crease in budgetary subsidies to the social
insurance system. So, in 1956 all pensions
payments in the USSR were provided by
the state budget.

Social insurance became an instrument of the

redistribution policy of the Soviet state and

changed into social security.

Thus, within the framework of the third
stage, social insurance protection returned to
the imperfect origin of social insurance, to
organised mutual aid which adopted a nation-
wide character.
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Social Insurance Reforms
in the 90’s in Russia

Superfluous centralisation of the soviet social
insurance system’s management, the “stock-
ing® character of fund forming, which ex-
cluded any type of social insurance as an
autonomous system, showed deep contradic-
tion to the processes of the transformation of
the Russian economy at the beginning of the
90ies. In place of a unified state social insu-
rance system a system of subdivided social
insurance arose: pensions, medical insurance
for temporary disablement, unemployment
insurance (subsidised from the budget).

Pension Fund, Compulsory Medical Insu-
rance Fund, Employment Fund, which have
insurance premiums as a main source of fi-
nance, have been created. Such funds accu-
mulate about 9% of the GNP’s financial re-
sources and provide a better means of collec-
tion than the tax system. In 1994 these funds
collected 75% of the expected calculated sum,
the national budget — less than 50%!.

Unfortunately to date, social insurance in
Russia has been treated in the narrow sense of
the word. Thus, the main tasks of the Social
Insurance Fund (was founded 1990) are pro-
nounced to be: “...provide the state guaran-
teed temporary disablement allowance, nurs-
ing help, family allowance, burial assistance,
sanatorium treatment of employees and mem-
bers of their families as well as other types of
state social insurance according to legisla-
tion, for instance: partial financing of sanato-
rium-dispensaries, sanatoriums and health
camps for children, dietetic nutrition.. 2 That
is to say: The State Social Insurance Fund is
engaged only in the payment of allowances
and health measures. In connection with this,
experts notice the illicit title of the Fund, to
the extent that the other above mentioned
funds are also social insurance funds.
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Pension Insurance

In Russia the state pension insurance system
is built according to the principle of solidarity
between generations in the same way as it is
in other countries. Insurance premiums for
pensions are allocated to the Pension Fund of
the Russian Federation which was founded in
1990. As for the premium-level to the Pen-
sion Fund, at present the following fees for
compulsory insurance are deducted from the
total wage sum (percentage)>:

e employer 28.0 %
* employer (agriculture) 20.6 %
e individual manufacturers

using hired work 28.0 %
e person using hired work

in the private economy 28.0 %
e individual manufacturers 5.0%
e employees 1.0 %

The state pension system provides old age,
disablement, and death of bread-winner pen-
sions (see table 1).

Besides financing of pensions by the Pen-
sion Fund there are some kinds of pension
payments provided by the federal budget.
Pensions for the disabled veterans of the
Great Patriotic War (which have not received
old age pensions), pensions to the families of
military servicemen lost in battle (from one
minimum old age pension to 3 minimum old
age pensions with supplements) as well as
pensions to those who have reached pension
age but have not been in the active labour
force during their lifetime; disabled people
without work experience, persons disabled
from childhood (from one minimum old age
pension to 2 minimum old age pensions).

Presently about 37 million people receive
different kinds of social security allowances.
In the middle of 1995, pension expenses
amounted to 5.8% of GNP whereas in 1990 it
was 5.5%%.

The volume the social security protection,
including pensions, depends on the efficien-



cy of the economy. It is evident that under
conditions of stagnating production, high rate
of inflation, and shortage of financial resourc-
es, it is very difficult to hope for total social
security protection. Indeed, the pension ex-
penses part of GNP has not been reduced, but
the GNP itself is not more than 50% of its
1990 level. As a result, the average level of
old age pension, in real terms (including
compensation payment) as of December 1994,
was half as much as before the price liberali-
sation of December 1991. In the middle of
1995 the average size of the old age pension
and disability pension was 40% of the aver-
age wage.

Essentially the incomes of retired people
have not kept pace with price increases. If, in
1992, the minimum pension level was about

85% of the subsistence level of retired people,
in March 1995 it had fallen to 45-47%.5.
Economic difficulties do not allow increase
of pensions to a level which would provide
old people with an acceptable standard of
living.

Neither indexing nor compensation pay-
ments save the situation.

One of the main deficiencies of the present
system of pension insurance is not only that it
does not provide the minimum requirement
for pensioners but is also burdensome to the
economy. The number of pensioners is in-
creasing (the qualifying age for pension in
Russia is one of the lowest in Europe) and the
number of “bread winners“ is reducing. At
present, for every pensioner there are only 1.8
workers.

