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of eventualities does not seem very attractive. Offering a tax break of 22%
does not change much of the picture — the household still has to pay a
considerable amount out of their own pocket.

In a nutshell, the evidence shows that financial incentives are unlikely to
increase take-up significantly and can increase the problem of complexity.
It runs the risk of redistributing from middle-income households to higher-
income and, importantly, comes at a high deadweight loss.

Another route for financial incentives would be to use them to encourage
employers to offer insurance as part of their workers terms and conditions
(that is, targeting the employer rather than the employee). Already, around
two thirds of employers offer Critical lliness cover to their employees.® One
option would be for them to be financially incentivised to offer (or support)
private insurance against the risk of unemployment too. However, this is
unlikely to be viable not least as the point at which employees would benefit
would be the point at which their employment relationship ended. It is
unlikely that employers would see it as in their interests to take the financial
incentives and encourage such insurance among their workers.

Non-financial promotion

Non-financial promotion can take the rather general form of raising
awareness or more specifically persuading workers to insure or to save.
Raising awareness campaigns are often organised around broad themes,
such as financial insecurity or an increasing debt burden on households.
They make suggestions as to how to solve the issue, but the emphasis lies
on raising a problem and making it known.

Persuasion, however, focuses more on the solution: it actively tries to
convince people to take a certain action. Non-financial promotion builds
on education, on the provision of information, but in addition tries to ‘win
people over’. Key to both is tying national action (such as media campaigns
or government information) to local action (engaging people individually,
perhaps through community groups). Box 4.4 discusses some examples.

95 Jamin Robertson, “Critical illness not fit to replace income protection,” Employee Benefits, January 1, 2005,
http://www.employeebenefits.co.uk/item/641/23/317/3.
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Box 4.4: Examples of non-financial promotion

Raising awareness: The Child Trust Fund

The Child Trust Fund offered a voucher from the government of £250 to
parents who start a savings account for their children. Initially the scheme
suffered from low take-up; as recently as January 2006 around one third of
vouchers had not been used to open an account. However, since then a
combination of a media campaign and a Child Trust Fund Week in January
2007 have been run, in which local organisations ran events (from formal
provision of information to informal chats over a cup of coffee) to raise
awareness. This approach, linking national campaigns to local initiatives,
has helped to increase take-up and raise awareness, so that 98% of eligible
parents are aware of the scheme.

Persuasion: Combined Pension Forecasts

To persuade people to save more for their retirement, employers, pension
providers and the Pension Service have cooperated to produce Combined
Pension Forecasts. These project income in retirement — combining the
state pension, occupational pension and private pensions - given the
current saving rates of each individual worker. The aim is that those who are
not saving enough would see that they needed to save more to ensure an
adequate income in retirement. However, the forecasts had only a limited
impact; not least as it tended to be those already saving who paid the most
attention to the forecasts.

In the case of a new form of unemployment insurance, both government
and industry could lead such incentivisation. It would need to be backed up
by local action, including integrating it into existing initiatives on financial

capability and inclusion.

As in the case of financial incentives, a strong argument for non-
financial promotion initiatives is that they are not mandatory. They are also
significantly less expensive. Again though, the evidence shows their effects
to be rather limited.
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This is largely because, in order for this mechanism to work, consumers
have to be informed. They have to be able to assess their own financial
situation and the products offered. If this basic level of awareness and
capability does not exist, consumers will not make the link between an
awareness campaign, their own situation and what to do about it. The
problem here is that non-financial incentives are often not effective because
their target audience is the least likely to respond to them.

OPTION 2: SOFT COMPULSION

The second option identified in the research is of ‘soft" compulsion. Rather
than encouraging take-up through significant financial incentives, take-up
would be driven by a degree of compulsion. In practice, this would involve
employees with income above the proposed income threshold of £27,000
being automatically enrolled in a scheme when they take up employment
unless they actively asked to opt-out. Since both middle and higher income
households are at risk, all employees earning above this limit could be
automatically enrolled.

Under this option, employers would be required to offer such an option
to their workers in the same way as applies in the case of pensions. Workers
would have the opportunity to access independent financial advice to help
them determine the best choice for their personal circumstances: crucially,
as with pensions currently, the employer would not be responsible for
providing such advice personally.

