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Foreword

This stock taking exercise was developed in theaecdrof the ILO Area of Critical
Importance (ACI) on productivity and working condits in small and medium-sized
enterprises (SMEs). The goal of the ACI is to cosislely demonstrate how productivity
in SMEs can be boosted by making an investmentarkevs and working conditions,
accelerating economic growth and making it moré¢asnable.

The quality of jobs in SMEs, particularly in devpiog countries, is often poor,
given, for example, the lack of social protectianveell as inadequate physical working
conditions, safety and health, education levelsapmbrtunities for skills development and
social dialogue. As a result, SME workers are fesgly disadvantaged and SMEs are
missing opportunities to compete, resulting in tbes of a potentially substantive
contribution to sustainable growth. Thus, a keyestinent for SMEs relates to improving
working conditions, particularly ensuring sociabfarction coverage as outlined in the ILO
Social Protection Floors Recommendation, 2012 @0@&).

Focusing on social protection issues in SMEs, shigly particularly examines the
gaps in social protection experienced by workesspilimary objective is to explore related
impacts on productivity and their interrelation kvitither working conditions. As workers
in SMEs in both the formal and informal economy malp the majority of the global
workforce, this information is crucial for an encoassing global dialogue on universal
social protection coverage, particularly in health.

The study investigates the major causes of inadeqoa non-existent social
protection coverage of workers in SMEs, in both fiwenal and informal economy, and
identifies barriers regarding coverage and accesssdcial protection in health,
employment injury, paid sick leave and other sogiedtection benefits. The review
discusses the impact of social protection gaps rodygtivity and the subsequent cost
borne by enterprises and society as a whole. Iitiaddo global and national experiences,
a specific country study on social protection ofESiorkers in India is presented.

Key findings relate to the lack of reliable and garable empirical data regarding
social protection in SMEs, particularly in low- andddle-income countries and especially
of SMEs in the informal economy. As part of the dasions, this study therefore outlines
a research agenda of how to close some of theseldalige gaps.

The ILO would like to express its appreciation lte tiuthors of the most significant
inputs to this overall literature review, partialjato Konrad Obermann, Philip Post and
Axel Weber; and to Adam Czewoja Sheikh for his whle work on the case study of
India.
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Executive summary

Background and objectives

Findings

Employers often perceive obligations to apply dopiatection legislation to their
workers as a burden in terms of financing and adtnation. This is particularly the case
for small business owners and managers. This titerareview aims to understand
whether, and how, effective social protection peficin small and medium-sized
enterprises (SMEs) with between 50 and 250 emptogae generate positive outcomes
for firms as well as for the broader economy. Imtipalar, the review discusses social
protection coverage and access as an enabler dligiraity at enterprise level, and of
growth and development at national level, as wsllits relation to other working
conditions. The review also discusses the consegsewnf potential gaps in social
protection coverage.

Research directly relevant to social protectiofsMEs is very limited. When social
protection is analysed, there is often no infororatibout the size of companies, and when
SMEs are in the focus, frequently no detailed imi@tion on social protection is available.
Much of the literature concentrates on developedintes, where thorough and
standardized data collection allows for identificatof important factors and trends. In
contrast, the topic of the costs and benefits ofasgrotection in SMES has yet to reach
research agendas in the developing world.

m  Overall, there is at least indicative evidencsludrtcomingssevere in some respects,
with regard to the provision of comprehensive dobigalth protection in SMEs.
Rigorous quantitative analysis is hampered by dapadefinitions of SMEs and
informality.

m  The perceived costs of social protection in heditth SMEs versus actual costs
incurred SME owners/managers are often very reluctantdioeie to protection
regulation, fearing that the time and costs invdlwgill lead to a competitive
disadvantage. The view that regulation may stifieoivation and development has
also been expressed by some national leaders damdhdtional organizations.
Although empirical evidence is scarce and inconeysthere are indications that
social protection provisions are not necessarilffimental to SMEs but can even
improve productivity.

m Incentives and barriers to introducing adequateialogrotection measures in SMEs
Where social protection regulation is adequatefpreed and involves little cost to
SMEs, it provides a strong incentive to adopt appabe management practices. If,
however, regulation is erratically enforced andcpafed to involve high costs with
limited benefits, it can be a disincentive, so tBBtEs may avoid formally employing
workers, leaving them in the realm of illegality treelance working relations.
Similarly, bureaucratic or ineffective protectioggtems may be shunned by workers.
Apart from strict regulation, the most persuasivgument for owners/managers to
implement effective social health protection woblel the business case. However,
few reports calculate the costs and benefits aibkpeotection in health for SMEs or
report the strategies by which benefits are achligvbus there is very limited
information about the business case.
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Links between social protection and positive entseplevel outcomesA number of
studies investigate the outcomes for SMEs of adioeréo regulation and utilization
of formal employment. One possible outcome is #iatess to financial services,
which many SMEs sorely lack, will be improved.

Social protection and productivity in SMEBhere is a lack of research concerning
SMEs and productivity-related outcomes, especiailydeveloping countries. The

existing literature points towards only a generglbgitive correlation between social

protection and productivity. Empirically based getlieations applicable to SMEs

from different sectors and national backgrounds ttemefore not be formulated at

present. Theoretical considerations, however, poirthe many potential inroads by

which well-developed social protection might impeagproductivity and thus support

a business case for individual owners/managerslioAf stipulated national policies.

Productivity losses due to gaps in social protattamd working conditionsin the
absence of social protection, levels of absenteestalf turnover, work accidents and
deficiencies in product qualities increase and wogkmotivation is low.

Wider societal benefits of effective social praettSocial protection, together with

informal supportive practices and cultural normsSMEs, can contribute to socially

desired outcomes such as poverty reduction, sudportulnerable workers and

mitigation of the impacts of ill health. Besidesrggvaluable in their own right, these
outcomes can also improve human capital and trengfo improved enterprise

performance as well as better overall national enoa development and sustainable
growth.

Occupational health and safety in SMEBMESs have been found to be more prone to
work-related accidents than larger firms. This hgiits the need for occupational
safety and health regulation with supervision. Buéheir small and versatile nature,
SMEs might be extremely efficient at improving wimidk conditions if properly
motivated. Their very nature, however, makes itaflgueasy for them to evade or
undermine such improvements. Suitable supervisariprcement and incentives
should therefore be considered when commencinganmuges in this field.

The case of Indiaeveals that despite the breadth of legislatedakgrotection
coverage, significant gaps remain in both statutmyerage and effective access to
benefits for large parts of the population inclydiworkers in SMEs, mainly in the
informal economy. The main causes include the alese legislative reference to
SMEs and issues in enforcement.

Implications and recommendations

Overall, specificquantitative and qualitative research on SMEs/ery limited. The

authors suggest a two-pronged approach:

Develop a set of internationally and uniformly Bggble indicators that would allow

for international comparison and best-practice wat&bn. These indicators should be
based on a coherent, acceptable and practicatyaet definition of SMEs and the

informal economy.

Initiate detailed quantitative and qualitative diés in selected countries based on
level of development, social cohesion, politicosgmmic history and type of welfare
regime employed.

viii
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These could be combined and made available in artremtitied “Working at the
margins: Employment, working conditions and sogiedtection in small and medium-
sized enterprises in the formal and non-formal enoyi.

All organizations and institutions involved shoidédally work hand-in-hand in
providing a supporting business environment to SMHEsgs would entail the following
actions:

m  Provide evidence at enterprise level that sodiatgation does not negatively affect
the revenue and profit per worker but can even awpiit, thus ultimately increasing
the survival rate of an SME.

m  Document best practices and possible optionsefitmeing administrative burdens and
collective agreements of SMEs when registeringéaial protection.

m  Conduct studies and pilots on organizational dgwekent and the creation of
economies of scale.

m Initiate capacity building and awareness-raisihgest practices.

m  Develop high-quality statistics and data docunmgnthe total number of employees
in enterprises that are affected by social prateetelated questions, to initiate
country studies piloting comprehensive data cdlbectand regular update
mechanisms.

m  Provide concrete advice on the practical challengie SMEs in the area of staff
management and staff benefits.

m  Develop further the emerging theoretical framewitidt links government regulation
with working conditions and overall benefit, in paunlar productivity.

In addition, knowledge about practical problems should be insegaSurveys and
case studies would be helpful in understanding SMEds in staff management and
benefits. Concrete factors affecting working coodis, which in turn have an effect on
productivity, should be studied.

It would be particularly valuable to obta@mpirical evidence on the positive effect of
social protection on working conditions and prodwuity both at enterprise level and for a
national economy as a whole.

In conclusion, this literature review indicatesttbHective social protection in health
and other contingencies for SME workers is feasitel is most likely to be beneficial to
workers, enterprises and the economy as a wholemyMuaactices improving social
protection will be cost-effective and may indeedsbenetimes easier to implement in the
informal environment of SMEs than in larger firnhs.particular, national health services
and social or national insurance schemes, if wedighed and implemented, help to reduce
costs at enterprise level. The initial evidencegssts that expenses even for costly
programmes might be more than offset by improvedipctivity.

There are many unresolved issues that need to Heess#d by governments,
international organizations and academics in aimextend social protection to workers in
SMEs and to support the formalization and develognoé SMES, mainly in developing
countries. Among the key issues are robust datéghenmpact of social protection on
working conditions and productivity, reducing thdmanistrative burden, information,
compliance and proof that social protection is eamivk to enterprises and the economy as
a whole.
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1.

1.1.

Introduction

Background and objectives

Social security is a human right, as recognizedaitjcle 22 of the Universal
Declaration of Human Rights, and is a key parteftnandate of the International Labour
Organization (ILO). The ILO Social Protection FlsdRecommendation, 2012 (No. 202)
strongly urges the extension of social securitpehiding social protection in health — to
all persons, including workers in both the fornadl anformal economy.

There is also a growing recognition that socialtgetion policies have beneficial
impacts for workers by improving access to headttvises (ILO, 2011a) and by enhancing
positive working conditions through fostering sdctamhesion, as well as by directly
increasing productivity These conditions are essential for sustainal@anic growth
both at enterprise and national level.

