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I. INTRODUCTION

The sgocial security system is cne of those Western
institutions transferred to the Philippines. The first
social security program in the Philippines started operating
in 1937, two years aftér the U.S, formally instituted her
own social security program.l/

However, the early Philippine social security system
vastly differed in substance from the early American system
or from' any European soclal security system. A number
of changes have been introduced to the Philippine social
security system to cope with the demands of the changing
social. and economic environments. = Coverage has been

widened and benefits have been increased,

The social security  system has been growing quite
rapidly both in membership and financial resources. Its
importance to individual members, in particular, and to

soclety, in general, cannot therefore be understated.

l/ - ) .

It should be noted that the Philippines was still
under the Americen occupation during this tiwme. The
quickness of the transfer of such institution is therefore
understandable.



The social security system provides protection against
the hazards of disabiliﬁy, sickness, old age and death for
members., It also perforﬁs other  functions, such
as redistribution of income and augmenting investihie funds
of the financial sjstem. Lately, its system of benefits has
been modified to help the population program of the
government attain its objectives. Por example, benefits are
given only up to a maximum of £ive dependents. Because of
its large financial resources, the system has also been
called wupon to aid distressed corporations. indeed, the
potential use of the System_in attaining certain economic

and social goals has slowly been explored.

This paper examiﬁes the social adequacy and economic
effects of the social security sy#tem of the Philippines.
It should be noted at the outset that the Philippines has
two social security systems, one for the government sector
and another one for the private sector. This analysis
focuses on the social security system as a whole, and only
minimal efforts at a comparative study of the social

adequacy and economic effects of both systehs will be made.

Section 1I is devoted to a discussion of the arguments
for and against having'a social security program. ~ Section
111 presents the objectives and legal framework of

social security in the Phiiippines. The social adequacy



" of social security is examined in Section Iv. section V
analyzes the economic effects of the social sécurityléysiém.

The last section conciudes the study.



II. ‘THE NEED FOR A SOCIAL SECURITY PROGRAM

This secticn discusses the fundamental issue of whether
a social security program is needed in the Philippines. The
“arguments for and against heving & sccial security program
:are injdved numerous, Hut this paper confines itself only to

- & few, but the most important ones.

The most general objection against a social security
srogram that applies to both developed and less developed
economies will be considered first. | it is argued that if
left to themselves, individuals will achieve the best
Qllocgtion of their income between consumption and saving
.that accords well with their taste. Any compulsory saving
program, therefore, would distort such -allocation. More
specifically, the intervention would result in an
intertemporally inefficient allocacion of rescurces in the
sense of Pareto; hence, the cobjection against social
security program. This can, however, be proven otherwise by
using Samuelson‘s (1958) pure«c‘onsumptionmloans‘. model.
Consider individuals who live two pericds: the‘first period
is a working period; the second period is a retirement
period., 'Tﬁe.economy does not have .capital goods.

Ail individuals have identical. preference denoted by
U (e*, ¢?, where c' refers to first period consumption and

c? , to second period consumption, and earn real income



equaling unity, In the absence of government intervention,
each individual will be maximizing U (¢}, <?) subject to
the following budget constraint

(2.1)

¢t + a? <1

If the population grows at the rate of n > 0 per
period, and - if the vyoung generation consisting of L
individuals saves sL, where s > 0 is the amount of savings
by each individual in his working period, while the cld

generation, L dissaves sL_l, then the net &4ggregats

_1’
savings per period is $ = 8L =~ 8L, = sLn/(1l = n},
since by assumption L = (} + n} L_ . Under this

condition, each individual will not earn a poéitive rate of
interest on his 9ﬁvingé, The reason is straightforward.
The individua)l who 2aves doss not Liks s lend even at
positive rate of interest tovtne older generation who cannot
repay because they ~ do- not have any income; nis
contemporaries who have preferences identical with his do
not like to borrow; the succeeding genaration does not alsc
wish to borrow. However, the preseﬁca of a government, an
institution with permanent life, can improve the situation.
The government collects in&ividual savings by offerinQ
savers a rate of return equaling n and transfers the
savings to the ¢ld generation. Unable to pay, the old

generation leaves the government a debt to the younger



generation amounting to {1 + r) sL. The government pays it
by collecting savinﬁa equivalert to sL from the new young
generation. _this:_is enough to repay the principal and

interest on the old loan, i.e., sL; = (1 + n) sL.

'since the Qovefnment pays an interest rate equaling n
to éavihgﬁ, the ‘budget constrai@t of the 4ndividual now
becomes

(2.2)
et + & <1

L+n
Therefore, the opportunity set'given by-{z,zj is greater
than the ane given by (2.1). This proves that a centralized
ancial sequrity pragram run by government giélds_a Parate-

superior allocation.

another objecticn raised against having a  social
sesurity progfam_has to do with the degree of_development cf
a particular counq;y“ It is argued that less developed-~
countries (LDCs) cannot atford a social sec@rity pProgram.
in the first place,--low-income earhers do not save at'all,
hence, a compulsory g2ving program would be too Onarous te
them.‘ Sggondly. a social security program that increases
the cost of labor to employers distorts factor proportions,
thus, resulting in higher unemployment rate. Alsa, if the
payroll tax is not shifted to the employees or consumers,
the program reduces the firm's profits. . This.  could slow

down capital formation.



Studies on saving behavior on LDCs have disputed the
argument that low~income earners do not save;iﬁ What is
however worrisome is that small savers do not havefacaéss to
high-yielding, but more sophisticated financial inﬁtrumenhs.
Thus a:'person who is saving for retirement is ;Lsually
locked in fixed-yield assets that offer 1little protection
‘against inflation, A social sechrity program“whose benéfits

are adjusted to inflation from time to time is certainly a

welcome alternative for low=income earners.

Since the payroll tax collected by a social security
agency usuaily eiceeds benefit payments especially 1n7 the
fifst few years, the reserve funds may be invested in
economic development projects and/or in projeétsfthat yield
attractive rethrns. Héncé, capital accumulation may' not

slow down at all under this schenme.

Rosenberg (1970) has\pointed out that the objection
raised against having a social security program in LbCs is
anchored on the old view of economic &ev&ldﬁﬂent.
In contrast, the new view puts investment in human resources
.and income distribution on equal footing with capital

accumulation. The social security program in = LDCs

17

See McKinnon (1973), Adams (1978) and Vogel (1981),
among others. i . .



addresses these concerns. I1f the expected old-age economic
security value of  children . helps determine  fertility

preferences, then gsecurity substitutes for ghildren, such as
the government pension scheme,could.possibly. dec:easé the
demand for childnenmngnd investment in the reduction of
population. growth- and the economic benefits from this
reduction have been shown to be at least equal and quite
possibly .far gréater than traditional investment
( Rosenberg, 197¢0: pp.2-3). Both the payroll tax and
benefits are usually progressive in a social sgcurity
program. - The effect of income distribution on demand is
also worth mentioning here. As npted by Rasenberg, *incone
transfers - affect :the structure of demand, which in turn
affects the structure of industry, which in turn affects the

growth-of the economy...." and so on.

Perhaps, one important reason why a social security
program is not needed is that the cultural values of é
particui&r country make it redundant. More specifically,
parents gegard children as their old age economic security,
and therefore they have less demand for iﬂéﬁituﬁionalized
pension érrangements. In the case of the Philippines,

the evidence seems to support  this view. Table II.1

2/
A more detailed discussion of this issue is presented
below. S C .



shows the economic security value of children in the
Philippines. Eighty-nine {89) percent of the  kotal
réspondehts mentioned importance of having someocne to depend
on when old as a reason for having a child; :90 percent
expected financial support from their children when they
grow old; and the probability of having an old age support
is eXpecﬁed to increase with the number of childfen. ‘There
are clear advantages to this kind of arrangement. Paranté
can readily influence their children to adjust their
‘economic support to them whenever the need arises; whereas
with the institutionalized pension program, they afaualways
at Ehe mercy of policy makers whom they do not have _direct
" contact. In addition, by being dependent on théir children
for old age economic support, parents are able to maintain a
channel whereby they cap solicit emotional support“from
3/
their children.

Economic development and médernization have .hbdevar
caused some changes in cultural values, including the valus
of children as old age economic security. Tha ﬁindihgs
presented in Table II.2 seem to suggest that the amOQnt- of
reliance on chiidren as old age eéonomic security has’ a

negative relation to family income, husband 's occupational

3/

See Lamberte et al. (1985)

W m——
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Table II.1

- PERCENTAGE 'ﬂDISERfBUTION' OF RESPONEES O CLOSE-ENDED
' QUESTIONS ABOUT 'THE OLD~AGE SUPPQRT YALUE. OF CHILDREN
PHILIPPINES (1975

Question and Response . Percent

Importance of having someone to
depend when cld as a reason
for having a child

Not important 2
Somewhat important : 9
Very important 89

Importance of being sure that
you will have someone to help
you in old age as a reason for
wanting an additional child

Not important ' 10
Somewhat important 12
Very important ' : - 78

amount of expected reliance on
children.a/

None ‘ 10

A little 55
A great deal , ' 35

a/ .
l Responses to this question are derived from-responseﬂ'tn
the Ltwo. | previous questions, Percentages . reproseat
respondents who expected to rely on daughters or sons not at

.all, somewlat, or a great deal.

'Source: De Vos (1983)
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Table II.2

SUPPQRT EXPECTATIONS = BY SELECTED SOCIOECONOMIC
CHARACTERISTICS: PHILIPPINES (1975)

dracteristic o Support Expectations (%) a/
_ None _Littie  Great _ Phil
Iunral 10 55 35
B/ |
Family Income ' - <19*
14,000 + ‘ 33 54 13
4,500/5,000~9,99% 19 56 25
2.000-4,499/3,000~4,999 9 56 32
<%,000/<3,00¢ 6 48 46
, o/
and's Occupation : L19%
Upper white collar 21 64 | : 14
Mid/Low white-collar 1 61 27
Upper blue~ceollar na na na
Lower blue-collar 8 62 . 30
Farming/fishing _ 5 C 49 46
ation | j . .18%
College 29 32 19
Senior high 15 63 23
Junior high 9 58 33
Grammar 8 55 37
< Grammar : & 4% ) 46

= @Significant at .05 if simple random sample

a common measure of association, Phi can be used 1like X but 18 vou
dependent on N and can be used for asymetrically sized tables. 1te
formula is (X /N)31/2. ,

Pesos per annum. o

Upper white-collar occupations refer to professiohal, technica?,
administrative, eXecutive, and managerial workers. In wWhe
Philippines lower white-collar and upper blue-collar occupations arc
combined into middle occupations. Lower blue c¢ollar occupations
refer to low-skilled or unskilled worker and lower service workers.
Barangay = town center in the Phillppines. Barangay residents were
divided into those with urban experience (urban barangay) and those
with rural backgrounds (rural barangay).



status and respondent's education., This trend is expected
to continue in the near future as economic development and
‘modernization proceed; and the social security program is

then expected to play a greater role.

The foregoing have aiscussed some arguments in favox
and not in favor of having a social security program.
Undoubtedly, there is strong and adeqguate support for having

a social security program in the Philippines.



IX¥. LEGAL FRAMEWORK AND OBJECTIVES OF
THE SOCIAL SECURITY SYSTEM

The Philippines has two social security systems,namely:
{1} the Government Service and Insurance System (GSI8) which
services the government sector; and (2) the Social Security
System (585) which takes care ©of the private sector. Both
are governmentwownéd corpofations created by Congress.l/
GSIS started operating in 1637, but initially provided only
l1ife insurance to government employees. It addéd retirement
benefits in 1951. The corporate powers and functions of the
GSIS ‘are vested in, and exercised by the Board of Trustees
composed of the Presidenﬁ df GSIS and seven other members
appointed by the President of the Philippines, three of whon

representing three leading organizations or associations of

government employees.

The $S5, on the other hand, is a late comer, although
the idea of creating it started as early as 1948. after,
ironing ou£ objections coming frdm both the empioyers and
the labor sector, 58S finally started operating in 1957.

Initially, it covered only employers in private business and

1/

Commonwealth Act No. 186 - known as the GSIS Charter -
was approved on 14 Nov. 1936; while Republic Act No. 1161 -
known as the Social Security Act - was signed into law in
1954, o



industry with 50 or more employees. Unlike . GSIS, - 888
had already included retirement benefits as one of its major
benefits when it started operating. It is under the general
‘supervision of a Social Security Commission‘composed of the
Secretary of Labor, the SS8 Administrator and six appointive
members, two of whom representing the labor group, two, the
management g¢group and twa, the general"public, to be

appointed by the President of the Philippines.

Both ~ systems  are supervised by the  Insurance
Cormission, a regulatory bedy of all insurance firms in the

zlvilippines.

The objectives of the two systems are the‘followingz

a) For GS8IS: to promote the efficiency and_welfare of the
employees of the Government  of the
Philippines.

b) Por 88&: to provide to covered employees and their
families protection against the hazards of
disability, sickness, old age, and déath with
a view to promoting their well-being in the

gpirit of justice.

Although differently worded, the objectives of the two
systems are essentially the same., They contain two basic
"elements. The first element is that social security as
espoused by.both systems is an incbme—replacément program.

The program protects families from a sharp decline in income
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due to sickness, disability, death, or retirement of the
family's income earner. It is to be noted that the
benefits are intended to only partially réplaCe the income
lost, hence there is still a big room for, familias,

especially high-incore families, to buy nrivate insurance.

The proportion of lost income td‘hw raplaced is fﬁdeed
a ticklish issue. How much should be reploced? | ﬁﬁddld it
be proportional to income from which contributibns are
based? Indeed, cne c¢an gather from the objective ‘that the
systems also concern themselves with income distribution.
as will be discussed later on, the systems' structure of

contributions and benefits really expresses this concern.

The second element is that Dboth sys;ems‘ guarantee
minimum income support for the aged, the disabled, and the
dependent survivors. Thus, social adequacy 1is also
emphasized by thé systems. As Munell points out, - "social
zdequacy is essentially a welfare criterion, which measures
benefits not against 1ifetime contributicns but rather
against the standard of living beneath which society feels
no one should fall® (p.6). In this case,; the two systems
are compelled to make adjustments in the benefits over time,
especially during inflationary periods, to ‘prevent
beneficiaries from falling into abject poverty. Tﬁe extent
of adjustments is, however, a sensitive issue. Adjustﬁents
in the benefits have also to be made across familiésﬂﬁd take

into consideration the number of dependents.
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IV. SOCIAL ADEQUACY OF THE PHILIPPINE SOCIAL SECURITY SYSTEM

TO: aewmx ne \'.ne 850C1al auequﬂcy on HOC‘ l.ﬂ.l‘. ‘SGUQIL‘EY
the coverage , benefits and conﬁ@rxbutiona of  members

. l/‘
er the payroll tax -are examined.,

A, Covergge

Originally, membershlp in GSIS was conpulsory upon all
regularly and permanently appointnd emplogeeqa This vaa
revised in 1957 o include employaen of govarnunnt-owned or
contrglled corporations and casual, substitute or temporary
employees of govarnment off;cas._ The cavczage waa again
revised in 1977 to include all amp&ayaes df the Governmant

' regardless of employnant status.