International evidence suggests that such an approach would be likely
to significantly increase take-up, partly through making participation easier
and partly through the power of ‘inertia’ (the significant increase in take-up
seenin similar 'soft compulsion’ schemes suggests that low take-up does not
necessarily reflect the revealed preference of individuals). Box 4.5 discusses
some of this evidence.
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Box 4.5: The international evidence on soft compulsion

There has been extensive use of automatic enrolment measures for 401(k)
pension plans in the United States over several years. Evidence from these
suggests that such approaches increase employee participation rates
significantly, using consumer inertia to increase saving.?

In one particular case, new employees, after three months, were
automatically registered for a plan at a pre-selected contribution rate, with
the option to opt out. Evidence shows that this system of Quick Enrolment
increased take-up amongst new employees threefold. Among existing
employees, there was a 10% to 20% increase in take-up. Another study found
that participation rates were two to six times higher among those who were
automatically enrolled.® It is clear that automatic enrolment significantly
improves take-up of pensions, and it could have similar effects for some form

of unemployment insurance.

A related successful US savings programme is Save More Tomorrow,
allowing employees to sign up in advance to saving part of their next pay
rise.c Initial take-up was high at 78% and four out of five of these continued to
participate. As a result, savings increased from 3.5% to 13.6% over 40 months.
This success is due to the psychological insights of behavioural economics.
Rather than having to forgo today’s income to save (which people usually
do not want to do), they instead agree to forgo part of their future pay
increases (so they will still be better off after their pay rise, but also be putting
money aside).

An alternative to auto-enrolment is to force ‘active decisions’. One study
reported results from a trial in which employees were given a 30-day deadline
to decide whether or not they wanted to enrol in a 401(k) plan.¢ The “active
decision” approach raised enrolment after 3 months from 40% to 70%.

a James Choi, David Laibson and Brigitte Madrian, “Reducing the Complexity Costs of 401(k) Participation Through
Quick Enrollment (TM)," Working Paper (The Wharton School, University of Pennsylvania: Boettner Center for
Pensions and Retirement Research, 2006).

b Peter Orszag, “The Automatic 401(k): A Policy Perspective,” (presentation at US-UK Dialogue on Pensions, AARP
Retirement Security Project, Washington DC, July 26, 2005), http://www.aarp.org/special_static/
usukpensionsdialogue/remarks.html.

C Richard Thaler and Shlomo Benartzi, “Save More Tomorrow (TM): Using Behavioural Economics to Increase Employee
Saving,"” Journal of Political Economy 112:1 (2004), 2.

d James Choi, David Laibson, Brigitte Madrian and Andrew Metrick, “Optimal Defaults and Active Decisions,”

NBER working paper 11074, (2005).
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Evidence from the UK also suggests that automatic enrolment has
the potential to significantly increase take-up. Research by the American
Government Actuarial Department into the UK pensions system found
that new employee participation rates within firms that use automatic
enrolment were 90%, compared to 62% without auto-enrolment. And the
Confederation of British Industry and Mercer Research found that automatic
enrolment increased participation rates to 93% from 48% in firms that only

use communication campaigns to encourage take-up.*®

As this evidence and that from Box 4.5 shows, auto-enrolment would be
likely to significantly increase take-up of an IPPI product. Indeed, this is the
model currently in the process of being applied to pensions, following the
recommendations of the Turner Commission.

Not only would such an approach increase take-up by overcoming the
‘inertia’ barrier, it has the potential to reduce the average cost of a policy
through both economies of scale and the provision of a non-sales-based
distribution route (which would reduce the need for insurance companies
to invest in marketing, advertising and sales). As shown above the costs for
insuring are at a very high level at the moment, thus bringing them down
significantly could also act to increase take-up. This might have a greater
impact than a financial incentive — and at the same time not come at a

deadweight loss.

With premiums at significantly lower levels, cost would provide less of a
disincentive and employees who judged themselves to be less at risk would
be more likely to maintain their membership of the scheme.

This would create a virtuous circle in that pooling the risk amongst a
broader base of the working population would be likely to reduce premiums
even further. An employee who does not judge herself to be at great risk
of losing her job might not insure under the current system when it is very
expensive to buy comprehensive cover. If, however, the premium goes down
because of lower marketing costs and increased membership, she would be
more likely to accept her automatic enrolment.