Small and medium-sized enterprises (SMESs), boththim formal and informal
economy, form the backbone of many economies irldped and developing countries,
both in terms of employment as well as in termscoftribution to GDB They also
provide technical innovation, have close contaatustomers and find niche markets and
products.

The ILO has long advocated that by improving wogkaonditions, including social
protection, in SMEs, productivity (and thus prdfitdy) will also increase. Decent
working conditions including a well designed andbiemented social protection system
are beneficial to workers, enterprise owners, comtias and the economy as a whole.
However, it is important to further develop a sawdence base for policy dialogue and
work in the context of the implementation of Recoamalation No. 202 through the ILO’s
Area of Critical Importance (ACI) on SMEs.

One of the key areas to be assessed relates terbdor coverage and access to social
protection, particularly social protection in hialpaid sick leave benefits for workers in
SMEs and employment injury. The extent and impédcthese barriers on economic
productivity and working conditions has not yet ibeafficiently assessed. As workers in
SMEs make up the majority of the global workfordeQ, 2013a), this information is
crucial for an encompassing global dialogue on ensial coverage, economic growth and
development.

! Defined as the sustainable enhancement of “tf& letel of output of an economy in particular
through enhancing the level of output per workeper hour worked (i.e. ‘labour productivity’)”
(ILO, 2005).

2 For example, according to a recent report by tiet Mam Chamber of Commerce and Industry,
SMEs account for more than 97 per cent of totagmamises in Viet Nam, employ more than half of
the total workforce and contribute to around 50 qget of GDP (Le, 2011). Ayyagari et al. (2007)
show a wide range: “While less than 5.5% of themfar work force is employed in SMEs in
Azerbaijan, Belarus and Ukraine, this share is nmben 80% in Chile, Greece, and Thailand
(SMEZ250). Similarly, the ratio of the informal eamy relative to GDP varies from 9% in
Switzerland to 71% in ThailandSee also World Bank, 2013.

Can productivity in SMEs be increased by investing in workers’ health? 1



This study has two main objectives:

m  To identify the major causes of inadequate or existent coverage of workers in
SMEs both in the formal and informal economy glbbaind in selected countries.
Specific social protection regulation for SMEs irselection of low-, middle- and
high-income countries in different regions of therla will be examined in order to
assess the current global landscape of this issue.

m  To identify the impact of the gaps in coverage aedess to essential health-care
services on the working conditions and productivfyworkers in SMEs and the
subsequent cost borne by enterprises and societyvasle.

Presenting a broad range of issues regarding tefiticoverage, access and their
consequences will provide ILO constituents withadet! knowledge about the status quo
and possibly concrete options for policy and ledigé approaches in order to overcome
barriers and deficits. Such information will notlypmave huge relevance for workers in
SMEs both in the formal and informal economy arothrelworld, but will also inform and
urge their employers to adopt best practices imbpeotection; in addition, it will provide
legislators and administrators with concrete knolgée about how to support companies
and owners in moving forward.

1.2. Definitions and available statistical material

Small and

Given the absence of globally agreed definitiohseems important to explain the
definitions of two core terms as used in this rewvieSME and the formal/informal
economy. Due to a lack of uniformity in relatedidifons, difficulties in comparing and
assessing data from various sources and countigds wccur and cannot be resolved at
this level of analysis.

medium-sized enterprises (SMES)

The definition of SMEs used in this review encongggsenterprises with between 50
and 250 employees. However, many other definitierst and we found significant
differences when assessing research on SMEs. Theedices resulted mainly from:

m the classification of SMEs in research literatame national legislation; and
m the relative size of the 50-250 employee sector.

The classification of SMEs in research literaturel anational legislation is very
heterogeneous. Depending on the author, an SMEefanto enterprises with between 1
and 500 employees. A frequently used classificaitoh—10 (micro), 10-50 (small) and
50-250 (medium-sized). But authors often do noicet@ which number of employees is
referred to in their definition, nor what factorgey have used in selecting the enterprises
for their sample. The number of employees is frafuenot included in the data on the
enterprises investigated, so that an ex-post &leesson is not possible. The value of such
studies for analysing the causes and effects o gagsocial protection for workers in
SMEs with 50-250 employees is therefore limited] deductions specific to enterprises
with this number of employees are rarely possible.

National, international and supranational defim§anay also vary significantly. The
European Union (EU) classifies SMEs according #e sif enterprise and either balance
sheet total or turnover. Enterprises with <10, |€6d <250 employees are referred to as
micro, small and medium-sized respectively. ThuglES as defined in this paper are

Can productivity in SMEs be increased by investing in workers’ health?



referred to as medium-sized enterprises by the geéamo Union (European Commission,
2003).

The US Small Business Administration allows clasatfon as a small business on
the base of either the number of employees omalterely on the value of annual receipts;
however, statistical data is available only in taegories 20-99 employees (526,000
firms) and 100-249 employees (90,000 firms) (US @apent of Commerce, 2013). The
lack of a more detailed sub-classification makealation of enterprises with 50-250
employees difficult.

The International Finance Corporation (IFC, 20183 bompiled a data set on micro,
small and medium-sized enterprises (MSMESs) arobadnatorld. This was used to identify
countries which employ the classification 50-250pkyees. Of the 131 countries
represented in the data, 46 use the classificgd®r250, 50-251 or similar) and the
classification is exclusively used to refer to mexdisized enterprises.

Moreover, some countries use classifications tha&vent comparison (such as
20-100, 100-499 employees or values for revenuevastment). Sometimes additional
categories are used in the literature: “very smoiaikd enterprises” refers to those with
11-49 employees and “MVSE” (micro- and very smakd enterprises) refers to those
with 1-49 employees.

The relative size of the 50-250 employee sectoeig small in many countries. The
US census data show that in the categories inaju@tween 1 and 19 employees, there
exists a combined total of 5,294,970 firms; whibe the categories 20-99 and 100-249
employees, there exists a total of 526,307 and380fiBms respectively. The share of all
registered firms (27,281,452) that have betweearitD250 employees can be estimated to
lie between 0.3 and 2.3 per cent (US Departme@oofimerce, 2013).

The UK Department for Business Innovation & Ski{012) sets the number of
enterprises with between 50 and 249 employees at5@Q9 compared to a total of
4,794,105 registered businesses. SMEs as defingusipaper therefore account for 0.62
per cent of all UK businesses using the UK HM Rexeand Customs (2014) definition
for R&D Relief schemes (i.e. less than 500 empleye@nual turnover > €100 million;
balance sheet > €86 million).

In the IFC MSME Country Indicators database memithabove (IFC, 2010), in only
three countries is the share of enterprises witt250 employees more than 5 per cent of
all MSMEs (12.4 per cent in Puerto Rico, 14.7 pemtdn Ukraine and 31.8 per cent in
Tunisia). In most other countries the share of rpniges with 50-250 employees is
between 0.5 and 3.6 per cent of MSMEs. MSMEs wi25D employees account for
between 1.8 and 78 per cent of all employment.

No study was found that specifically evaluates mmiges with 50-250 employees.
Rather, these are almost always grouped with smelerprises, which together are
considered as SMEs. The number of workers per migeris often very small. The focus
on a comparatively small economic group in thisréture review based on a rarely used
definition explains the scarcity of data availabiethe subject of this literature review.

The informal economy

According to the ILO (2013b), informal economy epteses should be classified
based on the concepts laid out in the 15th reswiwf the International Classification of
Labour Statistics (ICLS). However, informal emplogmb is not limited to informal
economy enterprises and is thus specifically ddfiire a conceptual framework with
respect to the different types of enterprise (fdret@nomy enterprises, informal economy
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enterprises, households). This recently publisigd manual aims to create common
standards for the collection of data on informalifhese standards have yet to be met by
national statistical bodies or authors of relewantks. It is also often not possible to re-
categorize the data of published studies ex postrder to make them compatible with the
ILO definition.

The definitions employed in the studies used fas therature review range from
informality being determined solely on the basitaxf evasion (Gatti and Honorati, 2008)
to approximating the informal economy as an unragdl, voluntary, developing-country
counterpart to the small scale, entrepreneurialosdén developed countries (Maloney,
2004). In some studies the informal economy isregfeed without an explicit definition as
to what it entails (Acharya et al., 2013).

In a field as narrow as SME employment in entegxrigith between 50 and 250
employees, where data is scarce already, adherendbe detailed ILO statistical
framework on the informal economy is not achievalielevant publications use terms
such as informality, informal employment, informatonomy employment, sometimes
interchangeably, according to arbitrary definitianghe respective national definitions.

As some of the concepts mentioned above - sucbwseholds — are unlikely to play
a role in SMEs with between 50 and 250 employeetis paper informality and informal
employment will be defined as follows:

Informal employment is unregistered with the goweent, usually out of efforts to
evade/avoid paperwork, time-consuming proceduaagstand contributions. This may have a
variety of causes, from a desire for employmerfaofily members as backstopping and cheap
labour to a simple profit motive on the part of twner, hoping to save on taxes. Thus,
workers in informal employment are often not pdrstatutory social security schemes.

In contrast, formal employment will refer to propexgistration of workers and
payment of the required contributions and taxega@a informality will be in line with
this definition unless indicated otherwise. Thesénitions have limitations; groups such
as the self-employed are not included in eithet thig is of no concern here as this paper
concerns itself primarily with SMEs.

Given these challenges and the general scarcighaflarly work on social protection
and working conditions in SMEs, this paper drawsneore general work on working
conditions and to some extent generalizes findingsrder to draw conclusions on the
current state of social protection in SMEs andnididate needs for further research and
data gathering.
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2. Methods

Initial research indicated that the availability ddta and specific research on social
protection in formal economy enterprises with betwé0 and 250 employees is very
limited. A substantial amount of the available stific, official and “grey” literature deals
in a rather general way with the topic and doesdnstinguish between SMEs and non-
SMEs. The need for the collection of detailed statal data on small and micro-
enterprises has been addressed by the ILO (2013b).