Types of pension insurance

probation period P)

2. Veterans in the Great Patriotic War
(taking into account labour probation)

3. Veterans of labour
(taking into account labour probation)

4. For meritorious service (taking into
account labour probation)

5. Disability pension:

2. group
3. group

Labour. 1996. N 7, p. 45

additional amount cannot exceed 20%.

1996. N 7, p. 45

The main types of pension insurance in Russia

1. Old age pension for men from the age of 60
(for women 55) taking into account the labour

1. group (including compensation for health care)

6. Loss of bread-winner’s pension (for recipient)
7. Children having lost parents (for recipient)

a) From January 15t 1993 the pensions are regularly indexed according to changes in the cost of
living. At the end of 1993 the level of compensation was 11 700 roubles per month (about $12),
from May 1996 - between 85 000 and 150 000 roubles per month (about $16-28). Person and

b) For full pension 25 years of employment is required for men and 20 years for women. Every extra
year gives an additional 1% of compensation (above the minimum level). However the maximum

©) From May 1996 the minimum pension was 69 575 roubles (approx. $13). Person and Labour.

Basic payments?)
1 minimum pension®

2 minimum pensions®)

1.5 minimum pensions®)

1 minimum pension®)

2 minimum pensions
1 minimum pension
2/3 minimum pension

2/3 minimum pension
1,5 minimum pensions
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The main principle of the pension insurance
— the connection between contribution and
compensation —is deformed. As aresult of the
compensation payment, the difference be-
tween the maximum and minimum level of
pension has become minor. A tendency to
level out pension insurance has appeared.

According to the law the maximum pen-
sion is limited to 3 minimum pensions, but in
fact the relationship between minimum and
maximum pensionis 1:2.28. The average size
of the old age pension differs from the maxi-
mum pension only by 14%>9.

The financial problems of the pension insu-
rance system have sharpened. The Pension
Fund has great difficulties in collecting the
premiums necessary for full and timely pen-
sion payments. In the middle of 1995, the
fund received less than 11% of the expected
insurance premiums. Such a situation can be
explained by both objective factors, such as
decline in production, refusal of enterprises
to pay, salary payment in manufactured prod-
ucts, increase in unemployment etc., as well
as refusal of some government structures to
pay insurance premiums to the Pension Fund.

The absence of auniform pension insurance
system in Russia (there are the Pension Fund,
the Ministry of Social Security, the Ministry
of Communications and The Savings Bank
which are all responsible for matters related
to pensions) gives rise to problems of dilution
of financial resources, collected by the Pen-
sion Fund. Quite often The Pension Fund’s
resources are used by the Ministry of Social
Security (which is responsible for the redistri-
bution) not only for pension payments, but
also for other purposes, such as privileged
places in rest homes for pensioners, extra
allowances to needy people, in spite the fact
that the necessary funds should come from
other sources.

In order to radically change the Russian
pension system, a concept of a new pension
system has been developed, which proposes
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the creation of a two-level system of public
pensions.

The first level — basic pensions which pro-
vide subsistence level for all disabled citi-
zens.

The second level — occupational (insuran-
ce) pensions. The right to receive compensa-
tion is conditioned by participation in the
public pension programme.

Besides public pensions, non-public, i.e.
private, pension insurance is also envisaged.
This will be the third level in the Russian
pension system’.

Compulsory Medical Insurance

This kind of insurance is general to all citi-
zens of Russia. An employee enters the sys-
tem from the very moment he/she signs a
contract of employmentS.

“The Act on Medical Insurance for the
Russian Citizens* was adopted in 1991 and
came into force 1% January 1993. This act and
subsequent amendments to it introduced rad-
ical changes in the public health system of
Russia.

In 1993-1994, in accordance with the act in
question, the federal as well as some territori-
al funds of the compulsory medical insurance
system were organised as independent non-
commercial financial and credit institutions.
Medical insurance companies have also been
created as well (public license is required for
medical insurance).

The main functions of the federal fund for
compulsory medical insurance are: to pro-
vide uniform conditions with respect to the
operations of the territorial compulsory medi-
cal insurance funds, as regards the financing
of the compulsory medical insurance pro-
grams, the financing of special programs, the
collection and analysis of information on the
financial resources of the compulsory medi-
cal insurance system, the control of the use of
resources by the territorial funds, the estab-



lishment of regulative norms for compulsory
medical insurance, the elaboration of norma-
tive documents and basic programs, as well as
recommendations for premium tariffs, the
training of specialists, the organisation of
research in the area of compulsory medical
insurance, and international co-operation in
this field.