96  Department for Work and Pensions, Speech by lan Patton to AARP’s US-UK Dialogue on Pensions, “Automatic
Enrolment in the UK, 20 July 2005, http://www.aarp.org/special_static/usukpensionsdialogue/remarks.html.
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So the option of soft compulsion leads to a virtuous circle of lower costs.
If the costs for every insured employee come down because of economies
of scale and less marketing and sales expenses, it will pay for more workers

to insure.

There would a benefit for government in such an approach to, in that it

would mean a lower bill for JSA.

There are, however, downsides to this option as with any scheme.
The first is that there is a clear risk of imposing a burden on business from
needing to ensure new employees are enrolled in a policy and administering
opt out decisions, as well as even potentially choosing a preferred company
scheme/s (though employers would not be involved in providing financial
advice to individual employees, in the same way that they do not do so for
company or individual pension schemes).

Some of this burden could be mitigated if the HMRC were instead to
perform the administrative functions (paralleling recent changes to tax
credits, where administrative duties have similarly been transferred from
employers to HMRC). While this would impose an administrative cost on the
taxpayer and not completely mitigate the burden on employers, this is likely
(partly, again, through economies of scale) to be lower than if done through
employers and help to build their acceptance for such a scheme.

A second potential downside could be lack of public acceptability. Put
simply, incentivisation is likely to be much more palatable politically than
soft compulsion, even if there were an option to opt out. The example of
pensions shows that it is possible to overcome these objections. But to
do so would require the other challenges already discussed (particularly
agreement on the problem at both society and individual level) to be met.
It is this that would create the culture and societal attitude to make soft
compulsion politically acceptable.

A related concern is that this would be seen as government withdrawing

from the provision of a welfare state for a significant numbers of employees.
In fact, JSA would continue to form an effective safety net for a significant
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proportion of the public, while at the very least means-tested benefits
would remain for those who did not find work during the payment of their
insurance benefits.

In addition, a form of soft compulsion may require a degree of
incentivisation to increase acceptability. To make the parallel with pensions
again, currently people who opt out of the State Second Pension (SSP) pay
a lower rate of National Insurance Contributions (NICs). A similar approach
could be applied here, with those remaining opted in to insurance against
the risk of unemployment either benefiting from tax relief or even paying a
slightly lower rate of NICs. Clearly, however, this would increase the cost of
this approach to the taxpayer and this will be a challenge, particularly in the

current tight fiscal climate.

A third potential objection is that those who are most likely to need
increased protection (the ‘target audience’ discussed earlier) might be most
likely to opt out, perhaps citing lack of affordability as a reason. However, the
evidence in Box 4.5 suggests that this concern is likely to be ill founded, that
itis precisely those that would be the target for this scheme that would not
opt out.

OPTION 3: HARD COMPULSION

A final option would involve 'hard” compulsion, essentially the creation of a
universal national unemployment insurance system. Every employee would
be required, through his or her employer, to be a member of an insurance
scheme.

This could, in some ways, be seen as fairer. After all, everyone would have
to take out protection rather than just those at most risk. It would ensure
that everyone, including all 3.5m people currently without protection, was
insured against the risks they face. This would not only help to tackle the
insecurities felt by individuals, but could also help to protect the UK against
the potential consequences of an economic downturn.

Such an approach would also add to the economies of scale discussed
above and so help to drive down prices even further. In addition, it would
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make the scheme much simpler to administer with everyone automatically
enrolled. This could reduce the bureaucratic burden on employers and the
state, with no need to filter out those earning less than £27,000 and no need
to offer, process and administer the option of opting out.

However, this option suffers from serious and, perhaps, insurmountable
downsides. Perhaps the most serious is that it targets everyone, rather than
just those who would benefit from greater protection. Those who had
chosen to protect themselves in other ways, such as through savings and
investments, would be required to take out protection they did not need.

This lack of targeting is likely to make hard compulsion a difficult sell (to
both individuals and employers). The argument that this was just another
tax would be more justified, since everyone would be required to pay for
insurance, whether they needed or wanted it or not. Similarly, while there
may be less paperwork per person associated with the removal of the
option of opting out, requiring everyone to be in a scheme means that the
volume of people (and hence administration) would be significantly higher,
increasing administrative costs.

MAINTAINING HIGH EMPLOYMENT

For such a scheme to be a success, the interaction between the insurance
and work incentives would be critical. An objective would need to be
maintenance of the UK's successful record of high employment, one of
the benefits of flexibility. The present state system for maintaining high
employment, as Chapter 2 set out, is based on sharp financial incentives
(driven by a low replacement rate) for individuals to find new work, and
active labour market support through the Jobseeker’s Allowance (JSA) and

New Deal systems.