Against this background, the search was planndmktbroad and to encompass both
scholarly and non-scholarly work as well as revieavgl reports from national and
international organizations and NGOs. The follows&arch engines and databases were
used:

- Medline

EconLit

- Social Watch.org
- Economywatch.com
- Index Mundi
- Gapminder.org
- CIA World Fact Book
- UNDP databank
- World Bank databank
- ADB Social Protection Index
- ILO database
- OECD database
- German Practice Collection
- EC database
- US Social Security Administration (SSA)
- websites of individual national schemes
- Google and Google Scholar

In addition, we performed a hand-search of avaslgidpers and looked up cited
works. We also referred to papers known to us aralio colleagues and those mentioned
in newsletters and expert fora.

Although it is reasonable to assume that therenarenajor external differences in
coverage of workers in small, medium, and large mames, substantial differences might

occur with respect to internal factors, impedinyerage and access to social (health)
protection. Employment security, working conditioaad safety at work, as well as
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evasion and other illegal practices that de fagtddr access might occur in different ways
and on a different scale in SMEs compared to largerprises, but the literature on these
differentiating factors is very limitéd

We included all literature from the year 2000 oragaand focused on works in the
English and German languages. Any type of pubboativas considered, although the
authors are well aware of the pitfalls of simplypaeing experiencés The articles
identified were then analysed by the research téamumber had to be rejected as they
did not cover the key issues of the report, buinekided almost any study that did cover
the area “SMEs and social protection”, if only tooyide contextual or supporting
information.

We deal with papers in three ways. First, the nmpbrtant works (according to their
scientific credibility and methodology) were usemt the review that follows. Second,
detailed data on social protection are given foumber of selected countries which are
either well covered and/or are of specific intexdst to legislation or innovative concepts.
Finally, all literature used in listed in the Bittjraphy.

% Berry (2013, p. 12) writes: “Coverage rates oftdbutory systems are, as expected, consistently
less for lower-income workers. No LAC [Latin Amai@and the Caribbean] country exceeds 50
percent coverage for the lowest quintile. In makg poorest people are practically excluded,”
indicating that those in poorly-paid employment laiest covered.

* An illustrative example can be found in van Dongeral. (2011) whereandomizedcontrolled
trials on worksite health promotion programmes simbva clear negative return on investment,
whereasion-randomizedtudies showed just the opposite, namely a pesigturn on investment.
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3.  Theoretical framework: Social protection,
working conditions, productivity and
social impact

3.1. Social protection

Social protection is a complex area and differeppraaches have proliferated
substantially over the last decades (Berry, 20LBg. ILO defines social protection as: the
set of public measures that a society providesitformembers to protect them against
economic and social distress that would be causethdé absence of or a substantial
reduction in income from work as a result of vasiawontingencies (sickness, maternity,
employment injury, unemployment, invalidity, oldeagand death of the breadwinner); the
provision of health care; and the provision of Bgsdor families with children. This
concept of social protection is reflected in vasiolllO standards such as the Social
Security (Minimum Standards) Convention, 1951 (Na2) and Recommendation No. 202
on national social protection floors.

Social protection in health is a key area thatdstmelevant for the health of workers
and their productivity. It includes access to Healare, maternal care, prevention and
financial protection. Besides fully tax-funded woatl health services, coverage can be
provided through insurance-based schemes suchc@ ®0 national health insurance
schemes. Social health insurance schemes are yudimglhced by contributions from
employees and/or employers, while participation rbaymandatory for all workers or
mandatory only for some groups (e.g. civil servaatsd voluntary for other groups (e.g.
the private sector). Coverage frequently extends amy to the worker but also to
dependants. Government subsidies may be put ire dlac groups unable to pay the
required contribution. Social health insurance bendifferentiated from private health
insurance in that the contributions are set acogrdo capacity to pay — for example,
wages rather than individual risks such as agedeyear health status (ILO, 2008; GTZ,
2005a). National health insurance schemes arelyduaded by both contributions and
taxes, where the latter might exceed the amourdrgésd through contributions. Coverage
often extends to all citizens. Financial protectioriimes of sickness relates to protection
from financial hardship, for example through oufpaitket (OOP) payments and income
replacement during sickness through paid sick Isahemes (Scheil-Adlung and Sandner,
2010).

Further, employment injury/disability schemes, imlthg occupational schemes, are
important for impacts on the active age populatiad productivity. They generally serve
the purpose of compensating the worker for injudeglisabilities incurred during work
(ILO, 2013c).

3.2.  Working conditions

The improvement of working conditions is one of th&’s principal objectives
(ILO, 2013d). Besides social protection, wages, kivgy hours, work organization and
arrangements to adapt working life to the demariddeooutside work are core elements
of the employment relationship, the protection ofkers and company productivity. They
are major dimensions of human resources manageahéimt enterprise level, in collective
bargaining and social dialogue, and also in théseconomic policies of governments. A
number of policy and training tools as well as tatied and comprehensive legal database
on working conditions have been developed. Specéforts on working conditions in
sectors and countries (see for example ILO, 20pBn)ide examples on how to assess the
current situation and develop a way forward.
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Workers in SMEs and from vulnerable groups are g@ibbpbthe most susceptible to
negative externalities affecting employment, andh&y are the most affected by adverse
working conditions along all the dimensions mengidrabove: low pay, no employment
security, long working hours, insecure workplacksk of social protection and no
consideration for a work-life balance. This is tra@oss all countries; to take just one
example, in the aftermath of the 1997 economidsctiee Republic of Korea experienced a
rapid increase in types of non-regular employméfdany of these non-regular workers
faced insecure employment, low wages and poor wgrkbnditions, as well as exclusion
from labour standards and social insurance coverdgesum, it can be said that non-
regular work (disadvantaged and non-standard watls) disproportionately on vulnerable
groups of workers, such as female, older, lessadd¢ low-skilled workers, and SME
workers” (Lee and Lee, 2007).

A survey among 300 women in the Indonesian textithustry, carried out by the
World Bank and the Centre for Strategic and Inteonal Studies (CSIS) in Jakarta
(Pangestu and Hendytio, 1997), found that compdiawith guidelines for appropriate
workers’ benefits was worse for SMEs than for lafigens. SMEs have also been found to
be more likely to pay less than the minimum wagpdmanent workers, and while 70 per
cent of Indonesian women employed by large firnegireed insurance and health care, in
SMEs only 26 per cent received insurance and 2@¢rreceived health care. This is one
of the few studies that allow a clear differentatibetween the employees of SMEs and
those in larger enterprises, although the WorldikBadefinition of SMEs differs from the
one used in this review. An analysis of SME cluster Indonesia found that they often
provide above the minimum wage and that they ateassociated with very low income
(Sandee et al., 2002). This could be a charadteredt the clusters, rather than the
individual SMEs.

3.3.  Productivity

Productivity is defined as the ratio of outputdrtputs in production; it is a measure
of the efficiency of production. With reference $MEs, it measures outputs in terms of
money values in relation to the value of inputbiwinan resources and capital.

0Xp
P =
h xw

P = Productivity

O = Output in terms of quantity of goods and sexsiproduced
p = price of output on the market

h = working hours needed for O

w = hourly wage

A neoclassical view of human capital holds that tngre a given input of human
capital produces, the higher the productivity. Thisans that productivity can be increased
with the output per hour worked by each worker,clihs influenced by various factors:

- the capital invested (machines);

- the skills of the worker; and

the health, empowerment and motivation of thekenor
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The first two items are not influenced by sociabtpction, but social protection is
highly relevant to the third. Its influence candesscribed as follows:

- Social protection provides income support androvies access to needed health care,
reduces accidents and occupational diseases, asdettiuces working hours lost.

- It reduces the fluctuation and turnover of st&ffotected workers potentially stay
longer (and might be more productive) in an entsepthan non-protected staff.

- Protection increases motivation, and motivatedkers have higher productivity.

- Social protection can empower workers and giertta sense of ownership, thereby
contributing to loyalty and effort for the enteigwi

- It reduces times of absence and iliness, asagalifectious diseases.

Gaps in social protection tend to reduce produgtitvirough an increased number of
working hours lost due, for example, to prolongestigrs of ill health, occupational
accidents and diseases. SMEs are particularlytatfduy these effects on productivity, as
they have few staff and each staff member with fgeveductivity significantly affects the
outcome of the enterprise. This is more significansmaller enterprises, thus marginal
productivity is more affected.

In this context maternity protection, being at ttmre of social protection (ILO,
2013f), is particularly relevant: owing to the smaumbers of workers and lack of
economies of scale in SMEs, maternity cases hdaegar impact on staff costs than in
large enterprises. Thus, SME employers often terttigmiss pregnant women in order to
find quick replacements; in addition, the cost aitennity leave is perceived to be too
expensive. Against this background, some coun{gash as Germany) have established
solidarity funds for SMEs. Further, pregnant wortemd to be more frequently absent due
to pregnancy-related health issues. Thus, in tleerate of social protection, maternity
results in higher productivity impacts for employand employees in SMEs than in large
enterprises.

3.4. Linking social protection, working conditions and
productivity

In a recent review for the ILO on the impact on kiog conditions on the
performance of SMEs, Croucher and colleagues (20if&yentiate between a “common-
sense” framework informed by neoclassical economidsch, as they state, provides a
“perfectly feasible hypothesis ... that the costropioving conditions may outweigh any
benefits accruing to the employer. A trade-offngadlved; the issue is where the balance of
benefits lies” (p. 1f) An alternative framework, which formed the basfighat study, is
based on a resource-based view, the dynamic céjesbitoncept, social equity and
company-as-community theory, and finally the idédboindles of practice”. The authors
state: “We expect the empirical contributions toregewed in this report to confirm that
high levels of OSH, training, wages and decent wgrkime are likely to be associated
with strong company performance in SMEs, as elseavlikhere is little reason to believe
that the fundamental logic involved will be diffatan the context of SMEs from those in
larger companies, despite the considerable difterethat exist between them” (p. 14).

® Kaufman (2004) provides a comprehensive histovwakview of industrial/employment relations
and the predominance of the neoclassical ideathatoyers want to continuously reduce costs.
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Figure 1.

We employ here a simple (and necessarily redustiprifamework that tries to
combine the “common-sense” view with the more elat® approach that informed the
study of Croucher and colleagues. As depicted guré 1, a number of defined (and
potentially measurable) aspects would affect waykimnditions in a company. These
working conditions would in turn affect key aspeotswhy people can (and will be)
productive. This model focuses only on those aspetivork that can be influenced by
government regulatory action and does not take ounsideration management and
motivation or “social capital” and “company-as-coomity”. It also leaves out those
aspects that might be affected by government adiignare not considered regulatory,
such as “capabilities” and “lifelong learning”. Theherent “non-productive” aspects of
good health which are crucial for the well-beingaafrkers and their families are reflected
in the “health and family” aspect of the benefits.