On its fxrst year of operation, SSS compulsory
membership was limited only to employees anﬂ enployers of
private busmne s and - 1ndustry with 50 or nnre eaphoyees..
In the followxn year, the covsragn was extanded to enployees

and employers o private business. and industtjvﬁxth at least

LYY
- From.here on, social security 'system refers to both the
GSIS and qhe 588, unless otherwise indicated. ..
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6 employees. In 19603, the coverage was revised to ipclude
all private enterprises_with at least one émployeé:? An
important revision was effected in 1980 when compulsory
coverage of the seif~employed persons beldw 5l‘y§afs,af age
and eérning 1,800 or more per annﬁm was added. Theréfare, a
larger portion of the labof force is presently:ihciﬁégd in

the coverage.

“Although covarége in the 885 is at present compulsory
upon’ all employees not ovet $ixty years of égé-iand their
emp}éyars, there are hmwevaf exemptions. As proviﬁed for by
the 8885 charter, emplmym@nt_ is defined as aﬁy service

performed by an empleyee for his employer, excepté

{1) - Agricultural léb@r‘wnen ﬁérforﬁé& bymé éh&ra. or
leasehold tenant or worker whe is ﬂot_@aiq any
regulér daily wage cr base pay'andfﬁhm'ﬂoeé”"ﬁgt_
work for_az.'n"unin;:errupte&.per.iod ‘of at 1é$$t six
monéhs'in axyeaf; | | o

{2) Domestic Sérvice;im a private héma;
-(3) Empléyment ?ureiy césual aﬁd nst'éor Lne purpose
of occﬁpatiqﬁ oribﬁaineﬁs'of the employery

(4) Service performed by an indi%idual in the employ
of  his son, daughter, or spouse, .and.  service
pertormed by & child'under the age pf3@w§ﬁty‘one
years in the emplby-af hig\parentgy

{5) Service performed on or in\connectiqg"ﬁfth -an
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vegssel by an emplqyee if he is employed

doh ivessel is outsigde the Philippines.
(6) Service p&rforﬁedvin the employ of the Philippine
nt or instrumentality or agency thereof;

(7). Service performed in the employ of a féreign

ment or international organization, or

,whéily~owned insgrumontalitnféj
(8) Such | other services ‘performed by  temporary
emplo ees’ which may be Qxciuded by regulation of
the Camrission. Employees aof, bona fide
inde nﬁé;t ccntractorsf-#hall not be deemed
émﬁlo eam;-of the employer angagiﬁg.the sérviceé
of said contractors.

Indeed; changes in the coverage of the system over the
years reflect he sentiments in Philippine society to
make social security universal, Whether this was followed

in reality is, of course, another matter.

Table ' IV.1 presents the actual coverage¢of the - soéial
security system _GSIS nwuberé constitute Béfweed 11 to 12
percent of the | total membership in the sysﬁan during the
period '1976-83; |the rest are accounted_for«hy;SSS _nembe;a.
Interestingly, he: annual growth tates of tdtal membership
in the syéiem during the period 1981~83 were considerably

lower than those of the previous ‘period, 7i;é..‘“1976-80
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despite the-wid ning in legal coverage. Thig could be.due
to the slowing down of the domestic economy as a
consequence of | the second oil shock and the prolonged
recession expefi nced by~importaht trading partners._ The
fgrowth rates in GSIS and $3% membership provide' more
tatsresting insights. Sﬂs gxperienced a lower annual growth
rates in membership during the period 158l-t% compared to
the oyeviovas geriédg Ganplnn the-éompulsory coverage of
self~employed earning P1,300 or more per -annum startiag
1980. The weakening of the economy after 1980 thus affecied
the private sactor. In contrast, GSIS realized relatively
higher annual growth rates of membership during the pericd
1981-83, This reflects the stabilization efforts of the
government which resulted in hiring more people who

automatically became members of GSIS.

As one of the measures of social édequacy, the ratio of
total. membership in the system to total number of employed
persons 1is computed (See Table IV.1). Betﬁeen 1975 and
1977, the system saw sharp increases in acéual coverage in
relative terms. However, the ratio fluctuated between 49
~ percent to 61 percent thereafter. This means that about 4§
percent of the total number of employed persons are not yet
covered by the system. This group mainly consists'of those

who are legally excluded from coverage and self-employed,

especially low-income earners but otherwise wbuld qualify



for membership, like - sari-sari store owners, sidewalk
vendors, etc.,., who did not reglister. As of December 1283,
onLy 2.8 percent of the totai_self—empioyed persons are 355
menbers. The system has not yet found an effective
mechanicem for monitoring the latter group of income éérners,
hence it lacks the abliliity o énforaa the compulsory

coverage tor qualified self-empicyed.

The ratic of total membership in the system to the
total number of persons in the labor force is also taksn
since the latter includes employed and unemployed persons
who  are economically active (see Table 1Iv.l).  Some
umemﬁloyed'persons may have been lzid~off/terminated or may
have resigned from'their jobs, .but are still members of the
system, Results show that the social security progranm
covers only a little over 50 percent .of the working
population. Thus, it can be said that the system is still
far from being universal. A system that is regarded by
society as important, and yet excludes a significantv
proportion of the populaticn certainly leaves much to be

desired.
B, Benefits

The benefits currently offered by GSIS and SS§ are

summarized id the Tables VIV,Z and 1IV.3, respectively.
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TRBLE IV.2
aSIS STRUCTURE OF BONEFITS

Benefits ant Services

imham fyalrficaticns

'f'iount of Bemofite

f. Social Security Bemefits
‘o fetivemens
3t under Repuslic Act
{PR; Mo, 1bl& or tre

Bratyity Jetirement
Berefit:

Gratuity Bemefits

Refung of retires’s
persanal contribution

ki Lnder RH 608 oc the
Arnuity (Jension)
benefit Pian

c)  Under M 1146

8ry official or amployee regarcless
of age providey he has renderet at
ipast 2@ years of sereize, - the last
2 years of wucn  are cont inudus.

He has atiained and/or completed the

vequired age anc lengin of - service

as indicaten beigw:

Rge P RN TERTRA
Service : N M43 RIANABA
fge ¢ GO6LE263 6465 or
Bervice ; 242220 16 16 15 over

Ry official or employee regardless
of . age provided he has renderad at
leagt 13 years of servica,- If he is
below 60 yeaes of age upen
retircent, he say avail of the
vetiresent  bemefit only  upen
attaining age 6% years

Rquivalert to ! month saser,
for each year of service 7L,
the first 20 ymars, .0 moniis
salary for each vear of
servies in excess of 82 up

3 years and & months Salay
for gach yea of servize over
3 years, DhaseC on the uguse
salary rate.

Personal comtributioa.  «iln
interest and  corvespron
government rontrabys o
without interest.

Mt age 57 years: | momuily
arnuity {pemsion) shall i i@
plus 1.2 of each g
of service remiered befure fww
16, 195 amd &% for axdh oo
of service from Jure .., 190
of the average womthly s<.ary
received during the last o
years prior to date o retur
mzrt, but amount musr v
exceed 79% of average 0.
salary,



Did-Rge Benefit:

Basic Nowkhly Pension

Cash Paymsnt

¢, Disability

Porgarend Total
Peraarent Partial

Temporary Total

3. Swyivorship
Upon Death of a Hesmher
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te has rendered ab least 15 ywers

servics, Ke iy ot least 6@ years oid
and 15 ceparated from the service.

He has renderad at least 3 years but
less than 15 years service, He is

at least 68 years of age and is

sgparated from the service.

He has paid at least 25 wanthly

comtributions dering tha last five
ynars impediztely greceding the date
of disability

o

He has paid a total of not less than

- 160 monthly contributions prioe to
the deke of disability -emi his
disghility is mot cmmnbln under

any other law

He has peid at least 6 womthly
contributions during the i2-wonth

- pariod  isesdiately mm the

date of disability.

a) Bualified-under Oig-Rae Pension
at the blme of death, fge GO
~ with 13 years Servitd

. Nt qulified for Old-fge

Persion ot the tiwe of desth but
had paid at leasi:

Equal to 37.5% of the vevaioo
average momthly coepema.

plus 2,58 of the said revi.uy

avarage momhly CoBpenset i

for sach year of service 0

secose  of 15 yours but ool i
oxcesd M of the averigs

wthly commimpation

‘Eousl to 108% of the average

aonthly cospereation for wwery

‘year - of service with  an

enployus,

Ronthly Pesion

Bagic manthly pension guaran
toed for 5 yesrs which iy e
comartad to lump e, Rfter
the guarantesd period,  Tiwy
shall raceive the sm‘vivmah

perBicn $o lomg &% | um #r
quhf:ﬁ. '

Basitc servivershis | g
guaraniond for 20 sopgla, !
dependent pension for e Lo

. # they are qualified.



Upoes Death of o

Haturity Bemefits

Deaidr feneft

fecidental Death
Berefits
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1) 35 aonthly comtributions
within the § yaar period
umediately peitin to has
death; or

11) 180 monthly cosbribations
{prior to bis death)
wirle in the sewiece.

e} Nk qualafied for bemefit 1n

(a' & (8] ahove.

3 If e pnsaorer reseived lump

s¢E or diad after thejuarantesd
peryod

If pemsionev hai mot received
‘ap suw ardt died withay guarse-

4ead period.

A1k soployves of tha goversaeet as
long as they are 1n servige

Cash paysenk equal to 1381 ave-
rage wmomthly compensstion f.
each year souber paid rontribu
taoms it mot Joss than PO

Prusary bemeficiaries  shall
receIve  SeVIVGRRhip  pamsiuy
after gueramteed period so o
as they are gualafied

If 2 disability pemsionar, pei-
wary heweficiarigs  shall
reclve  sevivorship  pene o0
for oo long as thay are
gualifiad  If deceased was an
old~age pesioner, his prisary
bermficiaries shall receive
basic agethly pension up to the
& of the guaranteed period
convertible to lup we
Thorpafter, they shall rereiv.
survivorship  pansion foo -
loag a8 they are qualified

Upon msturity, the face amoun
of a policy less oy
indebteodapss thereon shell b
paid to the sosbers.

When a mesber dies prior to the
matarity of his inswrance o
during its combiruance, ¢ .2
systam chall pay to the
designated bemsficiaries the
face augunt of the policy less
any indeblodeess therwon.

Systom shall pay to designatad
heivs, s additiomal awount
epuivalent to0 the face aaount

of hiz compxiloory imsurance.



Cash Surrender Value

Insurance Loan
Dividends

-8 Bedicare
1. Hospitalization waawwml
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W’s insurance should have been
in force for ene yaar,

- fenber should heve been insurad for

for at least one year

- Membor's policy should have been

in forpe for st lesst o ysar & of
the date dividerds are declared by

~ the systea.

i Besber or his lugel dependents
sust be confiaed in & hospital
dege to illmess o imjury
requiring hospitalization,

S Hmnbm hes paid ot least 3
- mosthly Medicare confribidions

within $he 12-month period

imsediately prior to the worth
of hospitaiization

However; Tor salf-esployed
gewbers,  payeent  of such
Wedicare condributions should Be
pade THREE sosths or oarlier
before ¢he first day of
oonf ingoent.

A muber soparoded from b
service prior to the nmaturivy
of the insurance maybe oo
tish value lass o
irdebtedress theveon,

Fepber saybe granted & policy
loan not exceeding 9% of ihe
the ocesh valeem of his
insimanre. He way alss  svail
of salary loins.

Emtitled to certain cws a3
shargs oub of the earniigs ¢f
the Life Insurance Fund, Divi-
dends are Sigtributed twice »
year, in Junst § December of

a The corvespording rates for
room ami bowrd of aprredi-
ted mpitals shich are
categorized according o
thair fatilitiee are as
follous:

Kesbers  Depesdents
PRINRARY  BPlbsday Flésday

SECOORARY ®RMday  Plb/day
mlﬂﬂ EiMby  MW/dey

b Allowawss for druss

laboratosy: - exesination
including wray, ete. for
single period of
confinement ave as follows:

-Rmbarg  Dependents |

For ordi~
aary cases M7 Fio



2. Swrgical Expense
In Caza of

Operation
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For cases
requiring
intengive
care,
edism or
o
SUIRYY,
or which

endangars
the

patinnts
life g RS

& Suygaon's Fees
Vestwrs Dependsnts

Rimor
Sogery PN FS

Nedixa
Surgary PIE3 MBS W

Rajor
Sergery  DED3 MK PSDR WX

Riegical expense benefit
fr= sipperses done o Qualified
esmbers shall e ocompensabed
under a relatiwe valua systes

ailopted by the Medicave
Goamrsaon st the rete of v
pee unit value, The vate

dopendents s KB par o

value

The surmical fee cow:
alse two @ days of pr
cperative cave and fave O
days post-operative card.

b, fAwacthesiologist fe2

2 faghers -~ M
surgeor ¢

* Uependepts -~ ~sase



3. Madical Expense for
Professional Services

4, Bterilization Expevnes

provided to the
afflicted gaaber
begarning on the first
day of injwry or
sickness, during the
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1. Employes has been duly reported

4o the $S8/BBIS.

2, Sickness, ingury or death is

work conmected; and

o Operating Roos Fee:
Hombers  Degondunic

Kinor

Sergery PO fe3
Hedies

Surgery L o)
Surgery Pige Fii

& Hesbers - MWday but mwot
to ewcend P2 for avery
single period of nonfim—
et for ordinary cases and
mit to excmed P3R for
intensive cavg cases.

b Dependests - Pld/day but
et to eresed 282 for
every  simgle pedod  of
vonfineaeEnt for all czses,

fauliers ohe are  opersied
on for starilization wonuld be .
reisbursed for hospatalization
oxpenses dee to the cneratiom
hased on the Pellowir: calest

VRGECTEMY -
TUBH. LIBATIDN - Wewd
‘The foregoing besafit is

lisited to the sesber avd lega
depandent spouse,



subsequent pamd of
Ris d;ﬁﬁllity, and as
the progress of bhis
recovery W3y reguire,
These berefits,
however, are lisited to
the wand_seyyices only
of ~ an ' acoredited
hospital and physacian,

Rehabilitation services
consisting of sedical,
surgical, ang Maepital
treatwent, including a
talanced program of re-
wedial trepteent  for
handicapped  members,
- which shall be provided
as sogn a5 practicable

Im oaﬂa bemefit
for:

& Tmaw total
. Gieapility or sick

b. Perganent total
disability (logs of
two limbs, perma-
nent cosplete pava-
lysis of two limbs,
glo.) :
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2. The 595/65iS has been duly noti-
fied of such sickness, injery or
tdeath.

An injury or the resalting
digability or death from an employ-
mnt accident is compenssble if:

1, The employee is injured af
the place where his work
requires him to he;

2. ™e senloyee is perforsing
bis official functions) and

3, If the ingury is sustained

elseshire, the awpioyee is
executing an.order for the
employer.

frc  irvcowe  cash - berefil
equivaient to WL of the
average daily saiary rvellt
with & minieus of 4. @ wad -
mviom of 85 . ¢
payable for a period mt Lo
than 128 comsecutive days,

the imgury requiven  worv
extensive treaiment that o
last beyorc 128 days. it 1
payable up to 248 days i o
persists after this pe-iod,
SR shall he M M“ﬂé}’f}i:;
total disability.

fn aaployee whe .5 ant
tled to-this bevefit :hait o

‘paid a sonthly income beefit

for as long as he lives plus
18 for gach of the 5 dependnct
children begimning with the
youngest: and ¥ thous
substitetion.