The risk of increased take-up of private insurance is that it could
undermine both, and any new scheme would need to be structured in a way
that avoided these pitfalls. If a scheme were to give those who lose their job
a higher proportion of their in-work income while out of employment (even
if time-limited), the financial incentive to find a new job (for this time limited
period) would be reduced. Similarly, access to an income from insurance
would leave people ineligible for the means-tested JSA and active labour

market support that comes with it.
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The risk, put bluntly, is that people who lose their job would not actively
seek a new one while they have access to income from private insurance.
Only once they accessed the benefits system after this period has elapsed
would they begin to search for work. And, because of the scarring effect of
a period of unemployment, they would be less likely to find a new job at
this point than if they started searching as soon as they left their previous

employment.

Itis possible to overstate this risk — for many people the drive to find new
employment would be present irrespective of these other factors. However,
a sensible policy approach should mitigate this risk while providing greater
security to workers. There are several ways to do so.

The first is to prevent claimants of the scheme from sitting idle while
receiving their benefits. Under this approach, known as Active Labour Market
Policies (ALMP’s), claimants of private unemployment insurance would be
expected to actively participate in improving their future employment
chances from day one. There would need to be pathways for claimants to
seek out and learn about employment opportunities and to train, re-train
and up-skill, so as to make themselves a more competitive candidate in the

labour market.

Already, there are several examples of best practice among employers
who provide unemployment insurance in conjuncture with ALMP’s.
Penna, a human capital management consultancy, provides Tesco with
outplacement services. Penna helps those that have lost their job at Tesco
to find new employment. The programme has been extremely successful
with a 98% take-up rate and a success rate of 67% of those that used the
service.” Another good example of best practice in the private sector is AKS
Consultants’ work with a factory that was closing down. Within 4 weeks of
AKS services, three quarters of all employees had found a new job.?

These examples of outplacement services demonstrate that if a
programme is implemented correctly, the recently unemployed can quickly
find new work. It is not hard to imagine a larger-scale system, in which all

97 Penna Consultancy, “Tesco's...a flexible outplacement solution’, http://www.e-penna.com/casestudies/Case%20
study%20-%20Tesco%20-%20Web.pdf.

98  AKS Consultants, http://www.aksconsultants.com/index.htm
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claimants of unemployment insurance receive outplacement services and
are expected to actively seek work immediately upon, or as close to, losing
their job.

An active claimant will be further motivated to finding a new job if there
is a visible and robust time-constraint on her claim. Knowing that the benefits
of unemployment insurance will last only a short period would provide the
impetus for the individual to ‘get up and do something’.

The average length of unemployment lasts six months® and the
average length of adult training courses is seven months.'”® JSA benefits
only last for 6 months for young people and 12 months for over 25s, and
86% of unemployment benefit claimants are off benefits in less than
twelve months.”" Therefore, it would be reasonable to propose that the
benefits provided by a new unemployment insurance scheme should last
somewhere between six and twelve months. Anything longer than twelve
months (where the New Deal steps in for those on state benefits), and the
scheme would run the risk of eroding work incentives.

By providing claimants with pathways to work and a strict time
constraint, the risk of losing work incentives would be significantly reduced.
Individuals would have both the tools to find new work at their disposal,
and a clear timeframe in which they must find a suitable job. Given the fall
in income that would result from transferring onto the benefits system after
the insurance had run out, a strong incentive to seek and take work would
remain in place. It would be a decision for government as to whether people
leaving the unemployment insurance scheme would be eligible for JSA, or
whether they would pass straight on to means-tested state benefits. It is
certainly not obvious that JSA would be required, given a model in which

ALMP’s were in place while the insurance was being paid out.

In order to prevent unnecessary over-insurance, it would make sense to

cap the amount of payout that would be made and this is discussed below

99  Office of National Statistics, Labour force survey: unemployment by age and duration (08 November 2007),
http://www.statistics.gov.uk/STATBASE/xsdataset.asp?More=Y.