Although there is descriptive evidence on the m@abetween working conditions
and enterprise performarfcehere is a clear lack of empirical evidence usngerprise-
level data. It would be highly desirable to haveurdoy-based studies that analyse
longitudinal survey data for SMEs, in order to bBth the relation between working
conditions and performance at the enterprise level.

Conversely, if social protection positively influsgs productivity, gaps in social
protection have a negative impact on it. Absentegeibigh staff turnover, costs of
accidents, lack of motivation — all these factariuence quality and quantity of output.
Again, the empirical basis for this claim at theeleof SMEs is lacking.

The influence of regulation on working conditions and productivity seen as investments
which yield benefits

| Contract & wages |

Productivity
T [_Productivity |

Avail ability | | Cost of illness I
[ osH |
e

Social protection Working i employment
- policy & coverage conditions Diversity &
- effective access skills
| Matemity protection | Health & Health &
fitness family
| Job security |
Investment Benefit

Source: Authors.

This model forms the basis of further analysis ss@bmmendations in this literature
review. In what follows, the elements contributboegsocial protection will be discussed in

® Subramony (2009) provides a meta-analysis of 6pirtal studies linking bundles of human
resource management practices to enterprise peafamen
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Chapter 4, their impact on working conditions ina@ter 5 and the effect on productivity
in Chapter 6. Chapter 7 will provide an overviewcofrent legislation concerning social
protection and SMEs in selected countries, as agel case study on India.

3.5.  Economic impact of pro-SME policies

In many developing countries, SMEs are generalnses vital sources of economic
growth and employment, and a wide array of intetieeis and programmes have been
implemented in order to promote them (Tai and Quytin7). Only one study found no
support for the theory that SMEs are a significemirce of growth or poverty alleviation
(Beck and Demirgiic-Kunt, 2004) and argues thaelacgmpanies may be able to provide
employment that is more secure, better salariedrashades more benefits.

While strong economic growth corresponds with aorgir SME sector, this
relationship is not causal. Rather, both seem tped@ on the general business
environment (Ayyagari et al., 2007; Beck and Deiingrg{unt, 2004). An analysis of
SMEs in Japan found that the entry of new SMEsh® market forces those already
existing to become more efficient; also, that apantant determinant for the creation of an
SME is the associated cost of entry (Kawai anddJrad01). Multiple studies have found
that low barriers to entry and exit of enterprises important for economic growth and
development (Carre et al., 2002).

It seems therefore that a strong SME sector isngpgym, rather than a cause, of
economic growth. While policies aimed specificadlypromoting these enterprises might
not significantly increase a country’s economicpauti policies that encourage the business
environment in general are likely to benefit thérereconomy, including SMEs. This does
not refer to more informal employment, but ratheatlarge formal economy that is only
lightly influenced by labour legislation. Indeedstaidy of several countries found that the
informal economy was lowest in countries which carala low regulatory burden with an
effective regulation enforcement system (Kus, 2006)

To some extent these views are implemented in yalecisions. Increasing the
managerial flexibility of entrepreneurs and theeeafsdoing business are widely held to be
measures that will result in growth of the SME ee¢World Bank and IFC, 2013). In
contrast, high taxes, labour regulations and doutions to health insurance schemes are
viewed as constraints on medium-sized businessesiting up their costs and lowering
their margins (South African Chamber of Busine€89).

It has however been shown that the focus on reduaiiministrative burdens might
result from an over-reliance on business costsiasdacator (Kitching, 2006). The effects
and consequences of labour regulation extend beffoadcial considerations on the part
of employers; they influence many individuals anéctranisms. Thus, statements such as
“labour regulation impairs small enterprises” agadring the many dimensions in which
small enterprises are likely to benefit or suffenfi regulation.

As for the effect of social protection, it is waonthile to bear in mind the mutual
interdependence of pro-poor growth and social ptme:

A successful package of economic and social pgaligiast produce (i) a good rate and pattern
of economic growth to reduce poverty directly; éiwell-designed system of social protection
to defend those still left in poverty despite thievgth achieved; and (iii) internal consistency
between the two broad categories of policy invoj\&dh that neither cancels out the positive
effects of the other. It is particularly cruciakthsocial protection policy be as consistent as
possible with the creation of good jobs, sincesitmainly through job creation that growth

contributes to poverty reductionl... [JAlthough economic growth is almost always a key
factor in poverty reduction, this is especiallyetrfor low-income, often mainly agricultural
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countries. Such countries are generally charae@rizy a low public spending capacity (due
to low taxing capacity), a low implementation capaand a higher presence of community
mechanisms that can protect vulnerable people frertain types of economic crisis. (Berry,
2013, pp. 1-2)

This viewpoint might lead to a tendency to seeitiyglementation of social security
as a factor that hinders the economy and SMEseiin tlevelopment. However, such fears
are exaggerated, given the fact that in industedlinations a significant increase in health
insurance contributions results in only a marginatease in the cost of production (Weber
et al., 2005) whereas the productivity gains hastebeen evaluated.

A study of 16,779 small businesses in the Unitedgdom (Carter et al., 2009)
evaluated in depth how far labour regulation mighit the small business sector. It was
found that although many employers were dissatisfith regulation, few were able to
recount specific instances in which they had beetnadly impaired by it. Also, the
downsides of regulation are mitigated by the coitipetmarket situation in which every
business has to comply and thus every businessbwilimpaired equally. Furthermore,
studies that evaluated specific economic sectoratwour legislation found little or no
evidence of impairment of SME growth by labour nedrkegulation (Leach, 2006;
Ayyagari et al., 2007).

An ILO discussion paper (Joshi, 2005) on the retethip between the micro-
enterprise business environment and the provisibrlalbour regulation in different
countries found that, unless labour legislationasy inefficient and complicated, it does
not cause limits to growth or avoidance. Furtheemanicro-enterprises that were freed
from labour obligations for various reasons did vietv this as a competitive advantage.
The paper also advanced the position that whiledafegulation should be simple and
comprehensive to enable easy access, a strongffasiené administration is required for
proper enforcement.

12
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4.  Social protection in SMEs: Obligations
and barriers to effective access

4.1. Policies and coverage

Policies

Work is central to people's well-being, but for Wwao contribute to social and
economic development, it has to be “decent”. “Deéeeork” describes “the aspirations of
people in their working lives” (ILO, 1999). Thereeafour strategic pillars of the ILO’s
Decent Work Agenda: (i) creating jobs; (ii) guaeeihg rights at work; (i) extending
social protection; and (iv) promoting social dialeg with gender mainstreaming being a
cross-cutting issue. These are objectives andiplagcthat apply to and affect all kinds of
businesses, including SMEs in both the informal taedformal economy.

In industrial nations, labour legislation is oftdasigned to apply to all enterprises
and no evidence of intentionally exempting SMEs-@#D employees) from health and
social protection coverage could be found. In theoRean Union, for example, legislation
does not differentiate between enterprises basederdprprise size (de Graaf and
Lindenlaub, 2010). Although a substantial percemtafj workers in many developing
countries are employed in enterprises with fewamnt®50 employees (see section 1.2
above), SMEs are usually not a focus or a stagmgt for the implementation of social
security and social protection, not least due &dhallenging and complex administration
involved. Nevertheless, SMEs are usually treatezldiny other enterprise.

Enterprises for which specific exemptions have Heend are those with fewer than
10 employees. These micro-enterprises are sometgmeBided from social health
contributions and coverage, for example in Indid Aligeria (Dutta and Hongoro, 2013).
The background to this is that these micro-entsegriare predominantly informal and
poor, and include a large segment of the self-epgulcand workers who are expected to
be covered by other schemes that are more spdigifitessigned for them.

Furthermore, in India, although laws often explicistate inclusion of SME
employees (Lawslndia, 2001), workers earning ab@weertain threshold are excluded
from the social protection schemes for health arceapected to take up private insurance,
regardless of the size of the enterprise.

In countries without efficient social protectionsggms and schemes — for example,
for a certain segment of the workforce — the priovi©f social protection benefits in kind
and in cash is frequently left to employers. Thighie case for certain segments of the
workforce in India, as outlined above. Some Indi@urance companies recommend that
the employer provide subsidies for private insueatactheir workers, since workers retain
such policies even after leaving their current eypient, and group health insurance
policies would be very expensive for the employare( medimanage.com). The fact that
this decision is left to employers might cause thmoptimize for costs rather than
employee benefits.

SMEs are exempt from social protection coveragthély have a high degree of
informality. In countries such as Cambodia, Kengd the United Republic of Tanzania,
as many as 80-90 per cent of the workforce areveadth the informal economy
(Steinwachs, 2002; Ulandssekretariatet, 2013). Asiak protection covers almost
exclusively formal economy workers paying the pédytaxes, informal workers are
excluded. Also, the collection of payroll taxes @mdcontributions is set at a certain
percentage of wages and would thus require retiirtaThus, such coverage usually
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Coverage

excludes workers in the informal economy. Some t@ssuch as Kenya have attempted
to avoid this issue by offering informal workerscass to the scheme through flat rates
(Joint Learning Network, 2013).

Social health insurance schemes often featurengageriods between the beginning
of contributions and access to medical care, famgde in the United Republic of
Tanzania where a waiting period of three monthsiasmdated (Tanzania, NHIF website,
2012). No empirical data could be found on whethér waiting period influences fraud
and abuse. It is conceivable that any adverse Heghlted event occurring during this
period could be magnified by the financial strairaloeady paying contributions.

The provision of social protection/social security workers varies considerably
between countries in both extent and structure. [Egal framework for coverage of
workers in the formal economy is often advancedemithe existence of a legislative basis
for coverage of formal economy employees in SMEsvery country that was evaluated.
According to the ILO World Social Security Repo@1®/11 (ILO, 2011a) there is no
country that does not offer at least some formoofed security.