The wonthly incoue Lﬁ‘nef
shall be guarastesec ror 7. .
years but shall be cuspeada! -
the employee is gainfill



" . Permanest partial

disability (less of
ore thuwb, finger,
iegy ote.}

- & Death

de i Ronthiy income
benefit
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employed, recovers T .
permanent total disabiiiiy, ©
fails to gres@nt niwcelt T
exagination at' least ome |
year  updn motice iy v
Systen,

Tha minigum sonbhly iacie
perefil shall not be lpss iris
Fi2d for 588 end PIEE. ™ ror
SIS,

Upon the desth «f
coveres  esployee  #ho i3
receiving  pRemamamd Kol
disability ~eonthly  frcome
benefit, the Bystem shall  tay
to the pmeimary benefinririss
eighty percht of the weaibly
incoue bend¥it, provided that
the warriage” must have teer
subsisting - af the time of
disability, In addition, Rs
depondentd (minor legitimis
childrem) shall be paic e
dependemts! pemgion.

fi' ponthly income besefit
is aldt’ provided equivalent to
the  imcome  bemefit  for
permarent total dizability but
ligited fo the musber of sodhs
desigrated by law for 2 party-
cular disahility, The muaime
mmthly income bemefil; shiil
not be less than PL20 for S50 X
#1280, 75 for BSIS.  ruever, o
the periof of permanenl pariiid
disability pemsion coes  aub
axceed ong year of Lhe same sy
b paad in lump sum.

. This is providel to ¢
decensed  oember’s  griemy
benzficiaries, glus 18 of suh
berefit for aach of 3 copenduad
children, sehyect to scae luéa-
tations, In the apumnce of
prigary bemefieiaries, - .
secondary  beveficiavies  ave
entitled o 2 Jump sum Lomefol
pquivalent to thirty five Liass
the wonthly imcome berelil.



d.2 Fuseral benefit

L policy ltars

9% policy loams
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Ali. sexbers wit? policies in force
for at least a yaar except holders
of terws, lars resewal golicies.

Regular endowmwent policies shich are

policies with definite satwity and

with cash and loan values . after at
ast § year in foree,

Optiona. additiomal pokicies for
which the solderg pay for 2ll the
presive due and policies of weshers

-already seperated froe the service

but are still in force and for which
premiugs are fully shouldarsd by the
policy holders,

fny seshee—eaployes with 2 regular

policy which has been in force for

at least 2¢ momths.

Likgwise, the sivisw wor':
sncome  bewefit ohs!! o
less than FI2R for 43S an

 p1eB. 75 for BAIS,

A faeral bevefit of ome
thousand pesos (P{,08) snasl
be paid to the bemeficiaries o
o any person who acbuslly
shouldared the burial axpenses
of the decsaned mewuer o
pevmanent  total  disability
pensionsr.

ioan value bf 2 policy s
eithee 508 or WX or i3 rash
valug.

Policy in force and 1ts  equr-
valent loan:
28 eorths
49 sonths
£3 months

= 1 zont): Ycan
- ¢ Monh. lean
- 3 oy lean




Table IV.3 -

8§85 STRUCTURE OF BENEFITS

Berefite ang Services

leportant Dualifications

L G | m—

Pesunt of Bemefits/Liany

k. Social Seruriby Berefits

4
Y3

e

fetivenert
2. Monthly Persion

Sonthiy Pension

Dependents’ Fers.un

B Lump Sen Awcunt

Seath
& Honthly Pension

fonthly Pension

Depentonts' Perzion

i. He is &8 years old, separated
fron seployment and has pald at
lmast 129 sonthly comtributions
before the  sewester of
retiregent; or

£ He is 68 years old ang has paid
& igast 129 momthly condribe-
tions before the sewester of
et iresent,

1. This is granted to gach of ihe
five dupendent children of an
elo-age pensioner heginning sith
the youngest and withwut subsbi-
tubion, equivalant to 1G% of the
sonthly pension.

This 18 grented tc 2 sember who s
68 vears old or over, sagaraied from
eaployaent, hes pais less than 128

wonthly cortritutios amd is et

voluntarily payirg contribubions.

This is granted only $o the grimary
beneficiariee of & decessed weher
tho has paid 36  sonthly

contributions grior to the sessster

of death, .

This is gravtad to msch of the five
dependent children of a decoased

Ainiaus pordhly persicn - Tiad
The eontkly pemsion shall be
the sux of the averar: aomi™y
saiary credit ewltipaaed by -he
replacemert ratio and | /2 of
the average wonthly salary
credit for each cragilec year
of serviee in  ewess of 18
yeurs.

Hinisug depwticds’ pemaion o

aach child ~ Mg

Equivalent to tokel conbiilw-
tions paid ples 6% intersst
therson  from the day he
qualifies to the beweiils.

Wigin wombhly persisa - 50
Pemgion . is computad 75

retivesent,

Minimue depmndants’
for each child - P1c.

(TR



b, Lump Sus Reount

e Cumaral &'afct Berefit

3. Disability

a Honthly Pensicn

Dependents' Pansion

b Lump Suz flaount

4, Sickmess

% Raternity

regardless
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member beginning with the youngest
and without substitution, eguivalent
to 1% of the monthly pemsion.

This s granted to primary
bereficiaries of a deceased meaber

who has paid less than 36 mowthly

coptributions prior to the sesester
of death or in the amene of
privary  bameficiaries to the
secondary bemeficiaries or to any
parson  designated by the sesber
of the mambher of
comtributions paid. )

This is payable to the hemeficiaries
o to any person dho  adtually

‘shosidered the hurial expemses of
ihe deceased mesber or pessioner.

This is graned toa wember who
suffers permanant tofal or pertial
disability and who has paid at least
35 sonthly comtributions hefore the

‘semester of disability.

This i5 gramed to each of the five
dependent children of & persanest
total disability pensionsr beginning
with the youngest and xithout
substitution equivalemt te 10% of
the monthly pension,

" This is granted toa mesber who

suffers permanent tolal or partial
disability but has paid less than 36
wonthly contributions befora the
sepester of disability.

e is confined for at lesst 4 days
due to sickness or inJ@y and has
paid &t least 3 monthiy
costributions within the 12-month

‘perfod imsediately before the

samester of gickneas,

Thisv is granted due to childhirth,
miscarriage or Jbortion  Hewber

should have paid 3 monthly maternity
comtributions within 12-momth peried =

imediately before the sewester of
the contingency. Only the first

Finiaus lup s asourt -#1,40

b1, 000

Winiewe moothly pension - BiiE.
Pension iy computed as in
retirgeent.

Hinizn degendends’ pemsion for
each child - P2,

Hinims. Jusp sum amownt for
permanent total ditability -
P1, 099 '

The daily cash aliowance is
equivalent to 83 th: average
daily salary credit wilh a
minisus of M and 2 o imew of
e,

The daily mstermity oilowarc.

is equivalent to 08¢ of in

smnbes's average da:ly sal.

Cevedit sultiplied by 5 divs.



B. Medicare <‘same as in BSIS)

L. Employess' Compensation

D!{

vice Logns

L. Balary

2. Educational

-

3 Housing

4 Lossunity Hospital

four deliveriss are coversd,

{same as in S81%8)

Member has  paid 3¢ sonthly
contributions and has not yet been
grarted  retiresent pemefit  or
permanent total disability beeefit,

Mewber  Ms paid 2  wonthly
contributions under current aunloyer

or 3h under various esployers and

has not yet boen granted retirewent
benefit or pamanent  total
disability benefil,

Hewher has paid at lpest 12 wonthly
contributivee; he is ot @ hose
owrery he has ot yet been gramted
an 358 housing lcany ang he is not
ware than BS years of age.

_1. Rpplicant sust 2 3 corporation

guly ircorporated under the

Bulippine Corporation iam.

C A M leawt T of iis incorporators

or stockholde«s are dociors of
gedicing or auxilizry wmedical
LRISCRAR L »

3. Sinimuw paid-ug cagital is equal
bu &% 4f the loem to be applisd
fow,

arE—

e momth aalery et oot o
excesg P, 832,

une morth salary tet b o
suceed ¥1,608,

The navimua loan, stich siali
not caceed PIO8, 808, shell
the lowest of the ff, amountsi

i, Feownt applied for;

& fooumt  gustified by the
paying capacity;

3. Loan valee cof the
collateralsy o

b Actual need as deteraim
by the 858,

Loan shall net escesd P74, i
for a -bed hospital
P70, 008 for & BBl hup.tes

WA Vb

Sources: MME&.& < & Loans, Infermation ara Claie Buide;
B‘i} ;1EE5|'$___ icare Lo C%&wm '



- 34 -

Benefits of both systems have been expanded gince the start

of thexr operations. GSI1S retirement benefit was introduced
only "in 1951 to complement’life:inéurance benefit. 1In the
cagse of 8858, disability benef{t was added in 1975, and
maternity benefit in 1978. In 1972, both systems started to
implement  the . provisions of Republic Act (R.A.) 6111
otherwisg: known . as . the Philippine Medicatq. Act wnigh
provides ﬁcaah:: payments for hedical, surgical -~and
hospitalization expenses of the system's members ané,gtheir
dependents. . In, 1975, GSIS and 888 began implementing the
provisicns of Presidential Decree (PD) NO. 626 otherwise
known. as. the Employees’ COmpengétion (EC) and  State
Insurance Fund. The EC's program pays for medical services,
}including rehabilitation sérvice#, and provides cash
;benefzts to the system's members who suffer work-related
Tsickness, dxsability and death. Note that aside from social
spcurlty benafxts, hoth systems alao offer service loans to
their respactlve memﬁérs, thus increasing total benefits

that a member can derive from the systemn.

Aside from adding new benefits, existing benefits were
also . revised to help mroderate .the decline in living
standards. when tha'earnings of faq@ly head cease chauée of
retirement, .disability or death. For examp;é, in July 1975
58§ started.giving monthly pension to each dependent child

not .to exceed five equivalent to 10 percqqt of the basic
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monthly pension in addition to the retiree's pension.

Likewise, monthly pension is given to each dependent ‘child

not to exceed five in the event of death of ‘é disabled

member .

As may be gleaned from Tables IV.2 and IV.3, ®both
social =security systems try as wuch as passible to protect
Yhe employee and | hié/ﬁer family from almost - all
contingencies that would lead to a sha?p reductioﬁ iﬁ*ﬁamily
incomre . Whether the cash benefits derived ‘theréiﬁfﬂﬂre
adequate to meet the financial requirem@nts of a membar and
his/her family after the occurence of a particular
contihgency is of course atiother matter., We ' turn now to

this issue.

Since one of .the objectives of the social Qeﬁﬁriﬁy
system is to replace income of <mployees, the sys?ém‘s
peplacement ratio, i.e., the ratio between cash benéfit# éﬁd
income lost  due to the occurrence of a p@rtiéﬁiar
contingency will be considered first. Note thaf GSKS_‘épd
388 have different methods in arriviﬁg at the casﬁ bénefitsv
specifically pension benefits, for their membexrs.: These
methods are discussed in detail in Appendix I. waevatyﬁ.a‘
few comments are in order. First, the benefits areé based on
the monthlf salary of members in the most recent past: the
last 60 months immediately preceeding the'occurﬁenoé‘ of a

coritingency for 88§, and the last 36 wmonths for GBIS.
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This method vyields higher cash benefits than if lifetime
coverage earnings were used. Second, a maximum montnly
salary credit is prescribed: F1,000 for SS8S.and P3,000 for
GSIs. This is badause the social security is aimed at
replacing only a portion of the lost income deemed necessary
to meet the basic needs of the :amily. Bigh income:'earners
can buy private insurance if they want to bé'eovered more

than the basic necessgities.

Tabié iv.4 presents the monthly retirement pension and
replacement ratios for different monthly salary credits
using‘vthe’ formulae given in Appendix I and assuming 20
yaars' of service. As expected, the teplaéement ratio
decreases as the salary credit increases. It means that thw
system éeaks to protect the low income ' earners more'than
high income earners. Note that the replacement ratio of 888
is conéidarably higher than that of GSIS at the lower income
brackets. It exceeds unity at the lowest monthly salary
cradiﬁ -bécause of the P120 miﬁimﬁm month;yf‘pensian it
enforces, Howevéf, the S88 replaéement ratio dacieases more
rapidly than the GSIS‘replacement ratio., Because of the
P1,000 ceiling. on the monthly salary credit for S8s, its
replacement ratio is substantially lower than that of GS8iIS
beyond the said éeiling. However, the GSIS replacement
ratio drops precipituously beyond F3,000 which is its

ceiling on the monthly salary credit.
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Table IV.4

FETIRDENT PENSIOS R REPLACDNENT RATIOS OF GSIS ASD 5SS
(Years of Service; oB)

Horkhly Salaey I 538

Cogdit Fonthiy Fension P Replommment Ratialhi  omtniy. Pension(F Aepiacesent Aafic(x)
P 3 21,25 265,36 P umes P am
e 166, 9 | - X | 126,40 w.s
00 Y a3 245,68 8.9
o 37008 61.7 K 6.9
808 78,60 88 TR BT
;, 600 | 570,80 7.8 ST3.% 574
L8 1,570.89 X . m% RS

NOTE:  Replanesent ratio 3= he ratio Setwaen the monthly persion and salary cradit.  This ssesare is diffecsid
from she replacement ratio fourd in squation (1) of fpperdix I It is assusexd thal the somthiy sesery
eredit for 555 15 equal to the average monthly compensation for 8515
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The replacement ratios presented in Table IV. 4 may
have understated theé actual replacement ratios since social
security  benefits are not tixed, whila - preretirement
earnings ‘are subject to income tax. If we still subtract
expenses such as food, transporzation; ete., incurred by
workers for reporting to work from preretirement earniggs,

then the replacement ratios could have been a lot higher.

The replacement ratios are indeed relatively  high.
Using income  'replacement as a criterion fori¢ social
adeguacy, it might be said that the Philippine sociai
security system prbvides adeguate brotectionwto its members
because it “reblacss a significant proportion of - the lest
income 6f;mambersy especially low income earners. Howegver,
there are certain qualifications, The average: legislated
minimum wage rate for the past five years was F874 per month
tor workers in the National CapitalfRegioh;and ¥850 nper
month .for workers outside the National Capital Region (see
Table IV.5). ‘It means that monthly salary credits below
P800 become irrelevant for members retiring after 1534,
Hence, the actual replatement ratio fer ﬁeé “retirees
must be lower than 61 percent. - Replacement ratios for most
workers who are going to retire ih the .inear future are
expected to go down unless the ceiling on salary credijt is
revised ‘upwards. There is now a proposal to increase the
ceiling on:Ehe monthy'salary crgdii fo? SSS from ﬁl.OOQ‘to

?

?3,000.“but this was met with' strong »resistance‘ from



employers  who are severely affected by . deteriorating
sgonomic conditions. Government employees have also
proposed the‘revision of the ceiling on the monthly salary
credic from_ yé,ooo to P7,000. But this is likely to be:
disapproved because currently the government is exerting‘

effort to reduce its budgetary deficits.

Thé other objective of the social security system is to
guarantee a minimum income support for the aged, the
disabled, and dependent survivors. The minimum iﬁcome.'must
however be related to the average cost of ODtaining_“baSic‘
needs., Table . IV. 6 shows the average cost of monthly
basic needs including food for a reference family of six.
Assuming  that the husband and the wife support only
themgelves during their retirement age, then they will be
spending about PY85 per month to satisfy their basic needs.
If both were bona f£ide members of the social security‘sysﬁem‘

2/
for 20 years, then they should be earning not less _than

P800 per month to enjoy a pension that can meet their basic
needs (see Table 1V.4). Since the average legisiated
minimum monthly wages for the past five years was above PF80O,
it can therefore be said that the pension benefits giwen by
the social security system are adeéuate to‘ maet . the

retiree's basic needs.