100  Average length of two courses, Childcare and Computing, sample size 70. Data from
http://www.direct.gov.uk/en/EducationAndLearning/AdultLearning/GetLearning/index.htm

101 Office of National Statistics, Claimant county by age, duration and sex (November 2007),
http://www.statistics.gov.uk/downloads/theme_labour/LMS_FR_HS/WebTable11SA xIs.
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A NEW NATIONAL INSURANCE SCHEME
From the discussion above, it is possible to develop the outline of a model
for a new scheme of unemployment insurance:

- Every employee earning over £27k per annum would be automatically

enrolled in a new scheme.

- Employees would have the right to opt out of the scheme.

- The scheme would be provided by current private sector providers
through employers.

+ Employers would have a duty to provide access to a scheme.

- The benefits provided would be time-limited to ensure the
maintenance of a competitive economy. Such a time-limit would be

between six and twelve months.

- The combination of limited marketing costs and broad pooling of risk
would reduce costs significantly.

« The scheme would provide benefits of an agreed percentage of

previous income, likely to be in the range of 60% - 70%;

- Products would need to have a set of clear and transparent terms and
conditions in order to qualify as an eligible scheme.

There are a number of other considerations that need to be taken into
account when designing the scheme.

The first is ensuring that the risk profile of the insured population is kept
within reasonable limits. This suggests two further scheme characteristics.
First, employees would only become eligible for the scheme once they
have (a) passed their employer’s probationary period and (b) have been in
employment at least six months. A similar hurdle would need to apply to
employers. Firms would need to have been acting as a going concern for at
least a year before their employees became eligible for enrolment. Insurers

would also need to be able to assess the risk of unemployment in any given
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industry and even to be able to refuse insurance for certain categories
of occupation.

Second, to avoid the problem of over-insurance, schemes would need
to develop an upper limit for payouts. This would need to be the subject
of extensive modelling in order to balance the trade off between being
effective for the vast majority of the UK's workforce, while still proving
attractive to those on higher incomes. We estimate that this may be in the
region of £100k.

Third is the question of portability. Would the scheme apply to the
individual or to the particular job? In the former case, the policy would need
to be transferable, so that as a person moved from job to job, their insurance
would travel with them. In the latter case, the insurance would be specific to

the individual period of employment.

This raises the fourth issue, which is the basis on which the risks would
be underwritten. Would it be preferable for risks to be calculated on a flat-
rate basis, or would insurers still require considerable personal information
in order to establish a more specific risk profile for each employee? Given
that the risk of unemployment in any given case is likely to result from a
combination of an individual's personal circumstances and the position of
their employer in a market place, it seems likely that the insurance industry
would prefer to reach a more specific calculation for each employee.

Fifth is the question of the relationship between the scheme and the
tax system. There would certainly be an argument for paying the insurance
premiums before tax as is the case with pension contributions. However, as
discussed above, the evidence for the effectiveness of financial incentives in

influencing take-up of benefits is mixed to say the least.

Six, government would need to decide whether those who had claimed
under a national unemployment insurance scheme would be eligible for JSA
once their insurance ran out. For the purposes of the benefits system and
the New Deal, would their unemployment be deemed to have started at the
point where they left employment or at the point at which they came into

contact with the benefits system. There is a strong argument in favour of the
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former, in that individuals not in work would not reap the benefit of the New
Deal until they had been unemployed for a considerable amount of time.

Finally, any scheme would need to address the implications of a major
recession. The larger the pool of insured, the greater the potential risk to the
insurance industry from a serious downturn in the economy. Each insurer
would need to ensure that they were adequately protected against such an
eventuality.

CONCLUSION

A number of challenges need to be met if the UK is to develop its own brand
of flexicurity, combining flexibility and security by increasing take-up of
insurance against the risks of unemployment. But this paper argues that all

of these challenges can be overcome.

The first is to maintain work incentives, so that people do not use their
period of insurance pay out as a break from work and only begin looking
for a new job once they transfer onto means-tested benefits. The best way
to mitigate this risk is to ensure that any insurance period is time-limited
(to, perhaps, six months) and to ensure work activation measures are
effectively encouraged (the third pillar of the ‘golden triangle’ of flexicurity

in Denmark).

The second is to build agreement on need. Here, lessons can be learned
from the consensus for action built by the Pensions Commission through
effective communication of the evidence base and engagement with people
and the media. At the same time, there is a clear need to build individual
awareness (so that this is not just seen as a national problem, but one that
does affect me personally) through improvements in financial capability and

efforts to improve awareness and disseminate information and advice.