In the course of our research, no publications viemad that would indicate that the
number of employees is a key determinant for sqmialection coverage or access. With
regard to occupational health and safety regulatioost countries make no distinction
between enterprises on the basis of the numbempfoyees. In Canada, for example, the
same labour safety regulations apply to all work€sampoux and Brun, 2003).

In considering social health insurance in particutane important question regards
the order in which social groups are admitted ® gsbheme. Presumably due to the high
degree of formalization and the associated easecatiecting contributions from
government and public sector employees, most sd®alth insurance schemes have
started out for these groups and have been extdndmtier sectors at later points in time.
Health-care coverage for SME workers depends on faovthis development and their
inclusion has already progressed (Carrin and Ja20€%).

Generally, we find a significant lack of coverage the informal economy; informal
workers are often those who do not participatehim $chemes. How far this represents
active exclusion from coverage is questionableemployment in the informal economy is
usually not desired by lawmakers but rather a testilemployer and/or employee
decisions.

For SME workers in many countries, the most sigaifit deciding factor for coverage
by health and other social protection schemes gstbms often relates to the question
whether the employment takes place in the formather informal economy. For the
individual worker, other than the degree of formyalwealth and income seem to be
amongst the most significant factors for an entidat to coverage, as many programmes
are targeted specifically to the poor. In India flastance, workers are eligible for social
security benefits only up to a certain wage thrieshehile there are special schemes for
individuals living below the poverty line (Duttacgilongoro, 2013; LawsIndia, 2001).

In many countries there is a strong discrepancyéxe the number of people who
should be statutorily covered by social protectschemes compared to the number who
actually have access to them. Kenya, Nigeria andednRepublic of Tanzania, for
example, all have health insurance schemes thatt@tty cover the majority of their
populations, but only effective coverage rates ®f 3 and 7 per cent respectively have
been achieved (Scheil-Adlung et al., 2006; Duttd &ongoro, 2013; Tanzania, NHIF
website, 2013).
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Social security benefits such as retirement pessidisability pensions and funeral
grants are usually provided separately from headtie- provision. Health care may either
be provided through tax-financed schemes for thieeepopulation, or alternatively via a
social or national health insurance scheme forethadso register as members. In the latter
case, special arrangements need to be put in famaver those working in the informal
economy.

The provision of health care is sometimes managgéther with that of most other
social security benefits, as is the case in Inte provision of services such as disability
pensions and paid sick leave together with tragtichealth care will allow for more
comprehensive social protection, as individuald el shielded from multiple dimensions
of adverse health states. Workers will not onlyeree appropriate medical treatments, but
will also be assured of an income while unable ¢okwindividuals who are not part of the
scheme, however, would frequently suffer from npldtidimensions of adverse health-
related states. No studies have been found th&iateavhether one comprehensive social
security scheme results in more effective covetthga multiple individual schemes for
the different aspects of social security. A systemwhich the different benefits are applied
by a variety of schemes could have a higher likglth of any given individual having
access to at least some type of social protection.

4.2. Employer obligations

The enrolment of employees in social security s@®emay create considerable
challenges for employers. It can be assumed thae thvill always be physical work
involved in filling out and registering the empl@ge paperwork, which may be difficult or
expensive if the country lacks appropriate infracire. Also, depending on the
accessibility of the social security system, owngfrSMEs may simply be ill-informed
about their duties, or unwilling to invest resowra® researching them.

Simple economic reasoning will go as follows: I&tbmployer has not registered the
business in order to evade taxes, registratiohetmployee is most likely to be out of the
guestion if tax evasion continues. Employers wloahave to pay more in order for the
employee to net the same wage, if a certain peagenis deducted for social security
contributiond. The factor of increased cost will probably alse present for the
implementation of measures aimed at increasingysafel controlling hazards.

Due to their inherent small size, SMEs may be umnabl employ designated
supervisors for such fields as occupational sabetyegistration with appropriate social
schemes, since they lack the advantage of scalentilees such supervision economically
feasible in larger enterprises.

The barriers mentioned here and summarized belogv @ften reasons for
participation in informal employment and will thise evaluated in more detail in the
appropriate chapters. The main external barridéaser¢o:

- Registration processgmcluding administrative barriers or lack of ceipain social
security administrations (which may be a focusiigorovement).

- Competitivenesdf other enterprises on the market do not registempliance may
lead to loss of market. Registration of employses ¢ollective good in this sense.

" Berry’s (2013, p. 12) finding that those in poeplgid employment are least covered corroborates
this.
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- Absence of legal consequences or accountalilipase of sickness and accidents of
employees. When they are ill or injured, they dseniksed. There are no sanctions in
case of non-compliance by the employer. If ther@gewegal liabilities, employers
would have an incentive to insure their workers.

- No formal sanctioni case of evasion: no fines, no prosecution.
Internal barriers include:

- Individual motivationof owners of enterprises to maximize profits tigiolow
production costs.

- Ignorance of the advantages of social secuiityterms of the health of
employees, motivation and loyalty.

The ILO Decent Work Agenda clearly highlights thgportance of adequate working
conditions and social protection for workers’ weding and consequently their
productivity. Nevertheless, it appears that in samoentries employers and employees do
not comply with social protection legislation (Bgr2013; Wang, 2013), as can be seen in
the widespread existence of informal employmentialdy, there are trends that work
against effective and widespread adherence to tdbas. The view that labour regulation
stifles innovation and growth is present in thecpptions of some SME owners (South
African Chamber of Business, 1999). This is sumubity some evidence at the macro
level (Wagstaff, 2009), and the notion that “soddaturity is a tax on labour” is still
widespread.

A review of South African labour regulations foutitht SME owners claim that
minimum wage standards prevent them from hiringkillesl workers and that (unpaid)
maternity leave provisions prevent them from hiringmen, since such policies would
increase their cost of labour (Leach, 2006).

SME owners may thus be inclined to either be disicriatory in their hiring or
attempt to limit the enforcement of labour reguasi concerning their operations. Detailed
literature on whether this is a significant featafSME employment, or rather in line with
general labour market behaviour, could not be found

A report on responsible competitiveness in SME tehss found that, on some
occasions, these clusters have used their cokeptwer to resist the implementation of
social or environmental legislation. Public pressor demands by the purveyor of the
clusters’ goods were needed to induce the SMEfange. However, clusters were also
found to be an important source of pressure faornefand of collective responsibility
(AccountAbility, 2006).

The perception by owners of small businesses ofctheses of accidents may be
unfavourable towards the occupational safety araltth OSH) of their employees. A
survey in Denmark found that owners usually attebduthe cause of past accidents to
unforeseeable circumstances, or alternatively torgron the workers’ part (Hasle et al.,
2009). Both attitudes are unlikely to result ini@aetto improve OSH. The first view leads
to a situation where owners may refrain from impatng appropriate OSH measures
because, from their point of view, the cause ofdbeident is beyond their control. The
second view would call for improvements to OSHnirag; however, if accidents are rare
the employer might seek to dismiss the worker wédugsed the accident, rather than offer
training to all workers.

In the United Kingdom, an evaluation of the impletagion of the Employment
Relations Act in small enterprises found that themmpanies may indeed not be granting
their employees all their statutory rights (Atkinsand Curtis, 2004). Whether this was due
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4.3.

4.4.

to ignorance or evasion could not be answered asmvely, but employers did frequently

report the view that the regulation in question \adsurden to them. On the other hand,
SMEs in the UK alternative investment market hagerbfound to be as likely to report

social information as comparable larger enterpyisesilarly motivated by the enhanced

reputation that reporting might entail (Parsa aodit§/, 2008).

With respect to the implementation of gender-basmehl opportunity regulation, UK
enterprises with 50-250 employees were shown te leagreater rate of uptake than
smaller businesses, while overall there were diljnificant shortcomings in the
implementation of equal opportunity regulations @flbams and Lupton, 2006).
Regulation uptake seemed predominately the rektdctors related to enterprise size.

Barriers to effective access

Comprehensive reviews of access to social protecsach as in the ILWorld
Social Security Report 2010/1(1LO, 2011a) reveal in detail availability, accidgy,
acceptability, quality and financial protection swicial protection benefits in kind and in
cash such as health care and income transfersiditicm to statutory coverage, access to
benefits (e.g. health services) has multiple dinmerss physical access, meaning the
availability of health services within a reasonalistance; quality, meaning that the
available goods and services are of acceptablétyjUadancial access, meaning that there
is no financial barrier that prevents the poor fregeking needed goods and services.
Legal coverage without access to available quad#yvices and financial protection
remains meaningless.

The report evaluates these aspects, particulagl\stiope and extent of social health
protection, statutory coverage and availabilityoti-age security, unemployment benefits
and other cash benefits provided in the contexsasfial protection. It offers detailed
information on existing shortcomings in social paiton concerning the criteria of
availability and accessibility as well as financiaotection, for example from out-of-
pocket payments when taking up health care at glalegional and national levels.
However, it does not allow conclusions on spedaifiverage and access deficits of workers
in SMEs.

Apart from research examining the entire scopeaoaiat security, comprehensive
reviews of individual measures of social protectéwa available, such as the 2010 review
of the current international state of paid sickvke@rovisions (Scheil-Adlung and Sandner,
2010). But nor do these reviews do allow conclusion coverage by size of enterprise.

Thus, while coverage and access data on sociagtian at various levels have been
collected, at present no sufficient data and infdrom are available at enterprise level that
would allow the development of well-founded statateeon accessibility to social
protection for employees of SMEs compared to otvekers.

Specific challenges for small enterprisesint  he
informal economy

While workers in the informal economy account fdd & 90 per cent of all
employment in many developing countries, the vextyire of the informal economy makes
the collection of data difficult. Enterprises thenploy workers without applying social
protection legislation and related access to siatuienefits are unlikely to be open about
their evasion. Conversely, workers in the inforeednomy are often unaware of the social
protection mechanisms they are entitled to, antt stformation may even be deliberately
withheld from them by their employers (Losby et 2002).
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Very small enterprises mostly lack resources taldish a certain degree of
formality. They have a very small administratiordamall overheads, and they lack staff
resources that can deal with insurance or socialrig matters.