The territorial funds of the compulsory
medical insurance system serve as organisa-
tional-financial links for the new system. At
the and of 1995 there were 85 territorial funds
in Russia.

The territorial funds establish regional and
inter-regional units in order to organise the
practical work: registration of payers, collec-
tion of charges, control of insurance premi-
ums and payments, securing uniformity of
system on a local level, financing of medical
institutions etc. Today 30% of all health cen-
tres and 70% of hospitals have entered the
compulsory medical insurance system. About
99 million people have already been insured®.

Medical insurance funds are financed by
compulsory contributions from employers.
3.6% of the wage fund is set aside. The
amount is divided into two parts: 0.2% is
transferred to the Federal Fund and 3.4% to
the territorial funds. Premiums are also paid
from the regional local budgets in order to
insure non-employed citizens. From 1993 up
till 1995, 13 trillion roubles were collected by
the medical insurance funds, and only in the
first 6 months of 1995, 5 trill. roubles were
obtained!?.

The objective of the newly created system
is to guarantee all citizen of Russia access to
free medical protection, to observe the princi-
ples of social justice (the rich pay for the poor)
and social solidarity (the healthy pay for the
sick, the singles for those having many
children).

The Russian model prevents insurance com-
panies from “weeding out™ bad risks, i.e.
otherwise normally non-insurable individu-

als, and to insure only young and healthy
people. Instead the resources are used effi-
ciently to provide insurance protection in the
interests of all insured persons. This is so
since the system is built on the principle of
risk-levelling in large populations: premiums
are distributed between the participating in-
surance companies in the system in relation to
the number of insured individuals and their
sex — age structure, and not in relation to the
total premiums paid for the insured persons.

In Russia today, a system is used where
reimbursement for medical treatment is based
only on the treatment the individual actually
receives. Such a system creates incentives to
treat more patients and to increase the capac-
ity of clinics and the medical and preventive
care they offer without impairing the neces-
sary protection of the patients. However, it is
not yet possible to fully realise all the advan-
tages of the “per-capita® payment principle.
To date, doctors are paid according to a salary
scale used for employees working in govern-
mental structures; the salary system is regu-
lated by obsolete principles, which do not
stimulate physicians to increase the volume
and quality of the medical services they render.

The financing of health care is still insuffi-
cient because of a shortage of budget resourc-
es. The compulsory medical insurance sys-
tem could increase efficiency in the use of
resources, but at present only 30% of health
care system financial resources come through
the compulsory medical insurance system.

In addition there are some problems which
are connected both to the financing and or-
ganisation of compulsory medical insurance
and which have not yet been solved.

The present level of insurance premium
payments are not sufficient to entirely finance
territorial programs. As before, there are many
insurance premium payers in in-stable finan-
cial positions. There are employees who for
long periods, do not receive their salary, and
whose legal status is unclear since they do not
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qualify forunemployment compensation. The
authorities, time after time lag behind in pay-
ing insurance premiums for non-employed
people. More than 50% of the subjects of the
Russian Federation are subsidised from the
state budget. This fact seriously hampers the
levelling-out within the compulsory medical
insurance system at Federal Fund level, since
the Fund will soon be emptied.

What is characteristic of compulsory med-
ical insurance in Russia is that this social
security only includes compensation for med-
ical care. As regards compensation for tem-
porary incapacity to work and preventive
health care on work sites, these are financed
by the Fund of Social Insurance. In the end,
such lack of conformity hardly helps to pro-
tect against social risks in connection with
loss of ability to work due tocommoniillnesses.

Insurance against
temporary inability to work

This type of insurance provides the following
basic types of compensation:

* temporary incapacity compensation due to
sickness between 60-100% of the wage
(depends on the period of uninterrupted
employment), but not less than 90% of the
minimum wage.

* pregnancy and childbirth: 100% of the min-
imum wage;

* single supplementary sum in addition to the
above mentioned to women who are regis-
tered at a pre-natal clinic at the beginning of
a pregnancy (up to 12 weeks): 50% of the
minimum wage.

* single sum at the birth of each child: 5
minimum wages.

* monthly family allowance from the birth of
the child until the child reaches the age of
1%2 years: 1 minimum wage.

