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English Translation

LATEST DEVELOPMENTS IN SOCIAL SECURITY REFORM

It is expected that the new parliament formed after the general elections held in July will give priority to the provisions of the Social Insurance and General Health Insurance Code No.5510 which have introduced extensive amendments in our social security life and annulled by the Constitutional Court.

As known, the “Social Insurance and General Health Insurance” Code No.5510 was formerly prepared as in two draft forms under the names of Draft Retirement Insurance Code and Draft General Health Insurance Code and then combined at the Prime Minister’s Office and took its current name. During the preparation of the draft, many proposals which are mostly included in the draft were made by the social parties. The draft presented to the Turkish Parliament in April 2005 was accepted as the Law No.5489 in April 2006 after long discussions; however, since it was returned by the President to the Parliament for some provisions to be revised, the draft was actually accepted as the Law No.5510 in May 2006 by being revised.

However, some articles of the Law promulgated in the Official Gazette dated June 16, 2006 to take effect beginning from 2007 were annulled by the Constitutional Court; upon this development, the effective dates of the other articles of the Code were postponed to July 01, 2007 and then to January 01, 2008.

Election results, explanations of the political party to continue governing the country in line with these results as well as the urgent and significant needs of the country concerning the issue indicate that another postponement will not be made and the Law will be rearranged within the framework of the uniformity of norm and standard and sustainability principles which are the main purposes of the reform works, and taking into consideration the relevant decision of the Constitutional Court.                  

Current Situation

a) Population Structure

One of the most important variables determining whether or not the social security systems are financially sustainable in the long run is the distribution of the population over the age groups. Increase of the 65 year and over population in the total population results in the decrease of income of the social security system on the one hand and the increase of the expenses on the other. Therefore, variation rate of the population pyramid of a country reflects the future of the social security system and the time schedule of the measures to be taken as well.

Although our country has a young population, another feature of our demographic structure is that the population ages rapidly. According to the research results of ILO, the transition period of the proportion of the 65 year and over population to the total population from 7% to 14% will be 27 years in Turkey whereas this period is 45 years in Germany, 85 years in Sweden and 75 years in the USA. In other words, our country will face with the old age population problem over a much shorter period when compared to other countries. On the other hand, although it appears to the advantage at first sight that the proportion of population which is capable of work to the 60 year and over population is rather higher than those of other countries (According to the World Bank Report, the average of the 1990s is 7); this condition is not reflected on the system since a major portion of the population capable of work does not work or works as unregistered. Today, the proportion of the employed to those entitled to retirement is below 2.

b) Financing problems of the system

There are two important factors, namely income decreasing and expense increasing factors, on the basis of the financing problem experienced in the social security system of our country for a long time.

The decrease in the premium payment tendency through applications such as early retirement applications, undervaluation of the income basis for premium, high unregistered employment, low premium collection rate, facility of payment through amnesty; and applications such as amnesty on the delay penalties of the unpaid premiums are among the income decreasing factors.

Early age retirement applications, insurance payments made without collecting premium, arrangements made relating to the service borrowing, monthly payments increasing due to extending average life, weakness of the relation between the premium income and monthly pays.

Today, the leading reason of the financing difficulties experienced by the social security system may be early retirement applications. The age of more than 60% of those receiving retirement pension from the three main social security institutions is below the retirement age (58 and 60) applied today; which means shorter working period and yet, more retirement period. With the arrangements made in 1999, it is planned that the retirement period which is 21 years for men and 30 years for women on average, will be reduced gradually. With the arrangements made in 1999, the retirement age has been gradually increased to 58 from 38 for women and from 43 to 60 for men. Nevertheless, the average retirement age is currently below 50 in our country. This age is 65 in OECD countries.

Due to the weakness of the conditions for entitled to monthly pay, high monthly allowance rate and weak connection between the previous year’s income and the monthly pay granted, the difference between the social security system expenses and income has grown.

Another reason for the heavy financing problems our system bears is the number of the premium payment days. With the arrangements made in 1999 concerning the issue, the minimum number of premium payment days of an insured bound by Social Security Institution has been increased to 700 days from 5000 days. The number of minimum premium payment days for the insured bound by Emekli Sandığı (Retirement Fund) is 25 years for men and 20 years for women; and it is 25 years for all the insured in Bağ-Kur.

Another factor resulting in financing problem can be considered the high proportion of the retirement pensions granted to the net wage of the insured. Today, if the retirement pensions of the employees bound by three social security institution are compared to the net wages they receive while working; it can be observed that the retirement pension granted to the insured bound by Retirement Fund and Bağ-Kur is higher than the net wage they receive while working; whereas the retirement pension granted to the insured bound by SSK is close to the net wage they earn while working. According to a study conducted by OECD, the proportion of the retirement pension to the net wage is 54% in Denmark, 47% in the UK, 88% in Spain, 99% in Greece and 103% in our country.