Most of the published literature on social prot@ctdoes not differentiate according
to enterprise size, thus no theoretical work or ieicgd data on the above-mentioned
challenges could be obtained. However, more geriefatmation on work and social
protection coverage in the informal economy is labée, indicating that informality and
gaps in coverage of and access to social proteat®ulosely linked.

Informality is constituted by the absence of a fakworking contract, registration
and administrative recognition of employment. Iteof entails day-to-day work with an
absence of any commitment for the employer. In ¢hse of formal employment, the
documentation of employment entails a certain degferecognition, inside and outside
the enterprise (e.g. in social insurance), thaddda possible enforcement and control as
well as possibilities for staff to claim their righ Thus, informality leads to lower degrees
of coverage and access.

Informality may have many causes, from a lack dfastructure necessary for the
collection of contributions to conscious choice &yployers and employees to forgo
registration in social security schemes. The réfuda employers to offer formal
employment may often feature profit motives andsdoet serve the workers’ interests.
For most enterprises, informality is simply theultef the owner's attempt to evade
labour regulation and taxes (Losby et al., 2002).

In some countries, an increase in profits has béetermined as a significant
motivation for employers to refuse participatiorsiocial protection programmes (Faulend
and So%, 2000). The situation is often worsened by theallemfrastructure and
enforcement. Very low fines, poor policing and option are all factors that might
increase employers’ perceived benefits from infdreaployment, thus making such
employment more frequent (Kus, 2006).

Informal labour may also be difficult to detectr fostance, if family members of the
owner work alongside regular employees. While thgular employees may be salaried
and enjoy the benefits of a social protection systde family members may be informal
workers without social protection coverage (Losbgle 2002).

Furthermore, formal employees may be properly temgsl but perform additional,
informal work for their enterprise. This can rarfgem unpaid overtime to entire projects
that are reimbursed informally. These workers gyl to enjoy many of the benefits that
their formal employment entitles them to. Howevaccidents occurring during non-
official working hours may not be covered undeiirthecident benefits.

It is also possible that a worker does not desirmél employment because he or she
believes that they will be in a better positiothiéy do not participate in social security. It
has been shown (Maloney, 2004) that workers mafeptbe informal economy, due to
greater flexibility regarding working hours and ater independence.

A study of the informal economy in Brazil, Mexicmch South Africa found that
informal workers at the upper end of the wage ithistion could indeed earn significantly
more money than their formal economy counterpétss potentially compensating for the
lack of social security benefits (Bargain and Kwen2010). Low-wage workers, however,
did not gain significant financial improvements g@aded similar problems as their formal
counterparts.

Similarly, it can be shown that informal economypdoyees often fall into one of
two large groups. One, consisting mainly of workeith low wages, would be better off

18

Can productivity in SMEs be increased by investing in workers’ health?



with other types of employment, while the otherugraontains many workers who gain
from choosing informal over formal employment (Qigrtt and Launov, 2012). Informal

employment is thus perceived as potentially beraflsy some workers, but the poorest
and least skilled are likely to suffer from beimformally employed.

A legislative basis aimed at covering all workeraymstill be hampered by
institutional and administrative shortcomings ahdst encourage informality. In Kenya,
for example, the funds of the National Hospitalul@sce Fund have been used in the past
for investments in real estate that did not yielgheeted profits (Ulandssekretariatet,
2013). In addition, the National Social SecuritynBus estimated to spend about 50 per
cent of its income from contributions on adminigt@ costs (Kenya Ministry of State for
Planning, National Development and Vision 2030, 20Buch conditions may act as a
deterrent for formalization, to both employers amdployees. Therefore, even when an
appropriate system of coverage is implemented,i@vaway occur if institutions lack
efficiency and effectiveness.

Another issue concerns flat-rate contributionssioeial security of informal workers.
In Kenya, regular contributions for formal workeenge from KES 30 to 320, while the
fixed rate informal economy payment is at KES 1&0ir{t Learning Network, 2013). For
formal workers at the upper end of the contributiange, evasion through underreporting
or switching to informal employment offers the pb#iy of significant savings.

A 2013 World Bank Policy Research paper (Carnadhal.e 2013) found a robust
correlation between the extension of non-contributbealth insurance for informal
workers and an increase in informal employment ao@bia. No empirical evaluations
could be found analysing whether this incentiva s@gnificant force against formalization
of employment.

A 2001 paper evaluating the implications of the imism wage for informality in
small businesses in the United Kingdom found tloates businesses were impaired; they
were faced with the choice of increasing theirargdie on informal employment to avoid an
increase in wage costs, or reducing business éeti(iRam et al., 2001). However, this
was not present in the majority of enterprises, relieher more general economic factors
were found to have similar impacts on busineswvitie§ and informality.

It has also been argued that the informal naturaasfy micro-enterprises is the cause
of their competitive advantage (Losby et al., 2002arter et al. (2009) argue that the
flexibility in hiring and the lower costs associateith ignoring taxes and social security
are precisely what allow SMEs to out-compete lagget more formal enterprises. If so, it
would follow that a significant increase in formahployment will only occur if labour
regulations do not seem to be decreasing flexjifilim an owners' perspective.

A case study of three SMEs in Ghana (Debrah and @dm2009) came to the
conclusion that there is a trend towards incredeadalization of employment in these
SMEs and that owners do see advantages in thisitican The authors conclude that the
desire for formalization in many African SMEs mag/ liigher than might be expected.
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Impacts of social protection and working
conditions in SMEs

Gaps in social protection: Impacts on workers
and their families

The existence of benefits and structures to impraeeking conditions may be
mandated by law, leaving the employer little chomé to offer them. However, it is
possible for the employer to create a working emvinent that punishes the acceptance of
such measures, for example by delaying promotionepbing or other forms of
discrimination. In such a work environment, workenay be unwilling to accept their
statutory benefits for fear of impairing their care

It has been shown (Allen, 2001) that the workerstcpption (e.g. of a family-
supportive organization) is more important than dglotual benefits offered: a perceived
low support has been shown to cause work/familyfliots, a decrease in employment
satisfaction and less commitment to the enternisthe part of the workers (Allen, 2001).

Working conditions also include access to sociakgmtion benefits such as health
services. Such benefits are likely to significaritifluence the health status of workers.
Access gaps might have an impact on income for evfeilies given the multitude of
costs, from loss of income during illness to higtpenditures for treatment and drugs.
These costs may amount to what is often referrealsteatastrophic health expenditure,
which may alone be a cause of poverty. Continuohigi levels of out-of-pocket (OOP)
payments will also contribute to poverty, as theylkely to erode an individual's savings
over time. Further, the absence of social protactoverage in health acts as a key
determinant of quality of life, given the link tésdbility.

Other branches of social security are aimed aewdifft aspects of an individual's
welfare. They include security in old age. Old-pgasions are aimed at providing income
beyond the working age. A lack of income supporghihave significant impacts on
families, for example on the education of childogn- in worst cases — child labour if they
are required to generate the family income. No amampve analysis has been found on the
related impacts on former SME employees with artlaut pensions.

A lack of paid sick leave can motivate SME empl@y& continue working despite
being ill. As this may reduce their ability to reeo, their health status will be more
severely impacted for a longer period of time. Ai§they have to continue working while
sick they are more likely to transmit communicabieeases to co-workers. However,
examples of special impacts of a lack of paid seke for SME employees could not be
found in the literature.

Labour regulations might also impact on the hesti#ttus of young children and their
mothers. A recent review (Heymann et al., 2013)uatad the impact of four policies:
parental leave, breastfeeding provisions, chilé @d early education, as well as leave to
take care of the child’s health needs. Among thanriadings were that breastfeeding will
be more common if related provisions exist in tharkplace or if mothers are entitled to
paid maternity leave.

Child health outcomes are also improved when fioissible for parents to take child
health-related leave. It was found that, intermetlity, fathers are less likely than mothers
to have the right to paid parental leave. Earhdtiiod care and education, besides
positively influencing the child’s development, pides care and supervision for young
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children who may otherwise be left with their gilgs; however, data on these services is
scarce (ibid.). This review, though, did not fopasticularly on SMEs.

A systematic review of social health insurance ifdormal economy workers in
developing countries (Acharya et al., 2013) cowtfmd a significant positive impact on
health status or utilization of services. This ééated to the above argument that legal
coverage does not create effective access unlgextassuch as physical accessibility,
availability, quality, financial protection and twdal factors are also taken into account.
Some schemes were found to protect from extreme, @ffi®ugh less so for the poor. The
authors also noted a lower than expected partioipét the schemes by workers.

5.2. Occupational safety and health

The improvement of occupational health and safas/lieen identified by the ILO as
a fundamental requirement for the fulfilment of theals set out in the Decent Work
Agenda (ILO, 2004a). Related measures include imggt@ontrol of hazards and risks as
well as protection from dangerous substances, machand tools; psychosocial hazards;
and musculo-skeletal disorders.

A wealth of data regarding occupational health aatety (OSH) in small-sized
enterprises is available. Only a few authors halesen to evaluate medium-sized
enterprises. The majority of studies are concewmiti enterprises that employ fewer than
100 employees. These SMEs have been found to hawech higher rate of work-related
accidents resulting in injury, or days of abserigeithan larger companies in the same
sectors and geographic areas (Fabiano et al.,, 288rensen et al.,, 2007; Hasle and
Limborg, 2006: Kines and Mikkelsen, 2003). Simiarlover 60 per cent of all
occupational injuries that occur in the Europeamobtake place in enterprises with fewer
than 250 employees, one-third of which stem from 80-250 employee segment
(European Commission, 2004).

It has been demonstrated (Micheli and Cagno, 2€18)the frequency of accidents
increases drastically for micro-sized enterpri3dss is reflected in accident statistics from
the Taiwanese construction sector: of all 1,54@®me0 accidents from 2000-07, 800 (51
per cent) took place in enterprises with fewer th@remployees, while only 116 (7.5 per
cent) took place in enterprises with 100-299 emgdgy and 90 took place in larger
enterprises (Cheng et al., 2010).

Similarly, in the Danish construction sector aneirse relationship between enterprise
size and the severity of occupational accidents been found (Kines and Mikkelsen,
2003). The high accident rates for small busineasegpredominantly in enterprises with
fewer than 100 employees.