57—

This is a reasonable assumption since the Naticnal Census
- and . Statistics Qffice reported that the average number ot
employed workers per family is 2.0.
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Table IVi5

LEGISLATED MINIHUM WAGES FOR NON-AGRICULTURAL WDRKERS
* “{In Pesos Per’ Mom:h)

ey A= re—

Year : Nat_zonal Capital Areas Qutside the

Region National Capital Region

1975 253,51 253,51
1976 305,27 287.09

1977 363,60 336.33
1978 397.44 369.91
1979 "508.28 480. 00
1980 698.42 671.14

1981 ° 779.72 767.85
1982 803,46 776.18
1983 865,06 837.80
1984 223.87 1,196.34

average: 1975-1979 365.62 345,37
" 19801984 874.11 849,86

Note: Figures assuiie an average of 25,25 working days per month.

source of Bagic Datas National Wages Council,
: - Ministry of Labor and Empioyment




The analysis above has focused on the adequacy‘ of
retiiement benefits of those who are going to retire. in
1985, How about the pensipng of those who retired earlier?
were they sufficiently adjus;ed to cope with the risingicost

of living?

The social security system has been adjusting its cash
benefits in response to riéing'prices gince  its‘ inception
{see Appendix II). Sincé ﬁQSO, SS8 adjusted the retirement
benefits three timas (see Table V.7). To see whether the
adjustments weré sufficient, let us consider a minimum wage
worker who retired or th: last day of December 1979.
His/her average monthly salary. income amounts to F365.962
which earns him/her a monthly salary credit of P425 (see
Table 1V.6 and Appendix I)}. His/her corresponding monthly
pension then is F315.42. If his/her pension . were
immediately adjusted in 1980¢, then by 1984, his/her monﬁhly
pensién 'shall have reached P522.34, an increase of 5.6
parcent over his/her initiél pension. - However, the gqn&ral
pricé level {using CPI)} rdge by 105.2 percent duringﬂ}the
same period. This suggeste that old retiregs aré gqtning
worse off since the increase in their pehsionﬁlags‘vefy much

behind the increase in the cost of living.

The basis for arriving at death and permanent
diSability benefits is more or less the same as that ‘for
retirement benefit., So, we have more or less a fair idea of

the adequacy of these benefits.
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Table IV.6

AVERAGE COST OF MONTHLY BASIC NEEDS IN NON-AGRICULTURE,

NATIONAL CAPITAL REGICN BASED ON A GIVEN
PATTERN OF FAMILY EXPENDITURES
(For a raference family of six).

Year ' Monthly

1975 P 823,90
1976 ' 875.10
1977 | 944. 40
1978 | 1,015.50
1979 1,206.60
1980 1,408.80
1981 1,563.90
1982 - 1,784.40
1983 1,978.20
1984 2,954.10

Note:

-

The National Wages Council (NWC) estimated the
average cost of daily food and other  basic
necessities (ACDFOBN) to be P52.13 as of June 19281,
Using the growth rate of the over=-all Cri for Metro
Manila, the average cost of daily foo¢ and other
basic necessities were derived then multiplied by 3¢
days to obtain the average cost of monthly basic
needs, :

Source of Basic Data: National Wages Council,

Ministry of Labor and Employment




Table IV.7

ADJUSTED PENSION OF A MINIMUM WAGE WORKER WHO
RETIRED AT THE END OF 1979

{Starting Pension:

P315.42 per month)

Year Adjustment Adjusted CPI

In the Pension(%) Pension (1972=1090)
1980 20.0 pP378.50 294.6
1982 20.0 454.20 364.9
1984 15.0 522.34 604.4
Incre;se: 1980-1984 65,6% 105.2%

Note: The starting pension was derived usihg Table IV.5

and Appendix I.
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The sickness. benefits of the system are grossly
inadequate. In. the event of non-work connected sickness or
injury that reguires the employee to be confined in a
hospital, he/she may avail of the sickness income benefit
which i§ not to excesd twenty pesos a day. Additionally,
he/shé nay avail.of the Medicare benefits. However, total
sickness benefits, i.e., sickness income benefits plué
Medicare benefits, are not encugh to defray the cost of
 hospitalization. This is ‘clearly shown below where

maximum Medicare benefits are compared with the average

price a typisal private hoepital charges for some of its

services;
. Maximum " Typical
Medicare - Private
Benefits Hospital
1. Races for room. :
and board ’ P22/day P75/day for ward
2. Gpe?ating fee A
for medium :
‘gurgery 50 P405
3. Surgeon's fee
for medium
surgery F325 variahle - §2,000-5,000

C. Financing the Social Security Program

The Philippine social security system follows a reserve
method, not a “pay-as—youféo“ méthod, of financing. The
system collacts contributions from both the employees and

employers and sets up a reserve fund to pay current and
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Table. IV.8

SCHEDIRE OF CONTRIBUTIONS FOR SSS AND 6516

" employees covered by 585 and as‘s,

as follows:
Momthly Salary  Momihly Salery
, Credit
Balow . P 4590 P 5.0
PO.® - PY 75.00

lw.ﬁ - 349- 99 1&5“

Fund  Salary Base Contribetion Rate/Policy
& For eeployees 18 Salary drackets as follows:
covered by 586 ‘ _
Range of Momthly m_z_ﬁg;_ B.4% wonthly salary crel:t,
Salary Gredit - _
. 3,33 fo he condrinted
RE - BR e .
10,0 ~ 143.9% 125. 90 5,67 to te owiributed
159.880 - 199.9 175,80 by eaployer.
209.00 - 249,19 5.
2R - 249,99 00,00 For a momtnly ghlary of over.
9.8 - 493,99 425, 08 71,088, the omtribution is
089 - 9.9 60R. 69 hased on 2 menthly calary
8.0 - 8N.9% 850,00 credit of #1,808.09,
- 599.08 - DVER 1,000, 09
b, For esployees 3 Salary rackots ag follows: gt A the ackual monthly
novered by SSIS sajay distributed as follows:
Range of Honthly Salary ! )
n - Emleyes Eaglover
¥ L8 ~-F 208.0 or less .% 1§5‘»»5ﬁ
over 206.8¢ - 3,800.00 or less % 9,5
aver 3,800.30 - _
first 3,008,900 .5 9.?%
in gxcess of J, 903,09 s ¢, 5
. Mpdicare 8 Salary brackets applicable to 250 of the wmonthly .aice

eradit.

1,258 to he mnbeibaise )
eaployer.

1.2 to be roabritnia, .
 euployen,



159, 2%
om.R - uH
w0 X 343,99
35@. & - Q?S. gg
w' % - w

H

193,99

I

175.00
2.
308, 99
485-“

i Saiary rackets the same as
thosd wmdier the Social Seeurity

» Mr&

fAoseal monthly salary..

Fwawnthl)} salary -0 0o

BD.88, the . cortrikil: s

based on a wonihly s -

eredit of FOS. P

1% of the nomthly sela ¢ o

Yo be comtraduted by thue eup. -

yer but sof to exnped RiG
par peplovee,

12: of she actual  avmt' -
salary to be contribwted so0i-1y
by the ewployer bt wr ™
«xpeet P30, 90 per ewployz)




future benefits. The govefnment guarantees payment cf the
prescribed benefits without being diminished and accepts
general respﬁnsibility for ﬁh; solvency of the system.
¥

The schedule of contrib&iians:for G5IS and 888 is given
in Table 1IV.8. To determine the actual_;qmpqnﬁ_ of
contribution of employees and employers, SS8S us;Q ldﬁéhlﬁry
bracké?s with a maigmum salary base of Fl,000 Qét“*ﬁpnth.
The cortribution rate for the S5S's social security proper
is 3.4ﬁ‘percent of monthly salary credit divided into the
fo};owin@: ~3.33 percent to be shouldered by empioyees; and
5107. pefcest, by employers, The same contribution rate

"~applies £er the different monthly salary credits.

Unlike S$3S8, GSIS does not hé@g a Qa?imum‘saléryfbaae.
G8IS' contribution rate is relati%ely ﬁﬁéher - 18 percent of
the actual monthly salary. This is to be divided by the
employee and employer depending on the former's actual
monthly salary. Note that the contribution rate for
employees increases as they move up to a higher salary'

bracket {(see Table IV.B).

Table. IV.9 gives the smount of contribution dub from
employees and employers according to monthly salary credit.
Note that for salary credits sguivalent to F1,000 and‘beldw,

- a government employee pays a payroll tax twice greater than
an employee in the private sector falling in the same

salary credit. Beyond #1,000, an $5S member pays a fixed
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Table V.9

_ 5,5':5~ ) I _ 556 _
Konthly Eeplovges* T e . ¥ _
Soiary  fovial Secwity HMeficie  comensabion Ttal for G  Goeial Secwrity  bedicare Cowpensstion Total for Grand
befit B BE E DR  (@Rouy) B DR Toal B 2 BR & of  Goly B BR Tl
s L 26 0B &N &S 2@ A5 S5, 08 LD 4B LB eZ LW 2E 2%
m® 56 L% 0% LB T hE M0 1615 218 4B 6% &% &% L6 &8 %8
5 a8 B LS LS LE RS 5% XS5 AW 68 LS LB LS 565 9.2 1485
B0 I8 e 22 @ LTS 53 RS TS MW L8 X 2@ LD 1% 1295 .85
258 110 2.4 28 280 2% A% A4 4D LB LW 28 a8 28 03 6 BB
wmw B %% A% 4™ AN A5 K5 K MW 5@ L% 35w QK a4B S0
W50 BB RN 53 5T AZ A N8 A5 Wb 28 5B S 4B 55 LB RE
e @ SLe % LR 68 BN MW A8 ME B8 L% LR e A% % T
wete 008 768 TSR S Be  TEE LW LM X7 4% LB 5% LB %A %6 R
900,08 ES.G0 W60 130 L@ W8 W5 A3 458 1A MW LR LN N6 W0 B2 1090
0.8 SR 50 15 13 BE AW ¥nmoWSH GSE MM TN LR #0156
" 5 L‘*.% .0 ?,5‘%1'?‘% X R2.5 51250 5.8 3522 W OLWM LR 19,86 48,50 68,28 109.89
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rate of F40.80 per month because of the maximum salary base
impésed, whereas a GSIS member pays an increasing amnunﬁ
aven beyond 3,000, For example, a GSIS member eaxning
P5,000 a month contributes F322 per month, which is almdﬁt
§ times what an 538 member having the same :sglary RRYE.
Note, howevekr, that GSIS members have more benefits, .U,
life insurance in addition to retirement benefits than 558

members.  This somenhow justifies a higher contribution rate

'for'GSISw

885 self-employed members have to shoulder both the
employee 's and employer's contributions. 1t is therefore
understandable that many self-employed have shied away from
the s@cial security program to free themseives of  the

additiénal tax burden.

The total annual contributions of GSIS and SSS me&bér
are shown in Table IV.10. Although GSIS members are fewer
than 5535 members (see Table Iv.l), the Af&rmer's annual
contribution exceeds the latter's. This is because the
GSIS' contribution rate and salary base are higher than

those of S5S.

i

Tt is té be noted that the ratio of amnual contribution
to annual benefits payments greatly exceeded unity fcﬁ all
the years the sociil security system has been operating (see
Table IV.10). However, the ratic declined in the last two

years in view of the deteriorating economic conditions. A
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Tabie %18

TATAL CONTRIBUTIONS AND BEMEFTTS FAYMENTS OF THE SOCIARL SEQURITY SYETEM
{Pmount in Million Pesas)

5§58 .. SYsTEN

YERR : gg : Contr ibat iom/ L Contributions/ . Comtributions/
Contributions Berefits  Bemefits Contridations Barefits Benefits Benefits
%2 une a7 . 26 - &2 L ae e 34
B 13l 4.5 2.8 ™I 14 b 3.5.
B 1663 5.7 3.0 m6 a7 58 L6
85 186 Bhi at 9.4 144 &8 3.8
B B ‘el 15,8 83 &3 3é
g e 8.2 2.9 T - % &5 a2
B T %8B b ST X S A a7 2.9
8 32 28,5 BE 15,9 43,7 35 2.8
- - 8 142.2 2.5 168,8 4.8 34 2.8
M5 19,1 e X X 3.6 P4
R’ MLE 95,7 2.5 23,0 7i.8 3.9 kA
5 oS8 3AT 16 PR X S WO %3
% W2 3.2 1.6 307 28,5 21 3
5 6RE . B 1,8 .2 21,9 2.5 &1
X 431.8 1.9 &9.7 34 2.5 2.2
moows3 4L 2.0 w9 me 28 2.3
B 11590 632.8 1.8 11046 §78.8 23 2.8
9 14459 £34.8 2.2 1445, 4 5%6.7 2.5 2.3

15408 4.4 2.1 AN Y 2.4 a2



31 . tml m- 3 El : 178519 ?9105 2.‘:?.. an 2
R M53 1044,3 29 1983 16166 Ly Ly
B me 170 LA 19983 02 L7 1,7

Hote: From 1962-76, figures pertaining to 65{5 were based on fiscal year while those froa 1976~1388 on calendar Yéa
These figures include contributions and hemefit payments from Medicare any Swployees' Cospisation,
Sources: Philigpine Statistical Yearpook, varicus issues,
Annual Reports of BSIS and 958, varigus years.




lot of workers Vere‘laidvoffy‘,énd therefore, were not
contributing to the gystem anymore while the number of
beneficiafies'énjd§ing the systém‘s benefits has continued

-3/
to rise.,’

" Both GSIS and 8SS are required by law. to put all their
revenues, i.e., members' contributions, interest income,
etc., not needed to meet their current administrative and
operational expenses in the "reserve fund”™ which shall be
used exclusively for the payment of benefits. The
persistent excess of contributions over benefits upafments
has enabled the system to build up its  reserves gquite
rapidly (see Table IV.1l). As of December. 1983, reserve
funds of the system amounted to P28B. This is certainly not
an insignificant amount. Thus, the system is going to be
self-sufficient. in the medium term unless its reserve funds
are unwisely invested or if its benefits are substantially

| 4/
increased without a corresponding increase in contributions.

-3_/ .
In 1983 alone, 75,428 workers were laid off. This
increased to 86,186 workers in 1984,

&/

See Appendix III for the analysis of the rate of return
on the reserve fund of GSIS and SSS. '
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Table IV.11

EEBE FUES
(in bidiion Romes)

3/ 1/

YEAR ] , 818 Tosal
(P! % Growth Rate (B} % browth Aate (P} % Groeth Rale

1957 6l - 239 - 318.8 -
5 WE 4865 ¥z 195 e &
58 L6 1694 A2 185 St . 24

) 01 B9 677 6% 1277.8 1545
61 €S 494 4.9 28 1384 2.4
62 2.2 ' .3 23 ~L8 1%L 37
63 sae W 24,6 %6 54,8 141
B4 o/ C S St S UN I & 13,8
& 4&«.. XN B .8 e 146
%  SLe 2 L3 e 2783 13,4
&7 £, 156 TG 09 2L 13
6 B4E  iB.d 007.5 L2 2Mal 3.8
£9 953, 7 7.9 2357 i8.6 3263, 4 12.4 |
% el 1.8 ¥Rk %3 36845 18,6
n 1358 105 12,1 1.2 B23.0 16
72 998,525 BThe %3 4SRT 13,7
72 kS 2S5 20 BT SR~ 8 62
% MBI AS WLE a6 SMLE iR
73 Mee3d a9 . WS a6 ThLe )
% BBI 2T e e 88717 .1

n 48357 5.4 559,77 134 Y81
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5756, 8
6738.8
7665, 2

91738

10838, 2

ié1:8.5
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g
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11638.5
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1658,6 ¢
28394, 3

24353, % =
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<%
P

28,8
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1%

15.8-

includes resevve funds fros Medicare and Employégs” [ospersabion.