The financing problems experienced by the system accelerate the need for borrowing. If the total deficit of the social security institutions in 12 years’ period covering 1994-2006 years is calculated over the Treasury internal borrowing interest rates at the same period, we end up with a huge amount which is TRY 687 billion. This amount is more than both the national income of our country in 2006 and the total public gross loan stock as of the end of 2006.            

c) Absence of the unity of norm among the social security rights and responsibilities

In our country, social security system has been formed depending on the differences of the working statuses of the individuals. Rights and responsibilities of the insured are described in five different laws in both the retirement and health systems. These five laws show significant differences severally for those working on contractual basis, those working for their own name and account, civil servants, farmers and agricultural workers depending on the social security that the individuals are bound by, with regard to the rate over which the retirement pension is paid and the conditions for entitlement to health services.

There are four different institutions working under the five laws aforementioned. The presence of many institutions operating in the social security field has caused serious troubles in maintaining unity of norms and coordination.

The negative effects of the loose corporate and legal structure are largely observed in health financing sector; the fact that health information is not preserved centrally and the expenditures are not managed by a centralized agent has caused wasteful expenditure, numerous bureaucratic operations and difficulties in the determination of the policies relating to the health financing in time and based on correct data.

Entitlement to retirement in accordance with various rules leads to some injustices among the insured.

Now we have to face with heavy costs of postponing the settlement of such profound problems in a world where even the most developed countries revise their social security systems beginning from 1990s and restrict the entitlement to social benefits.

Changes Brought with the Law No. 5510

In social security reform works beginning at the end of 2002, the main purpose was determined as the realization of a just social security system which is easily accessible, financially sustainable,  aiming for the unity of norms and standards and assuring more efficient protection against the poverty. In other words, with the Law No.5510 it is aimed to establish one sustainable social insurance regime which will ensure that all insured covered in the present retirement system are provided an equal and fair services.

With the Law No.5510, arrangements have been made to transform five different retirement regime covering civil servants, employees working for wage on a contractual basis, agricultural workers, those working on their own account and those working in agriculture on their own account into one social insurance regime where rights and responsibilities will be equal in actual terms.

Since it has been a long time, we should summarize essential regulations introduced with Social Insurance and General Health Insurance Code concerning retirement insurance.

The most important change introduced with the Law is that all employees are gathered under one social security roof without regarding the place and types of work. In other words, civil servants working at public sector, workers employed in private sector and those working on their own behalf and account will be bound by one corporation in terms of their social security; pay premiums according to the same rules and entitled to retirement under the same conditions. The retirement pensions to be paid to them will also be calculated according to the same rules. To render it more clearly, anybody included in the system will be entitled to retirement pension from the system depending on the premium amount and payment period.

The second important change made with the Law is related to the conditions for entitlement to retirement pension. In other words, beginning from 2007, minimum number of premium payment days currently applied as 7000 days will be 9000 days in 2026 by being increased 100 days each year.

The change made with the Law in the conditions for entitlement to retirement pension is not limited with the number of premium payment days. Furthermore, some changes have been made in the retirement age to be in effect as from 2035. The retirement age limit which is applied for men as 60 and for women as 58, will be applied as 61 for those to be entitled to retirement as from 2036 (not for those who will be insured for the first time) and as 59 for women. The age limits will be increased by one age biennially beginning from 2036 until the end of 2047 and applied as 65 for men and women who will be entitled to retirement beginning from 2048.

With the law, changes have been made in the rates over which retirement pensions are extended. The rate of monthly wage extension which is currently applied as 3% in the Retirement Fund and 2,6% in SSK and Bag-Kur for each year will be applied as 2,5% annually for all the insured between the dates of 01.01.2007-31.12.2015 and as 2% annually beginning from 01.01.2016.

Another important change is related with the increase of the retirement pensions. It is stipulated in the Law that all current and new retirement pensions shall be increased at the inflation rate.                    

The reasons for the annulment of some provisions by the Constitutional Court

The Constitutional Court has annulled some provisions of the Social Insurance and General Health Insurance Law and suspended some articles with its Decision No.2006/112 dated 15.12.2006 issued at the court case opened by the President and main opposition party for the termination and cancellation of the some articles of the Law. 

After the decision of the High Court, Turkish Parliament postponed the effective date of the Law until 01.07.2007 and then to 01.01.2008.