The third is to improve the quality of the offer, so that individuals have
access to a product that is not just good quality, simple and low cost, but
credibly seen to be so. Here, there is a clear case for the government and
the industry to work together to develop a new “best practice” product; to
agree common quality standards and a simple way of communicating those
standards and the products that meet them to the public.
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The final challenge is to boost take-up by tackling the secondary nature
of the market, the lack of an effective 'hook’ for consumers. Meeting the
other challenges should help to increase take-up, but is not likely to go far
enough or, in particular, reach far enough into the group most at risk at
present. Incentivisation through, for example, tax relief, would increase take-
up somewhat. However, the evidence suggests it would do so at a high cost
and with a high level of deadweight cost (that is, much of the benefits would
go to those who were already protecting themselves in any case).

This suggests that some form of compulsion should be considered.
Full-scale ‘hard’ compulsion (requiring everyone to take out the product)
is unlikely to be politically achievable or, indeed, desirable. Perhaps its key
downside is that it would require even those that did not need protection
(such as those on low incomes whose out of work benefits would represent
a considerable proportion of their in-work income were they to lose their
job) and those who had other forms of protection (such as savings) to take
out insurance.

A better option might, therefore, be a form of auto-enrolment in such
a scheme for those with incomes above a threshold of around £27,000,
with the option to opt out. This is similar to the approach currently being
introduced for pensions in the UK. Evidence from elsewhere in the world
suggests that it has the potential to significantly increase take-up and at a

lower financial cost than incentivisation alone.

It is in this way, with a balanced package of consensus building,
maintenance of work incentives, market reform and consideration of auto-
enrolment that the UK can begin to build its own brand of flexicurity. This is
critical if general support for economic liberalism and globalisation is to be
maintained and if we are to ensure that the next economic slowdown does

not tip millions of households into financial crisis.
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Box 4.6: Anglo-flexicurity

Despite the strong labour market the UK has seen over the last decade,
British workers are feeling more insecure. Many of those on moderate
to high incomes are financial vulnerable. They often have large financial
commitments and should they lose their job and therefore income, state
benefits will replace only a very small percentage of their previous income.
They are unlikely to be able to maintain their lifestyle and avoid going further
into debt, facing the possibility of repossession.

For those for whom the welfare state provides little real protection (those
earning over £27,000) there must be a better option to protect themselves
against the loss of income. As shown in Chapter 2, the private insurance
market is not sufficient. There is low take-up and the structural failings of
unemployment insurance will prevent the insurance market in its current

form to close the protection gap.

Therefore we propose a more holistic approach of insurance against the
risk of unemployment. By generally protecting individuals against income
loss due to unemployment, we can diminish the complexity of the current
insurance market, ease the public purse by reducing JSA claims, and increase
financial security for those at risk.

Because of the structural failings of the private insurance market for
IPPI products more than just incentivisation must take place. A system of
‘soft-compulsion’ is the best solution.

In this system, there should be automatic enrolment for those over the
£27,000 annual income mark, which will increase take-up significantly and
bring along with it benefits from economies of scale, reducing premium
prices. As with the current pensions system, employees should become
eligible for the new form of unemployment insurance after six months of
employment or the end of their probation period, whichever is the later.

And to avoid mis-selling and inappropriate take-up, automatic enrolment

should be matched with the option to opt-out, so that individuals are not
forced to use the product if they do not need it or want it.
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In order to maintain the strong labour market the UK currently enjoys,
the new model must balance labour flexibility with financial security. Work
incentives must be very apparent to the unemployed so that they do not
remain idle on benefits for extended periods of time. While on the other
hand, this flexibility must be balanced with the need to stabilise their financial
circumstances so that the unemployed do not experience permanent pay
reductions and other detriment due to income loss.

To strike this balance, we take lessons from the European model of
flexicurity but in a British context, avoiding high taxes. Those in receipt of the
insurance must be required to actively seek new employment, and this must
be met with support to help them along the way as shown in Chapter 3.

To avoid the tendency for unemployment inertia, benefits must be
strictly time-limited. Providing significant income replacement for a six to
twelve month period will allow the claimants to retrain, upskill and find a
suitable and sustainable new job, but also give them a timeline in which
they must do it.

By truly protecting against loss of income, improving financial security
and maintaining labour market flexibility will create a unique model of
Anglo-flexicurity. This can be best achieved through a system with ‘soft-
compulsion’, including automatic enrolment and the option to opt-out.
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CONCLUSION

People today feel increasingly insecure. This is despite the fact they are no
less likely to lose their jobs than previous generations of workers and despite
the historic strength of the labour market over the past decade.