V. ECONOMIC EFFECTS OF SOCIAL SECURITY

Social security is a form of intervention that
influences people's ' behavior. The current pattern of
consumption, saving, labor supply and incomngistribution
could have.been different if’socia1~secqrity ,wgrﬁ éﬁaent;
This section examines the effects of social:[seéurity on

saving and investment, labor supply and income distribution,

A, Social Security and Saving

One great concern about having a social sbourity
program 'ia.that it may have reduced the volume of saving in
the economy. The reason is straightforward.  Workers may
have included future social security benefits in their
- saving plans. Specifically, workers who ragérd
contributions to the system as saving might | éave
less on their own. Thereiis therefore a 'substitution of
public saving for private saving. Naticnal saving will not
be affected so long as the decrease inApersonal saving is
offset by an increase in public saving. However , a*pfdblem
arises if a country .uges a “pay-as-you=-go® methgd of
financing since in this case, public saving is zero. | The
net effect therefore is a reduction in the .vbiﬂm@ of
national gaving. Assuming foreign saving is zero, then the
lower volume of domestic saving reduces 1nvestment;: and

thereby lowers the rate of economic growth.
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The Philxppinas does not share the same concern Qincé
its social sacur;ty system utilizes ; ”reserve ' not a _pay—
as-you-go ‘method of financ1ng. Under this scheme,_.vﬁhe;e
is 3u§t a tranafer of saving frcm the private to. the
gover?meggk gectcr.;’ It may even b@ argued that the soc1a1
security system helps increase natlonal saving because it
forces mambers to &ave a certaln pertlon of thexrv ;ncqmé
every mnnth durzng their workinq life. Since it 'is a
payroll tax,_ workers cannot postpone saving regardless of
the economic clrcumstances that may emarge. In the case of

volunnary savxng, workers ﬁave less compulsion to save

esgeclally lf an emergency &21&93-‘

‘Thisf'@aper‘dces not~concern-itself with .the way 'social
security éffects saving behavior\o@ﬂindividual&*tor several
reasons. First of' all, a single: theory is needed that can
adequately ‘Gescribe the saving behavxor of people who ‘have
diverse socio-economic and cultural characteristics. - In
eéconomically advanced countries, studiesw‘usiﬂgu“various_
models. notably the 'llte-cycle model," the multingeneration
madel' and 'the short—horxzon model, to determlne the
extent of tha association between 3001a1 securxty bene£1ts

and savxng had produced conflxcting results. They are not

therefore good bases for policy planning and foxmulation.

}_/ ———
- Bee Aaren (1982)
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Second, even if we attempt to do similar studies to resolve
the gquestion regarding which model best deécribé;';the
Philippine case, existing‘dafa compiled by both the'NaEiaﬁél
Census and Statlstlcs and the .two social security aystemﬁ do
not permit such kind of analysxs. A survey spacmﬁiﬁally
designed to answer the problem is needed, \HdwéV§f; the
return on this undertaking is unclear, Laatly, 'since’ dur
main concern is with the movement of capital stock, a stuﬁy
to determine the extent of the effect of social security @n'
personal saving is 1mportanu 80 long as the decllne' ih
personal saving due to social security is nét”'bffég%Lwhy
public saving. In the PhilibSine case, howevef; the éééiﬁke
in personal saving, if ever tﬁere is, due to'sociai'BECGfity
is  offset to a certain degree by a risge in puﬁlic ‘saﬁing;
hence a study on the relationship between soq@al“aecvpity
benefits and saving behavior of individugls is .. less
important. The following discussion will ingtead deaégjbe
the céntribution of the social secﬁrity systq@;tO‘the .ﬁL@W

- of loanable funds.

Table V.l describes the importance of social securfty
in the financial ‘system. Total assets ‘of :the social
security system comprlse between 7 to 9 percent of the t;tal
asseta of the entire financial system. Its share in total
assets 1is even bigéer-thén that of the private iinnurance

system which includes more than one hundred llfe and nmn— '

i

life insurance firms. The growth rate ‘pf.;mys assets

averaged 19 percent annually during the period 1976-1983.
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| Table V.1
ASSETS OF THE FINANCIAL SYSTEM, PHILIPPINES: 1975-83
- {(In Million Pesos)
i T— N " "
- Total Government Private Social
Year FPinancial Financial Insurance ©  Security Systo.
~ Systewm System System (GSIS & 88&:
1975 96,674.00 57,880.00 4,224.5 7,162.16
~(160.00) (59.9) (4.4) (7.4)
1376 113,959.30 77,370.00 " 5,230.1 10,148, 4¢
(100.00) (67.3) (4.6) O (8.9)
1977  129,644.00 83,650.00 6,167.5 11,483,809
(100.00) (64.5) (4.8) : (8.3
1978 162,562.40 101,750.00 7,803.,1 13,215. 1
©(100.00) (62.6) (4.8) (8.0}
1979  203,613.20 128,160.00 8,955.1 15,633, 4%
. . ‘ (100»00) v (6209) (404) (a7
1980  247,768.70 = 161,140.00" 9,997.4 18, 502. 70
- {100.00) (65.0) (4.0) (7.5}
1981 289,296.60 181,380.00 11,333.6 20,802,905
7(100.00)" (62.7) (3:9) (7.2}
1582 343,970.00 235,580, 00 13,715.7 25,145,17
(100.00) (68.5) (4.90) (7.3}
1983  418,091.40 305,910.00 13,715.7 28,546 66
~(100.00) (73.2) (3.3) (6.3}
Note: Figures in parenthesés are percent of the total financial

systenm.

are included.

Sources:

It does not add up t

o total because

‘Nomura Resedrch Studies (1984)

18 and SSS Annual Reports, various years.

not all syste..-



As pointed out in the earlier section, the social
security system has been accumulating large reserves through
the vyears. The charter of GSIS and $88 allows them to
invest funds not needed to meet current obligatidns,“ It is
worthwhile to note that the SSS charter is more specific
with fegard to where ’to place its investﬁent fugds.
Accordingly, excess funds ara o be inveééed in fthe
tollowipg: (1) interest~baaring bopds or securities of the
government ; (2) interesthearing depbsits or securities in
any. domestic bank doing bﬁsinesa in the Philipﬁines{ (3)
loans or interest—bearing advances to- the Natignal
Government for. the constrdction of permanent toll bridges,
toll roads or gev&rnmentiaffice buildings; (4) éirect
housing loans to covered employees and . housiﬁg projects
giving priority to the flow-income groups;  (5) credit
facilities for small short term loans to covered empldyéés;
and {6) other income~earning projects and investﬁ&nts
secured by first mortgages on real estate collaterals. On
the otner hand, the revised GSIS Charter stipulétes that
investment of its excess funds is left to the discretion of
its Board.g/ N&te that bdth systems are required to place
funds in developmént projeéts whose social rate oé retu:h‘is
expected to be high and, at the same time would give them a

reasonable return on their investments..

2/ | - '
Before the revision of its charter in 1977, GSIS used to
follow a specific investment guideline similat to that of
S885. '
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The magnitude of the COntkibution of the social
security aysﬁem to the total flow of loanable funds can be
gleaned from Table V.2. Its Loans outstanding comprised
between 9 to 1] percent of the total loans outstanding of

-- 3/ |
finaucial gstem during the:period 1477-82. However,

""" Cou
P

its biggest relative contribution can be found in
investmants. Its- investments portfolio ranged between 10 to
‘18 percent ot the total investmenis poﬁ&ﬁaiio‘of the . entire

financxal system durlng the same: period.

The social éecurity wy:tem'q impact on gross domestic
savings can pa opserved from Table V, 3. ~ The shatevof the
system's contributions (payroll tax) in ;otal gress domestic
savings rangea from 7 to 11 percent during the period 1962~
1983. | |

Tables V.4 and V.5 summarize the investment preferences
of G81S-and 588, respectively. GSIS has increased the share
of stooks ,and bonds at the expﬁhae of real estate loans.
Note hat the former mainly c0n81$t of private securities
issued by private firms most of which were recently acquired
or taken over by GSIS. On thé other hand, S5§ seems to
behave more conservétively. A significant proportion of its

investible funds are deposited with the twe government~owned

3/

Earlier years could not be included since the Central
Bank started reporting loans only in 1977. Before that,
the Central Bank reported statistics gn loans granted.
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Table V.2

THE SHARE OF GSIS AND 8588 IN TOTAL INVESIHENT&
AND LOANS PORTFOLIO OF THE'FINANCIAL'SYsﬂEM

S

Investments Portfolio woans Qutgtanding

Year. Total{¥M) (&) Share of Te.al (PM) (%) Share of
GSI& & 8S8 GSIS & SSS
1877 14,143,2 10,0 . §3,447.2 11.4
1978 . 17,324.5 5.9 81,021.2 ©16.4
1975 21,703.3 16,9 99,418.2 8.6
1980 25,142.9 18.0 115,227.2 8.7
1981 30,462.6 15,6 134,193.6 9.6
1982 38,118.3 17.4 154,359.6 9.2

Sources: (Central Banl Statistical Bulletin, 1983;
Annual Repoits of GSIS and SSS, varicus years.
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Table V.3

SOCIAL BECURITY SYSTEMS CONTRIBUTIONS, BENEFITH,
ASG DOMESTIC SAVINGS AND SROSS NATIONAL PRODUCT
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i/ i/ Bross Bross © 1/3 1% <75 S AN
e Lorteibubions  Benafit Ronesd ic Nefional o in % n i i s on
Payment Savings firodust K ‘
el 27 Wk T R N S S T %
8 nsd 683 w3 7+ S S SO SRR - %
G & £54 218 2% N6 L 2k 83
M3 TAS 3378 23 84 Lp a2 &3
& 328, 2.5 %71 AT W LE S b
B8 TR =2 ZUTT 1B L 33 R
58 3935 adheh %L W% ALk L3 AR R
69 486, | i73,2 S WM L3 LE 8L RS
® 8.9 2912 7 sy 4 W3 38 el
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am———



- 53 -~

B AN T MSH e L6 L3 32 B
8 31665 14028 42869 PBASK 14 L2 ik &3
8 36269 1559.8 47285 W T L2 35 a3
@ NS A8 B SME T hé 56 66
B A3 2BL2 M T a7 Gl 61 &6
Consist of 8813, 888, Madicare, i Smployee’s Comprer oo
Sowces: Philigoire Statistical Yearoook, yarigus vears;
S _Aghia 45, VArAOUS fars;

 National fccounts Staff, NEDA
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banks, namely the Philippine Nétional Bank. (PNB) and
Develobment Bank of - the Phiiippines {DBPj, which in turn use
the fnndég for Jdevelopment proje#tsy it also ~lends a
substantial ambﬁnt of money directly io ‘the national

goverﬁmeni and to Ehe nonfinancial‘gavernment corporations,

fhefé is no doubt that the sqcial security system has
increésed the £low of loanable funds of the £financial
system. ';Specificaily, it has contributed a significant
amount cf:nOn-inflationary funds to the government and its
instrumentalities that car be used for development projects.
Whether . the investmenft ot the system has been made
efficiently, aﬁd whetier it haé helped accelerate ghe
development process are indeed important issues; bdbut 'tﬁey

already fall beyond the purview of this paperQ

B. Social Security and Labor Supply

Sociél security affects decisions of workers with
regafd tQ‘ work effort and the amount of leisure to be
consumed during‘theirbwhole life time. It ﬁay induce more
peaple to retiréreven at an. early age s0O lpﬁg»as they are
assured . of ~an -gcceptable minimum income_;suppqrt. This
consequeﬁtly reduéés labor supply which iS‘bédly needed by a
growing economy. The social and ftinancial cost of a
saverely reduced lébor’supply or labor force participation,

espepially ambng the middle aged, is‘certaiﬁly not going teo

be insignificéht.i
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There are three reaéons why péople retire,'pgrm&nently'
cr withdraw their supply of labor from the marfet, First,
thev have already reached the age dfncompﬁlﬁory} fétigeMent.
Second, retirees‘ may not like to work to:enjéy fully the
retirement benefits. This is called the éarninés ieét. And
finally. retirement benefi£S?are not_substantihilyﬁbélbw'the
pre~retirement income. Thié encourages retirement not only
among the aged'but also amohg the younger onéé. | This"is
called the benefit effect.g/ﬁétirement policiesfof GSIS are
quite different from $SS.  For GSIS, retirement is
compulsory for en employee‘at age 65 years with at least  15
years of service, Howevér, if at age.65 the employee @a?
not- yet‘ complated 15 yeérs service he may Dbe allowedjwﬁw
continue ii“ the service to complete the 15 years. In #he
case of éSS, retirement is not cowpulso?y. . However, an
employee may retire at the age of 60 or 65 years so;longwlas'
he has paid at least 120 mbnthly contributions prior toffhe
semester  of retirement. This ~regulation may - have
conditicned both employers' and employees' attitude toward .
age 60 or 65 as the normal fatirement agé; and?this: gets
reflected in company policies. Moreover, the égeéenae‘of
social sécurity rmay find it sqcialiy aéceptabie'fpf firms to.

replace aged workers with younger, healthier and better-

i/ | o | .
See Munnel (1977) for a clear exposition of these
concepts. _ o ; \
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educated workers’. '’ ¥his practice may ‘have set’ the- tread :sor

early retirement.

The . earn;ng$ test. if fully enforead. makes it
dlfﬁiault S@r :et@raes to re-enter the labor foxae. ' In the

P *;w'..-
case of 6818, if.a nenaioner who has received a lung sum is
LT o .,'
re-employed, he/she shall refund in full to G&Is tha anount

corresponding to the unexplred portions covered hy the 1ump
sum, In addxqion.‘ his/her pens%pnsshallthan suspended ,
unless he-téébi63é*a'éémpénsation’ﬁbwet-thanghisigﬁmaion, in
which case he/she ehall receive the differsnce.: Inihe case
of SSS, monthly pension-shall'be5ﬁ§6ﬁced.'~%ﬁutaadwaf"being
suspended , upon.. re—ﬁmployment of an ald age pensionar who is
‘less . than 635 years old. But the raduction is é&%stantial
~that - it disnouxagqa the pensionev £rom joiﬂing the labor

force again. .

uSOGfgi. security benefits ﬁaf‘rhave:»b@en? attractive
enough so that those who quality for retimement: would : opt
not to extend their working age anymore. - as shown.in the
earlier Bection, social security benefits . replage: a
subéiantiéi'}bropoftiﬁh7of pre-retivement 1n¢obe<fespediﬁlly
among low~income earners. ‘Thusyiﬂﬁhe:eisQQmEMto hﬁ:;L&ttla
- incentiyve . for workers to :enain‘in;thqvlabqﬁsdfarca. High
replapepemp'pggggﬁnay‘have been aided by poxiéies.fhgt allow
‘early retirement. dTbés is especﬁélly true with GSI8. Under
its WGRQ;“%tnggtireuent.Beﬁefit, any official or employee



regardless of age may retire provided be has rénéared at
least 20 years of service, the last 3 years of which ‘éra
continuous. Thus, one who joins the civil service at age 20
Amay retlre at aga 40. 'GSIS' Annuity (Pensxon)‘ﬁbnefit Plan‘
also allows retzrement as early as age 52 provided @ertaln
qualificatlons have been' satisfied by the empidyéé “feee

Table IV.2}).