Cagno and colleagues (2011) have performed a rewviefactors that have been
empirically proven to influence OSH. Multiple reasohave been proposed for the high
accident rates in SMEs: (1) a more hazardous wavik@anment in physical and chemical
dimensions(Sgrensen et al., 2007); (2) evasioralmbur laws and safety regulations by
smaller companies; (3) lack of appropriate prowecgquipment; (4) workers’ ignorance of
hazard warning signs (Cheng et al., 2010); (5)-sted constraints on personal and
financial resources that can be employed for OShia(@poux and Brun, 2003); and (6)
resulting difficulties in proper risk assessmend anspection. Furthermore, there is
evidence that OSH programmes developed for lartgrmises are not easily applicable to
smaller enterprises (ibid.).

Significant gaps in empirical data exist concernitigg groups of employees
commonly referred to as vulnerable. Studies on @SSMEs do not usually differentiate
between employees with respect to their genderpagémilar characteristics. Evaluations
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of OSH-related issues usually focus on the mickanemic management side and take the
micro-economic workforce as a given factor. Accideare not evaluated with respect to
characteristics of the worker (as this could, fearaple, lead to having to hold individual
workers accountable for individual accidents andhmioffer little insight on systemic
issues). Rather, accidents are often associatddohiracteristics of the enterprise or its
specific OSH policies (which will be much easietransfer to other enterprises).

It has been argued that small and medium-sizedrpeiges usually have better
psychosocial working conditions than comparablgdarcompanies, due to closer social
interaction and better employee—employer relatigpssiSgrensen et al., 2007; Eakin and
MacEachen, 1998). Psychosocial working conditiaesn@t commonly researched and no
further evidence on this topic could be found.

The implementation of OSH measures and workertailon have been identified as
key to reducing accident rates in SMEs (Cheng ¢t28l10). These measures include
accident reports, accident investigations and ictspes regarding OSH standards
(Kongtip et al., 2008; Fabiano et al.,, 2004). Methdhat allow SMEs to efficiently
improve their OSH management have the followinguess: (1) they are low-cost and
thus without significant barriers to implementatiand (2) acceptance is greatest when the
measures are promoted via personal contact (Hadldimborg, 2006; Walker and Tait,
2004).

Multidimensional approaches to the implementatib@8H in small enterprises have
been called for, to address the versatile naturesméll businesses and the varied
challenges they face (Thompson et al., 1999). Ostratitudes towards regulation were
found to range from reactionary and evasive to gpehcooperative. These differences in
degrees of motivation will also need to be addmksse

Whether vulnerable members of an SME workforceraoee likely to suffer from
shortcomings in OSH cannot be answered satisfactori
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6. Effects of social protection on
productivity in SMEs

6.1. Measurement of productivity impacts

In order to discuss the relationship between acdessocial protection and
productivity in SMEs, the focus of this review hadbe extended to some degree. In what
follows, studies have been used that, while noused on SMEs in particular, were
identified as having a scope which would most iikallow for an extension of their
findings to SMEs.

At an aggregate level, one could look at the immdctocial protection on revenue
per worker and profit per worker for a defined graaf firms, taking into account the size,
the location, the business sector, the number afsylhe company has been in the market,
the percentage of women employed, and the average vevel. In addition, at a very
general level, the survival rate of a company (tkelihood that a firm that existed in
period t will still exist in period t+1) could besed as an indicator that social protection is
good for business. The authors are not aware ofsardy that has analysed the effect of
social protection on such aggregate statistics.

At the level of the individual enterprise, theree aro comprehensive, satisfactory
measures of productivity that can be linked dige¢tl social protection coverage, thus
indirect measurements of productivityll have to be evaluated. These indirect measures
should show a relationship between social protactiod productivity at both enterprise
level and a macro-economic level.

The indirect measures considered here are:
(1) paid sick leave;
(2) labour market status after receipt of disapbi¢nefits; and
(3) diminished labour market outcomes due to clirdisease.

In principle, paid sick leave can be viewed asapctivity-enhancing feature in that
workers who do not have to go to work while sicle dikely to enjoy a shorter
convalescence period and thus fewer complicatioasdisabilities. Also, with respect to
infectious diseases, workers who stay at homebsilless likely to transmit their disease to
co-workers.

If one assumes that the number of actual sick @aysore or less constant across
workers from the same sector in different countrten one could use statistics of the
number of paid sick leave days and equate thempuisisible future productivity increases
that would not have been present if the worker $iatbly worked/tried to work while
being sick.

This indirect measurement of productivity shouldused with caution, however, as
the actual number of days that a worker in a aeitadustry will be sick is unlikely to be
constant around the world, but will depend on sfachors as the working environment,
health status, endemics, degree of immunization, Eealth systems in developed
countries may also be able to treat sickness mideetieely, and conditions that would
result in inability to work in less developed caigg may not impair workers in developed
countries as much. Given these differences acrosatiges, paid sick leave provisions
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cannot be used to compare productivity impactshatdlobal level. However, national
analyses might provide useful insights.

The uptake of paid sick leave days also dependdaoctors related to specific
workplaces, as owners/managers have been knoviangatén workers with discrimination
in promotion, or lay-offs, if the workers choosentake use of their legally mandated paid
leave. The existence of such circumstances is elgliko be detected when viewing
statistics on paid sick leave. Any conclusions ardsick leave as regards productivity
and growth will therefore remain qualitative andigative.

Scheil-Adlung and Sandner (2010) offer insight® itite possible economic impacts
of paid sick leave. The authors refer to statistieg show that during the 2009 H1N1 flu
pandemic some seven million workers in the UnitedeS were infected in the workplace.
The number of co-workers infected was very likatgreased due to the fact that the
United States currently has no national regulatoncerning the provision of paid sick
leave. The fact that workers were thus forced twmosk between working sick
(“presenteeism”) and exposing others to their dissaon the one hand, and staying at
home but risking wage discontinuation as well asafiees from their employer on the
other, was probably further aggravated by the plabour market situation due the
economic crisis. Provisions for paid sick leavelddwave prevented the serious spread of
H1N1 in the workplace and thus saved significdnegs-related productivity losses.

The authors also show that while the absolute nurobevorking days lost due to
sickness differs significantly between OECD cowdyithe proportion of days lost as a
percentage of total working days shows a more hemogs distribution. Furthermore,
when countries are grouped according to comprethemsss of paid sick leave provisions,
it can be shown that those with minimal or limitezhefits have the lowest number of days
lost to sickness. This is in line with the aboventi@ned example and indicates that a lack
of paid sick leave provision is associated withiraateased number of days spent working
whilst being ill, which is most likely to cause @alease in productivity. The authors
complemented this with survey responses from thigedriKingdom, where 37 per cent of
employees claimed not to have taken even a singyeoff due to sickness, only to be
forced to take multiple days off later. Further nitative research into this phenomenon is
highly desirable, as an overall increase in dags o sickness due to a lack of paid sick
leave provision would present a clear case of fwstductivity due to poor social
protection.

Another study (Goetzel et al., 2004) found evidethat the cost of presenteeism for
many common conditions, such as hypertension apcedsion, may be between 18 and
60 per cent higher than the associated medicalneipees would be. Paid sick leave
could mitigate some of these increased costs hycreg the incentive to work while sick.

An evaluation of Commonwealth Fund survey data (®av al., 2005) with respect
to the impact of health-related issues on workedpctivity in the United States found
that workers who do not have access to paid sakelare more likely to report missing
work or being unable to concentrate on their waren seeing a doctor.

An analysis of paid sick leave provisions in theitelth States (Lovell, 2004) found
that public sector and unionized workers are thetrlikely to have access to paid sick
leave, while part-time and low-wage employees aostrikely to have no access to such
coverage. Thus, even where paid sick leave isahlail it might be less so for vulnerable
workers.

SMEs are likely to face impairments to productiviiynilar to those found to result
from inadequate paid sick leave provision in gehéae to their small workforce, SMEs
could be even more vulnerable to disease trangmisssulting from presenteeism. On the
other hand, such a small workforce might be digdpby a significant number of
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employees taking paid sick leave simultaneouslynetbing which larger enterprises may
be able to mitigate more easily. Further SME-d&dctesearch to evaluate the specific
dynamics that result from paid sick leave couldddight on this issue.

The indicator “labour market status after receiptisability benefits” refers to the
status of a former recipient of disability beneéifter termination of benefit payments. If it
is assumed that the aim of disability benefitsoighable the beneficiary to return to the
labour market, then high unemployment amongst fomreeipients would point towards
decreased productivity that could have been avoidad the worker received more
comprehensive benefits. (In this case, disabiligndiits are distinct from a disability
pension, which compensate the worker for a permtamgsability suffered during
employment. The aim of such disability pensionsas a return to the labour market, but
rather equity and fairness.)

If it could be assumed that the criteria for reaejvdisability benefits are similar
between countries, and that the benefits in prlacipe similar in nature, then it could be
postulated that lower employment of former recimepoints towards either a less
effective provision of social protection or an iffient level of provision, both being
associated with lower productivity. No researchicegd to this concept could be found;
disability benefits are too varied in their extegmd specific features including inputs and
outputs are too difficult to compare.

Another approach to productivity impacts refers doninished labour market
outcomes due to chronic diseases. Under the aswmumibtat effective social (health)
protection prevents common diseases and illnesbahwesult in chronic conditions or
disability, evidence that chronic conditions deseea worker’s productive output could be
used to associate shortcomings in productivity vator social protection provision. It
should be noted, however, that in order for a ddudato be established there should be
direct and conclusive evidence that social (heafifjtection is able to reduce the
occurrence of chronic conditions and disabilityysteffectively achieving a public health
goal. Although such a connection seems intuitiveligusible, solid evidence is scarce
(which might primarily result from too little rese& being conducted owing to the
difficulty of measuring outcomes consistently). Thiredings presented below, although
indicative of a loss in productivity, should beated with caution regarding causality.

The World Bank has published an extensive reviemc@® et al., 2011) about the
connection between chronic diseases and laboureanadtcomes in Egypt. Empirical
models were used to calculate the possible effettghronic diseases. Concerning
employment, it was found that the presence of argbrcondition or disability decreased
the probability of being employed by as much aser gent, while an extension of the
results from the sample to the entire populatiould/aesult in an estimated 6 per cent
lower employment rate for Egypt, indicating a stdealoss in productivity. Similar
findings were reported concerning the labour supplyich was estimated at 19 per cent
below its potential level; this led the authorstmclude that actual Egyptian GDP may be
up to 12 per cent lower due to chronic conditiomd disability.