The provisions of the Law concerning public officials have been cancelled with a big portion of the decisions given by the court. Other decrees of annulment are related with the regulations covering the updating co-efficient for the insured other than public officials.

To render it more clearly, the High Court stipulated that the provisions concerning the retirement of the public officials must be regulated in a different manner from the other employees and therefore, the provisions of the Law covering the public officials and other insured employees together have been annulled.

It was proposed in the Social Insurance and General Health Insurance Law that the income of the insured constituting basis for premium after the reform period will be updated at a mixed rate consisting 50% inflation and 50% wage increase during the calculation of the retirement pensions for the period in the new system. This arrangement was terminated by the Constitutional Court, as we have noted in the preceding paragraph.

During the works to be carried our in the following periods relating to the Law, it is expected that changes will be made in the updating rates and previous wages of the insured will be updated at a mixed index rate consisting 100% Consumer Price Index and 25% GDP real growth. Thus, it will be maintained that the real value of the previous year’s income are preserved by being updated and the insured benefit from the increase in the welfare pro rate the share of their wages and fees in the GDP.

Within this scope, one of the annulled provisions of the Law is related to the increase of the retirement pensions. To put it more openly, the provisions of the Law for the increase of all the current and new retirement pensions at the rate of inflation rate have been cancelled by the Constitutional Court for all the insured to retire beginning from the effective date of the Law and with regard to its application in the increase of the pensions of the retired bound by Retirement Fund.

Please be noted at the conclusion of this section, upon the decree of annulment by the Constitutional Court of the provisions of the Law concerning monthly pay extension system and updating co-efficient; monthly pay extension rate; determination of the highest limit as 90%; calculation of the increase rate to be applied if the monthly pays are calculated during January-June or July-December periods, in accordance with 55/5; fixing the increase in monthly pays to the changes in Consumer’s Price Index; the resulting difference in the monthly pays of the retired in the same condition; gradual increase of the retirement age; inclusion under the scope of the general health insurance; exclusion of the dental prosthesis between the ages of 18-45 and 50% of the payment of the relevant expenses in other ages; the income factors constituting basis for premium and their calculation methods, with regard to public officials; yet the decrees of the same Court approving the same provisions with regard to the employees working on contractual basis and the insured working on their own behalf and account; a major interruption has occurred in the realization of the norm and standard unity which is aimed to be established in our social security system with the Law.

Significant issues in terms of the regulations to be introduced

The regulations to be made in the Social Insurance and General Health Insurance Law which interests all the people living in this country and therefore is of great importance for our social life will cover whether or not the provisions of the retirement insurance and general health insurance related to the public officials will be regulated in the Law No.5510 and whether or not the concept of public official and officer will cover their retirement; and the issues relating to the social security reform with regard to the public officials such as gradual increase of the retirement age, definition and base of the income constituting basis for premium, monthly extension rate, increase parameter of the retirement pension, collecting contributions from health services (medicine, orthesis, prosthesis), application of the gradual delivery system and updating of the previous year’s income.

In making this decision, the choice on whether or not the privileges provided to the public officials will be maintained will have great significance. In many developed countries all over the world, the public officials are included in the same social security system with other employees. In these countries, the premium paid to the system and the payment period, instead of the legal status of the employee, is taken into consideration during the determination of the benefit paid from the system. In other words, being a public official does not allow for receiving benefit without making a payment from the social security system. Exclusively in South Asia, Africa, Middle East/North Africa and Central Asia, there are different social security systems for these employees.

We are in the opinion that the principle of “providing fair and just social insurance services for all citizens” which is the fundamental principle of the said Law should not be neglected while making these arrangements. In our opinion, while making regulations concerning the annulled provisions, the following issues must be taken into consideration:                 

· It would be beneficial to reconsider the drawbacks and adversities occurring from the fact that the state undertakes the roles of regulator, auditor and implementing institution in our new social security system.

· New system must address to the preferences of the people more; otherwise, a system which we can define as “for people despite the people” will be formed,

· The new system must be transformed to a system only securing an amount of retirement income at minimum level by decreasing the premium rates determined for the retirement insurance; those who are in need of income exceeding the minimum amount can get it from private pension plan or other insurance systems; otherwise, the new system will remain as a significant obstacle before the private pension system.

· It would not be fair to equalize the rate of Social Security Support Premium collected as support for the operation of the system with the rate of the insured actively although it does not have any provisions; it can be disputed how effective this application would be to facilitate for the young people to find jobs and it will increase unregistered employment,

· Although it is not covered in this article, the General Health Insurance application must be revised taking into consideration the health insurance applications in our country; otherwise, new application would cause waste of resources.       
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