The possible reasong why labor force_‘gartiéipaﬁion
among the aged could deciine with the presence of sacial
"security have been discussed. It is\appropxiat@ at thls

junction to refer to some gvidence.

Tahle- V.6 gives the labor force partxcipatian ' rates
by age and sex for four aelected years. ' Noté¢ that the 1976
'and 1984 survey data are not - comparable With those ' of
earlier years because of a change in the referéﬁcéwadw?”bf
persons inciuded in the Iabor force and the change in  the
reference period. Daspite this dlfference. one can dbﬁ@rve
a consistent pattern from the data; that.IS, the aharpest‘
drop in labor force'partiéipaCianjogcurred at age.65~ years
and over. Age 65 may be an important milest@neA‘ié_;the

average working life in the Philippines.

The 1976 'andwlgea data on labor force' participation
yield severnt 1nterest1ng insights. First, a prdnauhced
‘drdp in labor force particxpation is observed in ‘e 55-64

agé cohort. © It means that a significant ptopdrtian of the
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relative;y younqer people have withdraWn their laber supply
from-the market. One m1ght attrihute it to socialfsecurxty,
and there seens to be some truth to it, Basea on a very
rough data provided by GSIS, about 83 percant oﬁ the. 6898
retirees in '1983- retired in 1983 at the age. between' 55
and 64? years (see Table V. 5).5/ As expected} é greater
.proport1on of women retired at an early age than man. " Thus,

retlxemgnt ‘policies and benefzt&  of the social securvty
syatém ~may have encouraged early retirement.  Howaver,
caﬂtion‘mﬁét be exercised in attribﬁting-the decline in the
labor force participation among :those whoéeA:age range
between 55 and . 64 solely to sacial security. In the fxrst
place, the social securxty system has covered‘oﬁ;y about 50
«~ 57 percent of the labor force (see Table IV.1). Others
who retired may have a private pension -plan.ﬁ‘isecondly,
other :eccnomic factors, such as rising income qf children,
difﬁiculty in finding a job, etc., could have bsen at work
wgﬁéh might have helped the aged decide to withdraw their
‘i;bor supply from the market at a relativelg early -stage.,
;Unfortunately, lack of data prevents an analfsib'that could
isolate the effect of those factors from ﬁh;'{eifect of
social security on labor force participation, ; §nd.1ast1y,

life expectancy may have influenced workers to: retire at an

3/ |
58S could not provide us the same information.
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Table V.?*
ACTUAL AGE OF RETIREES UPON RETIRING, GSIS: 1983
..Age Group Total Male Female
35 ~ 44 7 4 3
(0.1) (0.1) (0.1)
45 - 54 54 30 24
(C.8) (0.7) (0.9)
55 - 64 5,744 3,301 2,443
(83.3) © (80,0) (88.6)
65 & over 1,093 804 289
. . -~ (15.8) - (19.0) (10.5)
Total 38 . 4,139 2,759

Note: Figures in parentheses are percent of corresponding

total. - Average Monthly Pension: ~Male

Female - 61,20.

Sources: 'GSIS:? based on 6,898 retirement envelopes'(1983)._

Female ~ P766.90, . Average Age: Male - 61.49 years;



sarly age. In the Philippines, 1life expectancy was .62.85
years as of 1983, which is below the corpulsory retirement

'age of 65 years.

the second important insight that can be obtained from
the 1976 énd 1984 survey data is that l&ber force
participation rate of almost all age cohorts has tended to
increase over time, For the 65 and over aée cohort, labor
force participation rate virtually remains the same. This
trend is the reverse cf what can be cbserved from the 1965
and 1971 survey data. Note that 1984 was the worst year
for the Philippines in its post-war history. GNP dgelineﬂ
by 5.5 percent inflation rate, averaged 50 percent for the
year, and tﬁe peso was devalued by 32 percent vis-a-vig the
us dollar. Thus, data on labor force participation séem te
suggest thét during sevaﬁe economic difficulty when real
family income is substantially reduced, more people would
tend to join the labor force with the hope of augmenting
famlily income. Those who already left the labof fqrce would
re~enter. The aged is not an exception to this case, as may

pe gathersd from the data.

AS shown  in the earlier part of this sectiaﬂ; "reai
income of pensioners has been declining quite rapidly. This
could be cue of the considerations for retirees to .re-enter
tne labor market. The other is that ;he.sarﬁings test is

not effective for at least two reasons, One is that the
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two soclal security systems lack the capability to check any
viclation of the, rules and regulations on retirement.
Secondly, opportunities for evading the rules and
regulations .on retirement abound. For example, a retiree
may use his lump sum cash benefit in setting up his/her own
business and register the said business in the name of one

of his/her children.

In sum, the evidence seéms to suggest that social
security has encouraged early retirement. However, its
effect on labor force participation is weakened beéause of
its limited coverage and inability to enforce the éafnings

test.

C. Social Security and Income Distribution

This part of the paper attempts to show some evidence
regarding theA effects of social securiﬁy on income
distribution. The results of the study done by Rosenberg
(1970) are mainly noted here, Before a summary of his main
findings are presented, some comments are in ordef. First,
Rosenberg's study examines only the effects of S88 6n income
distribution. However, his conclusions can aﬁply as well
to GSIS since both social security systems have
fundamentally the same structure of benefits and
contxibutions, Second, his study makes use of 1967 data.

However, if his methodologies are adopted to analyze more



recent data the same conclusions are expected to result.
The main reason is ihat the structure of benefits and‘
contributions of S58 have basically remained the same,
although' the‘leveis of contributions and benefits have been

adjusted upwards,

Tab:le V.8 smmmaré:ﬁs‘ the results pertaining to the
effacts of 888 c¢n inruome distribution of the whole
Philippirne populatioﬁ using three family income brackets,
namely Low: PU - §2,499; Middle: ¥2,500 - P4,993; and High

¥5,000 and above.

The distributional ihpact of ﬁhe payroll tax was
analyzed using three alternative assumptions: 'AC = the
full employer tax is shifted backward on the werkers; B =
oneé-half of the employaf tax is shifted backward and one-
half forward; and C = the employer tax isvbﬂrne one-third
by the emplover, one-third is shifted to consumers, and one-
third 1is shifted onto the worker. The first three columns
of Table V,B show - the ratios of contributions to family
income, They suggest.that contributions oOv thetpayroll tax
is.progressive. That is, the payroli'taﬁ takes‘from_high—
income families a largervfxacti§n~0f income than from low-

income families,
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EFFECTS\OF S56 ON INCOME DISTRIBUTION OF THE WHOLE PHILIPPINE POPULATION
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B = benefite after contingency

L = berefit value of loans = interest savings on lgans.
Y = family incose,

Net Transfer = (Bemefits + L) - Comtributions

. - - . . a8 . g , . a ’ . B ip H
Source: R E. Rosepberp. “The Effacts of the Sogial Spoweily Sysiow (580) un laroms Redicirijytion
. \ ry ] I ) I . . . h g
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The effact of benefits ou income distribution is-
analyzed by using after-contingency family income position,
i.e,, the family income pbsition after taking into account
reductions in income causedé by retirement and death of the
family's bread wihnerw The ratio of henefits ‘to. incone
civer v salunn (40 inﬁiéa{ﬁs that social security béﬁ@tits
are  progressive. Low .ruoee  femilies have  obbaired

ralatively higher benefits than high income families.

1t was dlscussed in.tne aarlisr ﬁection that aside from
the basic social security =orvices, the social secupity
system also gives service loans. For example, S58 may grant
a housing 1oaﬁ:as much as PiC0,000 to a member at‘ rates
substantially lower than the market rate%/ The difference
between the market rate and the &85 loan rate multiplied by
the loan value is then the interest savings on loans
realized by a borrower. Column (5) shows the ratio of
interest saving oh loans to family income. It inéi¢étes
that the service loans are regressive; that 1is, service
loans favor high~incom¢ groups. It should be noted‘that

low income earners de¢ not have access to certain loan

The current rates of interest for housing loans are: &
petdent = per annum compounded wmonthly on. the first
P30,000; 9 percent per annum compounded monthly on the
next ¥20,000; and 15 percent per annum compounded monthly
on any amount in excess of ¥50,000. Note that the lending
rate on long-term loans usually ranges bhetween 21 to 27
percent during normal times. ‘



facilities because of certain requirements, .such as colla-
teral. If ever they do, they cannqt‘obtain ;hq_maximgm loan
value Dbecause of low income., This is particularly true of
housing loans. Reee‘ntly, a scandal shook zhe $8S when it was
diécéﬁered that'isome low income'éarn@ra with the belp “of
some vy pefédﬁﬁal_wﬁaa i noocnnale tiee wid Sons LROUAL
allowed #5r housihénloans even *hough the amount of the loan
ohrained cannot he iustii et oy their paying capacity.
Implicitli} it i3 an action, alchough an illegai'cne, taken

by low income earners to covrect the regressive effect of

housing loans.

The combined effect of basic social securityi benefits
and service loans on income distribution is shown in column
(6). It is progressive batween the low and middle income
bracket but regressive between the low and the high and
middle and high income brackets. - This indicates that the
extensive distribution of interest savings on loans to the
high income brackets significantly outweighs the less
extensive distribution of after-contingency benefits alone.

to the low income brackets.

The last three columns give the measures of net
transfers under three tax incidence assumptions. Results
show that net transfers are generally progréasivei except
under incidepce assumption B where there is some mild
regressivity between the middle and high income brackets.

Note that net transfers are negative -over all income



brackets. This is to be expected since the system is using

a reserve method of financing.

S0 - far, the analysis:haa focused ¢n tﬁa effects of
social security on each family income bracket by taking into
sroinvnt net transfers., Rosenberg also examined the change
in the overall income redistribution brought about by social
security. atfter subtracting pei Lransfers {rom the initial
income diatribution, he chtained a GIMNL coai’ioient of 510
which 1is lowexr than .516; the GINT roefficient before the
effects of 888 were taken into aoeount, Thus, social

security decreases the inequality of the Philippine income

disttibution.
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VI. ' SUMMARY, CONCLUSIONS AND POLICY. IMPLICATIONS

Social sécufity is one of the.institutional transfers
the Phxlxppines has.réceived from Western 'édﬁntries. 1t
provxdes a socially acceptable mechanism for ﬁkom0t1ng the

walfare of workers.\

The Gevernment - Service and Insurance 'System (GSIS)

*® &~

which ser@ices Fhe government sector started operating in
1937. _ Then in'igsf,‘after ironing'but'Bbjectioﬁs raised by
aeth empldyérs and.empioyaes, the. Social Securlty System
{§8s) which kakes care of the ‘private ‘sector, started
- QEerating. Bﬁth systems do not only intend to partially
rgplace . workers' income lost due to a certain congipgency,
stch as ‘death, sidkness, disability and old age, ¥{uf also
gwranteeta minimum-income support to the workers ag@d;ﬁheir
fatily in.case any of these contingencies occur.

_Apart froﬂ..providing workers security againstaﬁihe
hazatds'oﬁ\dis;pility, old age and;death, soclal secuéity
has alsoJéertaiﬁ“économic effects.. Through'its system yof
C@anlbmklonﬁ and benefxts, social security may affect
saving- behavior of people, and therefore the tota; volume of
damestic savings available for capital formation. : It nay
also inﬁluence people's decision regardlng',wo;k' etfort,
which in turn affects labor force particigﬁ&ion or labor
supply. . Pinally, through the structure of .its contributions

»7d, benefits, social security may have certain income



ra3distributive effects. These are issues which indeed need

serious examination.

This paper has examinea the social adeguacy and
ceconomic effects of sociel security in ‘the Philippines.

Important findings are briefly discussed below,

A. Social Rdeguacy

In determining the $Omﬁai‘ﬁd@quacy Or soclal security,
the paper lhas éxamiqed the Coverage, bmnefits'and fin&ncing‘
of sog¢jal spcurity, -

1. 'ggggﬁégg* The{fmmial security system started ﬁﬁth
a very limited cmveyagﬂ?i *Thxnu@h tine, coverage has jeen
widéﬂéag reflecting the desir: of society to make social
sé@ﬁyity universal. Thus, cowapmilsory coveragé hae . been
éﬂ%pnded to all government enpliyees regardless of fheir
sgaius, to any employee in the private sector, and to the
glf-employed sarning at least F1,800 per amnunm. Mémbership
fﬁ the =social security system has grown guite rapidly iﬁ the
last decade, except during the period 1981~1983 whaﬁ ﬁhe
ecunomy performed miserably. However, despite theyw{ééking
in legal coverage; the system up to 1984 still caveré 633& a

little over 50 percent of the entire labor force. Those who

17 T |
- 8oclal security system refers to both GSIS ang - 885,
unless otherwise indicated. ' : "



were not covered consist of those who are legally -excluded
from coverage and the self-employed Wwho otherwise would have
qualified for membership but opted not to register., It
seemg that the system still lacks the mechanism to enforce
compulsory coverage to otherwise qualified self-employed.
A system that is regarded by society as important, aﬁd\yet
excludes a significant proportion of the working population

certainly leaves much to bhe desired.

‘2, Benefits. The existing structure and number of
social security benefits reflect the desire of the system to
protect workers from almost ali”“‘coﬂtingencies. The
replacement ratios are quite high, especially for low income
earners. ~~Cash benefits of newly-retired members who were
earning at least the legisiated minhimum wage for the past
five years are sufficient to cover their basic needs.
However, oldvretirees are getting_gorse-off each year since
ﬁheir penaions are not proportionately adjustéd to price
increases, To date, there is no formula that automatically
adjusts pensions in accordance withvmovements of the general
price lqul. S0 fag, the rate of adjustment in the
pension has been left to the discretion of tﬁeifresident of
the Philipp;nes. and adjustments were madeloﬁly.in certain
vedrs without any regularity. cJ:i:. ﬁight be. _t}vbfthwhilé to
consider at this peint a formula for automaticaliy a&justing
pensions of retirees without having to seek.apﬁrovdi' from

the President.
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The Sickness and Medicare Benefits offergd‘.by the
system have also been examined, We found them severely
inadequate .to defray medical expenses to be incurred‘by“an
emplioyee if hospitalized due to sickness. Perhaps, this is’
one area where the system can 2xplore possibilitieg\’for
expanding Dbenefits to cover a substantial poftion og‘lfotal

medical costs to be incurred by workers in case of sickness;

3. Financing Social Security. The social ‘security

system follows a "reserve method, not a _“payuaéjyou-go"
method of financing. Employers and employzes sﬁéFe the
payroll tax. However, self-employed have to shoui&gr the
share of both the employers?and employees. This may‘pe‘one
reason why many self-employed did not register as members of
the system. Total contributions are based on salary créqits

of the employee concerned.

The ratio of annual contributions to annual 'benéffts
paymenﬁs greatly exceeded uhitﬁ for all the yearé the Bodial
security system has been operating. This has enabled the
system to build up its reserves quite rapidly. ' The system
is going to be selfwsﬁfficient in the medium téfm, unless
its reserve funds are unwisely invested or individual
benefits are substantiaily increased without a cdrfaéponding 

increase in individual contributions,

B. Economic Effects

The etfects of social security on savinlg and
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investment, 1abd§ force participation - -and income

distributién'have'éisé been investigated.

1. Saving and;Iﬁvestment. The paper did not study the

effects of saciélﬁ security on saving  behawior of
individuals.  Instead, it has focused on the contribution.uf

the system to the"fiow‘of loanable funds.