Some have suggested that this is the price we have to pay for our
economic success; that the flipside of economic flexibility is uncertainty.
They suggest that the only alternative to the relatively liberal underpinnings
of the success of the Anglo-Saxon economies over recent years is the high
unemployment and economic inflexibility that they argue characterises
many Continental European economies.

This paper has attempted to find another route; mitigating the
insecurities felt by people, but without sacrificing the flexibility that has left
the UK in a strong economic position. This seeks to build on the idea of
flexicurity prevalent in a number of Scandinavian economies. The challenge
is to do this without the higher levels of general taxation, which fund such
an approach in those countries. In other words, the task is to build a system
of flexicurity for an Anglo-Saxon economy.

The conclusion of this research is that there is a way to bridge the gap
between these visions of the economy, to build a British form of flexicurity.
The way to do this is to significantly increase access to insurance against the
risks of unemployment among those facing the greatest financial fragility
(identified as middle-income earners with incomes of above £27,000).

At present a number of barriers constrain take-up of such products,
but this paper has identified ways they can be overcome. The first step is
to increase awareness and recognition of the protection gap in the UK. This
needs to be a joint effort — government, employers, industry and trades
unions — learning from the national debate surrounding pensions begun by
the creation of the Turner Commission.

Coupled to this, action is needed to ensure this recognition of the
national problem translates into individual action. Here there are two key
challenges. The first is to improve financial capability so that people can
accurately assess their own financial circumstances and the risks they face.

This is likely to be a generational challenge, with action to improve numeracy
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standards at school and embed financial education within Maths tied to
action to ensure adults are able to improve their financial knowledge and
access appropriate financial advice.

The second is to improve the offer to the public. This means the
government and the industry working to develop a new product to both
improve quality and provide consumers with a ‘standards mark’ that
guarantees a decent quality product with relatively low costs (as has been
done in other areas of financial services).

All of this is a pre-requisite for improving take-up of private insurance.
However, the secondary nature of the market for such products at present
means that, unless this structural problem is addressed, take-up will remain

constrained, particularly among those most at risk.

One way to tackle this would be through greater incentivisation, that is,
providing financial incentives for individuals and employers to take out and
provide such insurance. However, the evidence from other policy areas, such
as pensions, suggests that this is likely to prove expensive with high-level
deadweight costs; it risks costing a lot of money without reaching the target

group, those most at risk.

Consequently, this paper recommends consideration of a system of
'soft’ compulsion, enrolling all new employees earning more than £27,000
in a time-limited income protection scheme unless they choose to opt out.
Evidence from elsewhere, such as pension plans in the US, suggests that this
could significantly increase take-up, particularly among the target group.
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Key features of this scheme would be:

Every employee earning over £27k per annum would be automatically
enrolled in a new scheme

The scheme would be provided by current private sector providers

through employers

Employers would have a duty to provide access to a scheme

The benefits provided would be time-limited to ensure the
maintenance of a competitive economy. Such a time-limit would be

between six and twelve months

The combination of limited marketing costs and broad pooling of risk
would reduce costs significantly

The scheme would offer an agreed percentage of previous income,
likely to be in the range of 60% - 70%

Products would need to have a set of clear and transparent terms and

conditions in order to qualify as an eligible scheme
New employees would be eligible once they have (a) passed their
employer’s probationary period and (b) have been in employment at

least six months

New employers would be eligible once they have been acting as
a going concern for at least a year
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« Insurers would be able to refuse insurance to certain employers or

categories of occupation

- An upper limit for payouts likely to be a set percentage of salary,
estimated to be in the region of £100k

« Premiums to be paid after tax

- From the perspective of the benefits system, eligibility for benefits to
be judged on the basis of the point of unemployment, rather than the
point of claim

- Requirement for insurers to show adequate protection against the

risks of recession.

The insecurity felt by workers today is a growing problem. It is not
enough to say that this is an inevitable consequence of economic flexibility
and globalisation; allowing insecurity to grow unchecked risks undermining
popular support for both.

The key, therefore, is to find a model that maintains this flexibility while
providing greater security for workers. This paper aims to provide a blueprint
for just such a model, ending the false choice between flexibility and
security.
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