» compensation for taking care of a sick child
during the first 15 days: from the 1% to the
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7™ day (for single mothers from the 1% to

the 10% day): 60-100%, depending on the

period of employment; from the 8 to the
15™ (for single mothers from the 11% to the

15" day) — 50% of wages.

One distinctive feature of the insurance against
temporary inability to work is that up to the
present the size of the benefit has been set in
relation to the period of employment.

The financing of temporary disability insu-
rance comes from the Social Insurance Fund,
payments to which are made by employers
and other persons employing hired labour to
the order of 5.4% of the wage sum. But the
problem is that in many sectors of the national
economy, such as agriculture, consumer goods
industry, higher education — this percentage
does not even finance the issuing of medical
certificates.

Workers accident insurance

There is no workers accident insurance in
Russia. Its typical functions are taken care of
by a system of individual compensation for
loss of ability to work, which is a complicated
scheme of insurance and non-insurance meth-
ods. This system provides only compensation
for material damage and payment of an in-
demnity pension to the victim'!, but does not
pay for expenses connected with work-place
injuries, nor for treatment of occupational
diseases or rehabilitation (see scheme).

According to estimates by experts, expen-
ditures related to privilege and regional pen-
sions as well as the individual indemnity
costs are currently between 10 and 15% of the
wage fund in industry and in some regions —
15-35% and higher!2.

In conditions of economic instability the
indemnity problem is becoming more and
more pointed. Payment to the victims are
either delayed or made in reduced sizes or not
paid at all. Thus the enterprises which were
transformed into joint-stock companies have
stopped paying out compensation for the loss



The Russian model of compensation

for loss of ability to work due to industrial injury

The Social
Insurance Fund
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of the ability to work for their former employ-
ees; a lot of enterprises do not reimburse this
compensation for workers who have moved
from other NIS. Rehabilitation of the victims
of production (40-50 thousand persons per
year) is in an extremely sorry state. The level
of medical, professional and social rehabilita-
tion of victims is extremely low. For the
overwhelming majority of such cases no as-
sistance is offered.

This means that the present-day system of
individual indemnity connected to accidents
in production does not answer to the changes
currently underway in Russia’s economy.

Unemployment insurance
Unemployment insurance'3 exists in the Rus-
sian Federation since 1991, although it is not
expressly mentioned in Russian legislation
that payment of unemployment benefits have
to be made by Social Security.

The general arrangement of the unemploy-
ment benefit scheme is regulated by the “Act
on Employment of the Population of Russia®.

According to this law, persons having lost
their work are entitled to unemployment com-
pensation for 12 months (persons not having
reached retirement age — for 24 months) in
the order of:
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e first 3 months : 75% of the monthly wage of
the last employment

* the following 4 months : 60%

o thereafter: 45%, but not less than the min-
imum wage and not more than the average
wage in the region.

For individuals looking for a job for the first

time or trying to resume their labour activity

after a long period of absence (more than 1

year), and for those people who have lost their

work and did not have a paid job for 12 weeks
during the 12 months preceding the unem-
ployment period, the level of compensation
equals the minimum wage. In addition, per-
sons who have lost their ability to work as a
result of industrial injury or as a result of
occupational sickness, receive 100% of the
average wage at the last place of work, but not
more than the average wage in the region.
The payments for unemployment compen-
sation are financed by the Public Fund of

Employment of the Russian Federation. The

Fund’sresources are collected from insurance

premiums paid by enterprises in the order of

1.5% of the total wage sum. The present

method used for calculation of the compensa-

tion level (based on the average wage at the
last place of work) is labour-consuming and
is not suitable under conditions of high infla-
tion. As a result, most unemployed receive
the same compensation, which is often lower
than the subsistence level. The average level
of unemployment compensation is approxi-

mately 12% of the average wage'*.

* & &

At the beginning of 90ies considerable
changes took place in Russia in the sphere of
social insurance. However, the actual system
of social insurance is not insurance in the real
sense of the word, because it essentially ful-
fils a function as social security (allowance/
relief): the size of the insurance premiums
does not reflect the level of social and profes-
sional risk, nor the extent of rights and guar-
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antees of the policy holder or the insured. As
before, both policy holders and insured are
prevented from taking part in the manage-
ment of the public funds; the authorities at-
tempt to keep the resources of the social
insurance funds within the Federal Budget on
the pretext of more effective utilisation.

Of course, the reformation of social insu-
rance, which is a very important institution in
the stabilisation of society, is not an isolated
case carried out in no time flat. The creation
of a general social insurance system in Russia
that will provide an acceptable level of social
security continues.
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