It has been argued that sacial sécurity helps'wincrease
natignal_msav;ngtbeéause it forcés“mehbers to save a certain
portion Qf_thei; ipqomg per periodg The gféteﬁ has been
accu@ula;;ng lagqe' reserves which are placed' in intérest-
earningf assetsa - Its investmenté and loans portfolios
comprise a signxficant proportlon of the total investﬁeﬁts
and loans portfolios of the total-flnancxal'ayatem. Thus,
its contribution to the total finamcial system's resources
is indeed significant, It is to be noted that it has
contributed & substantial amount. of nonFinflationary . funds
to the national government and its. instrumentalities that

can be used for development projects. :

2. Labor Force Participation. It has been

hypothesized ~ that social  security encourages  early
‘retirement and thus results in a sha¥p reduatiﬁn. in  labor
forcé"pﬁftiCipatidn;' especially  améng the‘felderlyw The
evidence seems to suggest that‘ﬁ50cia1w';ssCszty has
~encouraged early retirement among members of the aysten.

Q.
However, .its eftect on labor force part1c1pat10n is weakened



because of its limited coverage, that is, it covers only a
l1ittle over one-half of the entire labor force, and its

inability to enforce the earnings test.

The Philippines has yeﬁ to come up with an &nequi?@ﬁal
policy regarding retirement. in a labor-surplus ecdnpmy)
like the Philippines, itimey be worthwhiie to encourage
early retirement in order to give way to new éntrantajtd‘ﬁhe
labor mwarket. Hence enforcement of the earnings test
becomes crucial hére. But if pensions of retiréesﬁate*nct‘
adjusted in  accordance ‘with movements of the general
price 1level, then it would indeed be very difficﬁ1t ”to
pursue such pblicy, This issue should be considéred

seriously by pglicy makers.

3. Income Bistribution. The payroll tax and the bgsic

social security benefits tend to be progressive.: Hoﬁever,
service loans off{ered by the system seems to be regragﬁive.
Net transfers were negative over all income brackets,
This is to be expected since the system follovws a reaérve_

method of financing.

By examining the GINL coerricient before and;after_ the
effects of social security were taken into account, result
show that social secyrity indeed decreases theriqequality'of

the Philippine income distribution.

The social security sSystem need to re-examine its

service loans policy in view of its regressive effects. = As
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it is now; the maxim@ﬁ.amount that one can borrow is tied up
to the repaying capgéity of the ' worker. For example, a
worker who is ea:ninb ?800 per month may avail of the salary
loan . facxlity _ up uo reoo only. whereas another worker who
is earnlng FL, 000 or mote per month may avail of thev same
facility qp to #1,Qq9. Con51dering that tha 1ntera3t rate
on salary loans is- only 6 percent per annum compared to the

§

market’ rate oﬁ betwggn 21 to 27 percent per annum, the
interest . savings realized by high 1ncome earners is
definitélfj larger than that enjoyed by lowfincgmgﬁfeé:ners.
Other servxce loans . bear basically the same bias. Perhaps,
the systgm:_shauld start co,sadering other. alternative
mechahiéms¥;-sueﬁ%g; tying up interest rate on service loans
to the income of members, or using the markeﬁ rate of

interest to totally eliminate interest rate savings--to

correct the regressive effects of its serviée loans.



REFERENCES

Aaron, Henry J., Beonomic Effects of Sccial  Security
(Washington D.C.: The Brookings Imstitution, 1982},

adams, Dale, "Mobilization Household Savings thréugh Rural
Financial Markets,” Economic Development andLQuktural
Cnange, Vol. 26 (April 1978},

be Vos, Susan, The 0ld-Age Economic Qecurity Value oi
Children in the Philippines  and Taiwan. (Madison:
University of Wlsconsin, 19847 .

Government Social Insurance System, Annual Rﬁports (varleus
years) and Information Manuals. ‘" N

Lamberte, Exaltacion et al., “Attitudinal Disposition .and
Views Toward Institutionalization of the Aged: A
Comparative Study of the Institutionalized 'and Non-

Institutionalized Elderly," Unpublished. Paper,
University of the Philippines, Department of Sociology
(1985). ‘

McKinnon, Ronald 1I., Money and 'ngital in  Econgmic
Development (washington  D.C.: The - Brookings
Institution, 1973).

Manuel, Alicia H., The Future of Social Security (Washington
D.C.. The Brookinge Institution, 1977).

rechman, Joseph A., Henry J. Aaron, and Michael K. Tauszig,
Sccial Security: Perspective for Reforms. (Washington
D.C.: The Brookings Institution, 19€8). '

Rosenberg, Richard Earil, *"The Effects of the Soc¢ial
Security System (S8S) on Income Redistribution in the
Philippines,® Unpublished Ph.D. Thesis, University of
Wisconsin , 1970. ' '

Social Security System, Annual Reports (various vears) and
Information Manuals,

Vogel, Robert C., 'Savings Mobilization: The Forgotten Half
of Rural Finance,® in Adams, Graham and Von Pischkee
(eds.), Limitations of Cheap Credit in Promoting Rural
Development (Washington D.C.: The World Bank, 1983).




-~ 88 -

Appendix I

COMPUTATION FOR»THE;MONTHLY PENSION FOR RETIREMENT

I. Forv§SS

STEP 1... Computation of the Average Monthly Salary

Credit (AMSC).

A. Retirement Benefits

1.  Add 'thé5m9nthly salary credits (HSC) in the 60~

‘month

period immediately preceding the  semester

of retirement and divide the sume by 60; or

2. Add all the monthly salary credits.paid prior to

the

semester of retirement and dividé by the

number of months of coverage in the same period.

The bigger of 1 and 2 is the Average-hbnthlyusalagx

credit  (AMSC)

STEP 2.-Computa£ioh of the Credited Years \of;ﬁService

{CYS)

A. For a
CcYs =
c¥s =

member covered in or after 1975 -

number of calendar years in which six or
more contributions have been paid from the
year - of coverage up to the calendar year
containing the semester prior to the
contingency. . E :

member covered prior to January 1875 -

1975 ~ Calendar Year of vagtage + number

of calendar vyears in which  6,, or more
contributions have been paid from January
1875 up to the calendar year containing
the semester prior to the contingency.

' R
STEP 3, Computation of the Replacement Ratio (RR)

fhe Replacehent Ratio (RR) is the:sum of twenty

.percent . and -

the quotient obtained by . dividing three

hundred by the sum of three hundred - forty and the
average monthly salary credit. ' :
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In mathewmatical formuia, the replacement ratio is
given by: , :
300
RR = .20 + 340 + AMSC

Note: The Replacement Ratio (RR) must be 'computed
up to at least six (6) decimal places.

SBTEP 4. Computation of the Monthly Pension (MP)}

A. Basic Pension

Basic Pension = Average Monthly Salary Credit x
Replacement Ratic

or
Basic Pension = AMSC x RR
Note: Do not round yet the result.
s, Increment |

If the credited years of service (¢¥S) is less
than or equal to 10... ‘

Increment = o

1f the credited years'oﬁ service (CYS) is more than
lo%"ﬁl |

Increment = 0.0l5 x AMSC x (CYS-10)
Note: Do not round yet the result.

C. Monthly pension

If ({Basic Pension + Increment) is less than or
equal to ?120' then L ’

Monthly Pension = §F120.00
Utherwise,
Mcnthly Pension = Basic Pension + Increment

Note: The Monthly Pension is rounded to 2 decimal
places. ' ‘ -
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I1. For G818

1. Computation of ‘basic mbhékly pendion ‘and cash
payment. '

a. The _baﬁiqy,monthly pension (BMP) shall - be
.computed, as follows: o : o

 BMP = 37,58 (RAMC), if~ total service is 15
~ years or less; or

= 37,58 (RAMC) + 2.5% (RAMC) (Total years

- of service - 15}, if total service is
-moyxe - than 15 years; but BMP ' must ‘not
exteed 90% of - AMC.

. Wh@re ’
;Auc = Angrage Monthly Compensatxon

» Tgtal Compensation rdceived during the
AMC = @ - last three years
‘Total. number of month$ during  which
" compensation -was received,"but vin no
case. %o exceed F3,000.

RAMC, = Bevalued Average Mont%ly Com?ensation_j

ﬁanc = 1708 (AMC), if AMC is’not more than F200;

‘ = or AMC + P140, if AMC is more than F200
but not more: than'fa 000, but in no case
‘to exceed P3,140 “fﬁ |

b.. The Cash Payment (CP) sfall be computed as
£follaws;

GP = AMC x Total years of service.



Appendix II

HISTORICAL HIGHLIGHTS OF GSIS AND 888

£58

Enactmént of a law to ‘establish a
‘social . security system for wage-

January 26, 1948

earners and Jlow-salaried employees
recommended to Congress. : \

i

June 18, 1954 The Social Security Act of 1954,

‘ R.A. 11€: was signed into law.

This date marks the implementatiown of

- the Social Security Act, as anrended
by R, A. 1792 approved on June 22.
1457, ' Coverage of all employers in
private business and industry with 350
o more employees commencaa.‘

September 1,1857

Cctober 1, 1957 338 B&dlf& a housing program thraugh
grant 'of loans for home-building to
B3£S% members, in cooperation with the

Home Financing Commission.

|

first ' anniversary of the® Social
Security System. Coverage extended
not . only to employers with 5
employees but also to those with at
teast & employees, Start of grant of
gickness  benefit to 855 = member~
employees with cne-year membership.
Laying of +the cornerstone’ of  the
present home of 588 at Quezen City‘

Septémber 1,1958

t

The system begins to grant direct
housing loans to its members, an
important aid to social security.

March 30, 1959

R.A. 2658 amending the Social

Security Act is approved  providing

for: _

a. Coverage of all . private
enterprises with at ‘least one
employee.

June 18, 1880



June 22, 1963 -
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b. . Amdunts' of benefits liberalized
and increasged.

¢. Coverage extended to certain
" types of agricultural workers.

R. A. 3839, the third amendment to
the Social Sacurity Act, is approved
providing foérs

a, Amount of retirement |henefit

increased in changes effected in
Section 9,

b. Coverage of emploYeQS'cf foreign

governmentsg or international
organizations or their wholly
owned instrumentalities in the
Philippines, upon agreement with
the Philippine Government made
possible. -

‘¢, Non-transferability of benefit

(section 15).

‘September 16,1964 ~Start of salary loans program to SSS

June 21; 1966 -

september 19,1966-

wember~employees, payablé in one year

in 12 equal monthly installments.

_Btopped rzfund of S$SS contributions.

‘June 19, 1965 - R.A. 4482 signed, amending Section

14, on sickness benefits.

Upoen  instruc¢tions  of President
Marcos, the educational loans program
is introduced as an added service

teature for S88 member—-employees

connected with their current
employers for the past two years.

R.A. 4857, brings about the most
significant c¢hanges and substantial

increases in benefits, - wider

coverage, simplication of

" administrative procedures and

implementation of decentralized
secrvices under President PFerdinand E.
Marcos' administration. The most
important features of the 1966
amendments include substantial
increases in benefits as follows:
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a. A 60% average increase in
retirement benefits.

b. A 25% increase in death benefits
for part time and seasonsal
workers, ‘

c. Increase in sickness benefits,
including an increase  in . the
maximum daily allowance from P7.00
to P8.00. :

4. Replacement of the lump  sum
benefit for  permanently  and
totally disabled employees who
have pald at least thirty six
(36) monthly contributions by
monthly pension equivalent to the
proposed old-age retirement
pension. The new disability
pension amounts to about 200% of
the lump sum benefit in terms of
percentage increase in value.

January, 1968 - Launching of new low-cost housing
program benefiting a greater number
of SS§ member-employees.

January 1, 1972 =~ The 885 implements the provisions
of R.A. 6111 known as the Philippine
Medical Care Act which provides .cash
payments for medical, surgical ‘and
hospitalization expenses of  S88
members and their dependents.

October 19, 1972 - President Marcos signs Presidential
Decree No. 24 into law, the first of
a series of amendatory decrees under
the New Society which provided for
substantial increases in 888
benefits, introduced new Dbenefits
and new social security  programs,
expanded the categories of
beneficiaries, and liberalized the
eligibility conditions for benefits.
Among the salient features of PD 24
were: '

a. TIncrease in retirement benefits
by 50% effective December 1, 1972
and thereafter.



April 23, 1973 -

£.

PD
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Increase in sickness benefits for
persons without dependents by 75%
and increase in the maximum daily
sickness allowance from P8.00 to
Fi2.00.

Increase ' in direct housing loans
up to a magimum of 90% instead of
the former 60% of the appraised
value of the mortgaged property.

Condonation of 3% per month
penalties of delinguent employers
should they update their
contribution rewmittances within
six months, starting October 19,
1972 to April 19, 1973. :

" increase of cortributions by 1%

of the monthly compensation base,
first on January 1, 1974 and then
on January 1, 1979. 1Increase in
the maximum compensation base,
for contributions from P500.00 to
?1'0001 . -..‘.v"
Prior registration with §SS of
employment applicants,

177 is signed into law providing,

among others, for: :

a.

Coverage of Filipinos recruited:
in the Philippines by foreign
based employers for employment
abroad, on a voluntary basis and
in accordance with the rules and
regulations as the SS8 Commission
may prescribe. :

Increase in retirement benefits
to take effect January 1, 1274.

Inclusion of illegitimate
children among the beneficiaries
that a member may designate, and
deletion of brothers and sisters,
as heneficiaries.

Criminal prosecution of employers
who fail or refuse to register



‘January 1, 1974

January 1, 1975

July 1, 1975

employees, or to deduct

" contributions and remit the same
to the SsS.

Implementation of PD 347 providing
for a funeral benefit of P750 to be
paid immediately upon the death of
SSS members, including retirees, and
the survivors' pension  to  the
legitimate children of deceased 888
members not exceeding five.

The S$85 implements the provisions of
PD 626 otherwise kKnown as the

Employees’ Compensation and State
Insurance Fund. Replacing the old
Workmen's Compensation, the
Emplovees Compensation program

{EC) pays for medical services,
including rehabilitative services,
and provides c¢ash benefits  to 885
members who  suffer work-related
sickness, disability and death.

Implementation of PD 735 providing,
among others, for: ‘

a. Across the board increase in o0ld
age pension by another - 15%
effective July 1, 1975. -

b. Monthly pension = for each

- dependent c¢hilé not to axceea

five, beginning with the youngest

without substitution, born when

the retiree was aged 57 or less,

equivalent to 10% of the basic

monthly pension in addition to

the retiree's pension, effective

July 1, 1875,  This is a new
benef it. ‘

¢. Increase in sickness  benefits
from 0% to 85% of the average
daily wage with a reduction of
the waiting psriod = for
entitlement from 5 to 3 days, and
the maximum daily allowance
raised from Pl2 to Fl6.



Jung 7, 1976

danuary- 1, 1978

d. Monthly pension = for each

-~ dependent child not to exceed
five, beginning with the youngest
withocut substitution in the event
of death of a disability
pensioner. Thisg is a new
benefit.

e, Monthly pension for a permanently
and partially disabled member who
has  paid 36 monthly

. contributions; pavable not longer
than the designated number of
months, .according to the degree
of disability. This is a new
featuze.

