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SOCIAL INSURANCE VERSUS PRIVATE
INSURANCE

An understanding of social insurance co-
verages can be facilitated by an apprecia
tion of the basic differences between these

and private sponsored insurance devices.

Compulsion Most social insurance plans
are characterized by an element of compul -
sion. Because social insurance plans are
designed to solve some social problem, it
is necessary that everyone involved coope-
rate, Thus, if an employer qualifies un-
der the law, this employer and all emplo-
yees must be covered by workers’ compen-
sation and uneployment insurance.

Set Level of Bemefits In social insuran-
ce plans, little if any choice is usually
given as to what level of benefits is pro-
vided. Thus, even if so desired, an emplo-
yee cannot purchase more or less unem -
ployment insurance than is offered under
the plan. In private individual insurance,’
of course, one may usually buy any amo-
unt of coverage desired,

Floor of Protection Concept A basic prin-
ciple of social insurance in a system of
private enterprise is that it aims to pro-
vide a minimum level of economic securi -
ty against perils that may interrupt in-
come, This principle, known as the floer
of protection concept, is not always strict-
ly observed, but it is still a fundamental

theme of most social insurance coverages,
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especially in the United States, In workers’
compensation insurance, for example, an
injured worker is usually given complete
medical care;but under most U.S. state

laws less than of disability is received.

Subsidy Concept All insurance devices
have an element of subsidy in that the
losses of the unfortunate few are shared
with the foriunate many who escape loss.
In social insurance it is anticipated that
an insured group may not pay 1ts own way
but will be subsidized either by other in-
sured groups or by the taxpayers generally.
Thus, when retirement benefits were in-
troduced into Social Security legislation
in the United States of America, for ex-
ample, many individuals who worked only
a minimum of one and one-half years were
able to draw a lifetime pension which had
a value far in excess of the premiums paid
by them and their employers. The younger
workers, of course, were subsidizing the
old, and still are. Some social insurance
plans have access to general tax revenues
if the contributions from covered workers

are inadequate,

Unpredictability of loss For several rea-
sons the cost of benefits under social in-
surance cannot usually be predicted with
great accuraey. Therefore, the cost of

some types of social insurance is unstable.

Contributions Required In order to qua-
lify as social insurance a public program
should require a contribution, directly or
indirectly, from the person covered orthe

employer or both.
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nearly all social insurance plans are di-
rected at those perils that interrupt in-
come. The requirement of attachment to gt
the labor force, however, has been a sub-
ject of frequent criticism by those who
want a greater expansion of social insu-

rance,
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