£, Beneficxar1es now -divided into

two categories: primary benefi-
ciaries, to include ~dependent
spouse ‘until he remarries, and
dependent children; and secondary

beneficiaries to T include

dependent parents, illegitimate

children and legitimate
~ descendants.

ge In thé .absence of primary

beneficiaries, secondary
beneficiaries shall be entitled
tc a lump sum benefit equivalent
to 30 ¢times the basic monthly
pensioniof the deceased.

melementation of PD 932 otherwise
known as the "study-Now-Pay-lLater-

~ plan”® Under this decree, the 8§88,

together with other government
Einancing institutions, extends loans
to poor but deserving students to
Einance their <college  education
payable upon employment afrer
graduaticn. , :

Implementation of PD 1202, praviding

~among others, for:

h.- Granting of maternity leave
. benefits egquivalent to 100% of
the daily salary credit for a



periocd of 43 days to qualified
female employees starting January
1, 19768 or for abortiong and
migcarriages. This is a new
beﬁ@f i.t »

A wmonthly maternity ocontribution

eguivalent to 0.4% of the monthly
salary credit of the ssmployee,
male and female, shall be paid
solely and remitted by  the

 employer to the B8S8.

Acress  the board increase in
disability and death benefits Dby
15% effective January 1, 1978,

Graduated increase egual to 7.7%
of the difference of the monthly
pensions and 340 in old age, dis-
ability and death = monthly
pénsions which shall not be less
than P10.00 per month.

Increase in the minimum monthly
pension for retirement from B51.75
to\ Floo 110041

Increase in the minimum monthly
pension for  permanent total

disability and death from P45 to

P100,00.

Increase in the minimum lump sum
for permanent total disability
and death benefits from FESH00 . to
P}.JOOO- s ‘ sb'

Menthly  pension  for each

dependent child not to exceed
five, beginning with the youngest

without substitution wupon the
permanent total disability of a
member. This is a new benefit.

The secondary beneficiaries, in
the absence of' the  primary
peneficiaries, shall receive a
lump sum amount equivalent to 353
times the monthly pension of the
deceased member. _



May 1, 1978

‘October 1, 1978 '~

Januprg,lﬂ 1580
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‘Implementation of PD 1368 converting

the EC disability and death benefits
into lifetime .pensions and increasing
the maximum daily sickness allowance
under EC from‘-i‘-l.e to F20.

Implementation of PD 1519 providing
for various ‘increases in Medicare

.benefits as well as an increase in
‘Medicare  egontributions for  those
‘receiving P350 a month or more.

Implemencation of PD 1636, amending

" further the prov1sxons of the Social

Security Law, providing ameng others,
for:

a. Increase . in pension benefits for

retirement, disability and death
by 20%,

b. Increase in the minimum monthly
pension for retirement,
disability and death from PF100.00
to Pl20.00.

c. Increase .in the duration of the
"monthly pension for permanent
partial disability.

'd. Increase ' in the minimum/and

max imum dally sickness allowance
from P2.50 to P4.00 and from
P16.00 to P20.00, respectively.

e. Primary beneficiaries of old age
and permanent total disability
pensioners to receive 80% of the
monthly = pension upon the
pensioner's death, regardless of
the period the  deceased ~ had
receivedhis pension.

f. Reduction, instead of suspension,
of monthly pension "upon the ra-
employempnt of an old age
pensioner  who is less than €5
years old ox permanent total
disability pensicner,



TR

g. Compulsory 58S coverage '~ Of
certain groups of self*employed
persons not yet 61 years of . age
angd earning at least PI,QOO 00 per
annum.

January 1, 1980, - Implemgntation of PD 1641, ‘amzndiﬁg
further the provisions 'of = the
Employees' Compensation and | State
Insurance Pund (EC), providing among
others, for: oo

a.. Across-the#board increahe in the
monthly pension of surviving
pensioners by 20%.

b. Increase in the minimum  and
maximum daily sickness allowance
from P2.50 to P4.00 and from
¥20.00 to P25.00, respectively.

C. Idcrease in the funeral grant

benefit from P750.00 to
E1,.600.00. 3

d. Primary beneficiaries = -of
permanent total digsability
pensicners to receive 80% of the
monthly pension upon the

pensicner's death regardless of
the period the deceased pensioner
had received his pension.

~June. 1, 1931 - Pursuant to the Resolution Nos. 417
. . and 41¢, Series of 1981, of the
Social Security Commision, which were
approved by the President on May 1,
1981, SSS monthly pensions for death,
- disability and retirement were
. increased by 20% and the funerail
benefit from PF750.00 to ?1 000 00,
respectively.

Monthly 888 retirement pension was
increased by 20% per approvdl of the
President on May 1, 1982.

June i,}lgaz

June 1, 1982 - Monthly  EC permanent 'disabilifiés
(total and partial) and death
pensions were increased by 208.
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Sept. .1,11982 ~ Monthly SS& permanent disabilities
- (total and - partial) and death
pensions were increased by 20% per
‘approval of the President  in
September 1982.

Sept. 1, 1982 ~.Monthly EC  permanent disabllitles
© {(total and partial) and death
pensions were increased again by 20%.

Janu&ry: 2,- 1984 - The System grants three (3) months
_ salary loan to SS5 members who were
separated from employment on or atter
October- 1, 1983 due to the present
economic crisis, per instructions of

the Preaident*under LOI 1362.

Januar@td, 1984 - The System increases the maximum
' - housing 1loan ceiling from P50, 000 to
F100,000, pursuant to SSC Res. No.
1616 - s.83 dated Dec. 14, 1983 and
coniirmed under Res. No. 1617 dated
Dec. 21, 1983.

- Implementation of Executive Order No.
949 providing various increases in
Medicare allowances without increase

May-};lpaﬂ4

in Medzcare - gontributions for
qualified mempers but not for their
dependents.

1

Acrogs—tha-board increéase in monthly
‘588§ retirenent, permanent
jisabilities (total and partial) and
ieath pensions by 15%, per approval
of the President in May, 1984.

June 1;??&34

Implementatlon of Presidential Decree
No. 192) providing increases in
Employees' Compensation beneftts for
qualified members and their
beneficiaries.

June 1, 1984

I1. GSIS °

Commonwealth 4Act No. 186, known as
the GS1S Charter  was approved,
-creating and establxshxng the System.

Nov. 14, 1936



May 31, 1937

June ﬁ'

June 20,

1951

1353

October 1955

July 29,

Qct. 24,

June 22 ¥

June 17,

January,

January,

1960

21960

1903

1967

1671

1872

i
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The GSIS officially begen operations
dealing primarily on life insurance.

Republic Act No. 660 was approved
amending Commonwealth Act No. 188,
providing retirement benefits for
government employees in addition to
life insurance benefits.

R.A. No. 910 was approved, providing
retirement benefits for Justices of
the Supreme Court and Court  of
Appeals., ' '

The GSIS began grantihg real estate
loans to its members apnd private
enterprises.

Burial benefit was increased from
P120.00 to PL50.90G,. :

amount of salary loans granted was
increased to an eguivalent of three
months salary.

R.A. ~ 3593 was approved providing
immediate 1life insurance coverage of
compulsory members and increasing the
optional insurance coverage to twice
the amount of the annual salary.

R.A. 4968 was approved, apmending CA
186, increasing the amount of anpuity
and gratuity benefits. R.A., 4898 was
also approved , covering life
insurance = benefits  for barrio
offidials and now, alsc including
barangay officials. '

The GSIS started its all-out éupp?ft
for the government's low-cost housing
project intended for the low-ingome

‘government workers.

The (SIS was entrusted with  the
administration of a Health Insurance
Fund {Medicare) by virtue of R.A,
6111 known as the Medicare Bill. The
GSIS . also started paying dividends
twice a year. Burial benefits was
increased from Pi50.00 to P200.00.



June, 1974 .

Jan. 1, 1975

April ) 1975

May 31, 1977

Nov. 13, 1977

Dec. 15, 1977

May 1, 1978
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. Burial benefit was igcreased again,

"from PF200.00 ‘to P750.00.

The State Insurance Fund was created

upder P.D.  No. 626, as amended,
providing ﬁxyﬁneﬁits for government

‘workers and their dependents thru
‘prompt and adequate £financial and

_medicare benefits in the event of
‘work-connected injury, sickness or
~death. | |

LRatiremant'sggtem wag converted from
‘"pixed®” ~annhity to  “"Index-linked"

_annuity.  This year also started the

Five—!ear'Cdﬁputerization Program.

The GSIS Charter, CA 186, was amended

dramatically. Presidential Decree

' 1146, otherwise known as the Revised
~ Charter of the Government Service

‘Insurance System which increased and

. axpanded the social welfare benefits

of government workers, was approved.

PD 1147 amended RA 4898 and extended
insurance coverage and benefits
enjoyed by Barangay officials to

- Sangguniang Bayan workers.,

Burial benefits was increased from
§750.00 to F1,000.00.

GSIS acquired the majority shares of
PAL. . .

Five percent (5%) increase of the
monthly annuities (pensions) of
retirees under RA 660 was
implemented. The increase further
raised the amount of the monthly
pension which was previously
converted (1) an - indexed-linked
pension under PD 712 to  enable
retirees to cope partly with rising
costs of living.

PD 1368 was approved amending further
PD 626 (Employee Compensation and
State Insurance Fund) which expanded
employee compensation benefits.



June 11, 1978

Nov. 15, 1978

Feb. 1, 1979

April 17, 1979

t

PD 1519 was approved aménding RA 6111
(Medical Care Act) which changed and
increased further medicare benefits.

Implémentation or Join PAL=UDLD
Progvam. “ply PAL pay later plan®,
providing £for GSIS members domestic
travél opportunities through  easy
installment plan.

Inauguration of first GSIS Un~Line’
Salary Loan Service enabling GSIS
members  to avail of  on~the-spot
salary loans. Pilot agencies covered
by the cn-line service included the
¢B, PNB, DBP, HFC, BIR, Land Bank,
and the MWSS.

Signing of Memorandum Agreement ~with
Metro Manila Commission formalizing
the ' insurance coverage' of some
250,000 members of the . Bar&nﬁgay‘
Community Brigades in Metro Manila.



Appendix III

RATE OF RETURN ON THE RESERVE FUNDS OF GSIS AND S8s*

since ' the Philippines system is reserve funded,
management of these funds is crucial in protecting the real
value of contributions and benefits. -~ Successful portfolio
manggement . is-thé only way to provide inflationr protection
where retaining the reserve funded nature of  the system in
the 1long term. T have attempted tc extend- ‘the author's
analysis of the GSIS and SS8 fund management. '

Table' 1 attempts to estimate the income earned on ths
‘reserve funds, net of operating axpenses.

The last column in each section shows the diffetanée in
the change.in. reserve funds and net contributians, ) rvoeugh
measure of (net) income on RF. o -

Table 2:uges these figures to approximate the net rate of
return for GSIS and S58§8. '

Estimated net income was divided by the awerage
of the preceeding and current year's RF %0 approximata’ the
rate of return, net of operating expenses. . The performance
of GSI8 is quite shocking compared to either the' 888
performance or, most importantly, to the percentage ingrease
in the CPI. Whether this result is due to excessive.
operating costs or investment in high risk assets (sae page
65) which are also low yielding, such a sustained miserable
performance must certainly impair the ability of the system
to adjust its benefits for inflation. "while the 888
performance is markedly better, even there the net rate of
return was less than the increase in the CPI for 5 of the 10
years from 1974-1983, 1f the data for both systems2 were
aggregated in each year, the net rate of return would have
fallen below the increase in the CPI. o

*This is based on the comments of prof.David L. Schulze,
Dept. of Bconomics & Statistics, National University of singapore.
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Table 1

- G518 — - §58 M
Ysar C - B Reserve . RF~-(C-B) C ~ B Reserve . RF. - (C-B}
. _ Fund ; Pund o
1973 206.1 284.6 78.5 365.6 456.0 . - 90.4
197¢  194.0 1313.0 119.0  287.2 421.2 134.0
1975 274.1  377.1 103.0 503.3 616.6 113.3
1976 399.4  1073.5 6§74.1 504.3 763.0 258.7
1977  477.5 537.3 ¢ 89.8 615.9 980.4 364.5
1978 526.2 197.1 -329;1 625.84  1088.0  462.2
1978 771.1  982.0 210.9 868.7  1451.9 © 583,2
1980  806.4 827.1  120.7 957.3  1773.1 815.8
1981 973.8  1507.3] 533.5 994.4  2072.4 1078.0
1982 1001,0  1665.0 664.0 883.7  2294.2 vié10.5
1983 971.0  1280.3 309.3  814.1  2567.6 1753.5
where 'Rg'ﬂ annual contributiong, B = benefits paid,

change in reserve fund, year end to year end.
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Table 2

RE - (€ =B

RSN

“RF  + Rgt.s?.

2

. :.\_'wifw::,..‘.r_.-. Al - ;"‘!Q“';'T'“ MEREEEEE L AN CE 4 * T i T e
TR e e : R SN VR PRI, .
Ydar . 7 - "G8I8 . - - B8 - v*%;-‘a.incr;gse in
- o Coe e P T R 01 - QT

19730 2z a8 nya
1974 . 3.48 5.92 33,5
1975, 2.4 407 8.2
ST X 745 61
i977" 190 8.39 - 7ie°
15%8; .92 a5 i
1979 "3.37 a«?ﬁ'- 18:8
1980 1.68 9.87 17.8
1981 6.34 10.58 10.1
1982 6.64 11.40 ‘14,1
1983 2.69 © 11.85 . 10.8
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Table 3, which shows total loans plus investments as a
percentage of reserve funds, wmay shed some additional Yight

These figures approximate the proportion, of total
assets held in income earning fornm. They suggest that
neither scheme is allocating assets effectively _.between
earning and nonearning assets. While GSIS has improved .its
performance, nearly one-fifth of total assets were in
nonincome earning form in 1983, This is certainly -better
than the first 7 years shown when the @ proportion
approximated-one-guarter. On the other ' hand, §88's
performance has deteriorated. Over 15% of total assé&ts were
held in nonincome producing form in 1983. These results can
be compared to Singaporé's reserve funded system where ovar
95% of total assets have been held in income earning I¥ca
throughout the life of the system. | :

Table 4 attempts to 5uhmarize the effects of inflation,
agset management, and membership growth on the reserves of
both systens. _

The last column shows real reserve funds pér  member.
Notice that over the 9 years shown, these have declined by
over 21 per cent. This is evidence of the inability of ths
social security system to provide even a constant level . af
real benefits per member, unless real rates of return have
increased. However, as Table 2 suggests, this does not seoem
to be the case. The real net rate of return on total RF for

the system has been consistently negative.
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Table 3

‘Loans +. Investments

Reserve Funds

Year 888 - GS8IS, . -
197¢ 97.2 7307
1971 . 96.2 4.3
1972 95.0 9.2
1973 . 32.0 7859
1974 94.9 79.6
1975 ' 94.3 4.4
1976 - 93.3 : 7537.
1877 - 90.7 77.8
1978 89.1 84.6
1979 89.6 82.6
1980 88.2 84.1
1981 86.5 85.7
1982 85.4 86.0
1983 84.8 81.7

y =TT Ay v

'See on page 84- =>move away from
from RF to PAYG system.
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Table 4
: real RE L ,

Year RF N REF/M M (1975 = 100)
1975 7841.2 5,88  1333.5 1333.5]
1976 8877.7 6.56 :1353.3 1275.5
1977 10395.4 7.18  1477.8 1%4.5
1978 11680.5 7.85  1488.0 1267.8
1979 14114.4 8.55 1651.0 1127.7
1980 16814.6 9.38 1792.6 1039.3
1981 . 20394.3 9.95  2049.7 . 1079.9
1982 24353.5 10.55 < 2308.4 10€5.7
1963 28201.4  11.17 2524.7 11051.5

where RF total reserve funds in P millioné,‘

M
and real RF

woion

membership in millions

nominal RF deflated by the 1ncrea$e in

the CPL.
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