The study also showed that chronic diseases rdtlegerobability of being employed
much more among workers who do not have accessaithhinsurance, which in Egypt is
strongly associated with informal employment. Thember of working hours lost to
chronic conditions and disability also significgnthcreases with the age of the worker.
These latter two findings point towards a more sevess of productivity resulting from
disability among vulnerable employees.

Clinical studies have also found that chronic cbads such as major depression
(Egede, 2007), diabetes (Dall et al., 2003) andntaoid arthritis (Escorpizo et al., 2007)
result in absenteeism from work and lost produtstivi
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6.2.

Research should be conducted to determine the teiemvhich social (health)
protection might mitigate or prevent chronic coimtis and thus allow for a reduction in
the associated productivity loss.

Empirical findings

Knowledge about productivity improvements in SMEattcan be attributed to social
protection policies will be valuable, as improvenseim business outcomes are likely to
provide a great incentive for owners to improveeascto social protection measures for
their employees. Considering that the primary nagiobn behind such unacceptable
business practices as child labour, wage discritiminagainst female employees and low
investment in safe working conditions lies in argsighted and unethical approach to
productivity improvement and profit maximization{ seems plausible that social
protection provisions that can be proved to reisuibcreased productivity will be widely
accepted and implemented by SME owners. To achtbie win—-win situation of
improved business outcomes for employers and ingat@ocial protection for employees,
a better understanding of the interaction betwdwmsd two aims, in particular among
employers, needs to be developed.

As with the other topics considered so far, thelence concerning SMEs is limited
for developing countries given the high degreenébrimality among SMEs and the wide
variety of conditions under which they operate. Wdduler approach has therefore been
taken in order to achieve at least some degreeadonable generalization concerning
productivity in SMEs.

A review of obstacles to productivity and growthSMEs in Pakistan, by the Asian
Development Bank (ADB) (Bari et al., 2005), ideietif key factors. A significant increase
in the cost of growth is seen due to the costscessal with fiscal and non-fiscal
regulation. While businesses did not report labmgulation as a specific reason for
impaired growth, in-depth analysis and intervievesealed that this was due to the
perceived ease of evading or ignoring such regatVhile business owners believed that
labour regulation would harm their business, therennot concerned about it as they
could easily avoid it.

Evasion was possible, for example, by not providemployees with written
employment contracts, as was the case in 80 p¢rofehe businesses surveyed, and by
employing workers as temporary and contractualualbo which most labour regulation
does not apply (the case in 90 per cent of firh® (ind SMEDA, 2002). In consequence,
an evaluation of the actual impact of labour regjotaon SMEs in Pakistan is prevented
by the fact that the majority of businesses evhdadgulations.

Other regulation-associated burdens identifiechin ADB report included the costs
that arise from the necessity of direct contachwaificials for proof of compliance with
regulation. Also, the asymmetrical distributionpmiwer between SMEs and the officials
charged with overseeing them results in a burdecogiuption. This is magnified by the
long delays in the resolution of disputes, whicteintivizes firms to participate in bribery
to guarantee timely answers (Bari et al., 2005).

Another finding relates to the fact that labourulegjions in Pakistan were linked to
the number of employees in a business. SMES witieifé¢han ten or five employees were
excluded from some types of labour regulation (la@ SMEDA, 2002). Consequently,
regulatory costs especially impair SMEs that arpaeding, as they face an increasing
regulatory burden for an increasing number of eygds at a time when their resources
are already strained by the investment necessagxfmansion. Bari and colleagues (2005)
dubbed this a “growth trap” which might preventwtio of SMEs beyond a certain limit.
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Depending on the industrial sector, 89-99 per oérfakistan’'s SMEs have been
found to employ fewer than ten workers. SMESs inrtiiging sector were an exception to
this, with the majority of mining firms employingetween six and 50 workers (Khawaja,
2006). Thus, most SMEs in Pakistan are generallgwbéhe 50-250 range of employees,
so that the findings mentioned above may therdberdimited in their applicability to the
SMEs concerned in this report.

The predominantly small size of SMEs in Pakistanl¢@ossibly be attributed to the
above-mentioned growth trap and thus point towaptsductivity impairment by
regulation. However, it can be argued that thos&Shhat have grown to 50+ employees
have either evaded or overcome the growth trapamadhus no longer affected by this
specific side-effect of regulation. Also, althoughe widespread evasion could be
attributed to actual impairment of growth by regjala, it could be solely the result of
distorted or erroneous perceptions by SME owners.

Table 1 summarizes the key issues and describesntbeaction between social
protection and productivity in SMEs.

Table 1. The potential interaction between social protection and productivity in SMEs

Issue Consequence

Extensive evasion of social protection measures... Actual impact of policies that are not adhered to cannot be

determined.

... due to mostly unfavourable opinion of owners on social

) . Results in a biased reporting by owners of possible outcomes.
protection regulation.

Productivity-related outcomes are difficult to quantify in Empirical data collection is impaired.
informal/small-scale operations.

1-50 employee SMEs are a very large and diverse group. Empirical observations can rarely be generalized.

50-250 employee SMEs are a very small segment of total SMEs. Empirical evidence is almost non-existent.

Measures necessary for the administration of regulations might be poor outcomes resulting from corruption, poor governance, etc.
detrimental to productivity... may be falsely attributed to social protection provision.

... but these measures vary widely in implementation and

. ; . The separation of (distinction between) policy outcomes from
execution at regional and national levels.

(and) administration/governance outcomes is impaired.

These findings are in line with those of the redéM literature reviewCan better
working conditions improve the performance of SMESPoucher et al., 2013). The
authors lament the lack of a clear body of reseamriterning SMEs and productivity-
related outcomes, especially in developing cousitrempirically-based generalizations
applicable to SMEs from different sectors and meticdbackgrounds could thus not be
formulated.

Overall, the authors were able to find at leasiciative evidence that good practices
in OSH, working conditions and skills training femployees are linked to positive
enterprise-level outcomes. Regarding OSH, the tepbserves the rather extensive
literature concerning SMEs that was also evaluatede research process for this review.
However, the great variety of different approadoe®SH, combined with the difficulty of
determining reliable long-term outcomes, limits cogions on different individual
strategies and thus prevents the formulation oelyidpplicable observations.

An evaluation of the effects of “human resource dies’ found that these are
predominantly present in developed and high-inces@nomies. It could be demonstrated
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that HR bundles may result in positive enterpresesl outcomes, such as increased
employee satisfaction, which are likely to resnlproductivity increases.

With respect to wages, some examples were foundewhigher wages could be
linked to improved productivity, but the evidencasb was too weak for deductions
concerning causality. Regarding minimum wages,aiiidors determined that the results
of available studies were very varied, with soméence for an increase of informal
employment and even unemployment due to the evasianinimum wages, but also
evidence for improved wages for those who are @bfemain in the formal economy.

Further, while overtime may be beneficial to busges if voluntary and reasonably
compensated, excessive working hours and overtinghtrhave detrimental short-term
and long-term health-related effects for employard have been linked to decreased
productivity of the enterprise. Also, flexible wamlg arrangements with shorter working
hours seem to be associated with high productaity beneficial outcomes for workers.
The evidence was however not strong and a causkl dould not be established
satisfactorily.

Another productivity-related field evaluated in thé& report concerned the extent of
training that is present in SMEs. Here the autheese able to demonstrate that while the
assumption that larger enterprises are more indoimeproviding formal training seems
mostly correct, SMEs do also provide a significantount of training for employees.
Training in SMEs is typically of a much more infahmature, and thus the detection of it
in the research depends largely on the definitiansl approach employed by the
researcher. The training of employees is also émibed by many and various national and
individual factors, so that satisfactory evidenegarding the most beneficial and efficient
approach to training in SMEs can rarely be genezdli

In general, the authors highlighted many of the esgamoblems in collecting SME-
related research that were encountered in the mirasport. The extremely limited
availability of empirical evidence prevents geneedlons and is in most cases only
suitable for the evaluation of specific regionabr-sector-specific — conditions. The need
for additional structured and standardized emgdiriesearch was identified in all the topics
that were evaluated.
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7.  Social protection and SMEs at a glance in
selected countries

This chapter provides information on the curretiagion of social protection and
SMEs in selected countries, particularly develogingntries, and a more detailed analysis
of the legal context of social protection in SMEdndia.

7.1. An overview

Although there are dedicated websites and datalmseserning SMEs, there is a
dearth of information concerning social protectiorthese enterprisesAs the focus of
many national governments still lies with the prdio of entrepreneurship and business
growth in SMEs, the indicators measured primariéflect financial and productive
outcomes rather than factors related to social eptimn. Similarly, data on social
protection often do not take into account suchdigcas the number of employees or other
economic factors that would allow classificatioreaSME.

Due to this lack of specific information and an#@yscountry studies based on
available literature and data would at present aeijerate the information on social
security that has been published many times alreatlife offering no additional detail
with respect to SMEs.

In principle, the following aspects could allow farmeaningful categorization of
countries:

- the role of SMEs in economic development, e.g.PGDBrowth, debt, employment,
formalization, distribution of income and wealth;

- the political system and political participatiothe security situation and “failed
states”;

- a typology of welfare states, social dialogue asutial inclusion, e.g. social
protection for workers in SMEs and mode of finaggin

- maturity of the legal system and institutionshaiégard to SMEs, e.qg. the rule of law,
individual rights and security, ratification of @rhational agreements, access to legal
protection;

- social partners, the role of unions, the rol¢hef State as arbiter; and

- social cohesion and social capital, e.g. informabngements, support by family,
neighbours and communities, solidarity and mutuppsrt.

Very little in this respect was found in the litenge. In the European Union, worker
representation has been found to be a factor thsitiyely influences health and safety
provision in the workplace (Walters, 2004).

8 See, for example, OECD (2013) which gives a dadadiccount of the financial situation of SMEs
in 25 OECD and non-OECD countries; IFC (2010) whigVes a detailed account of the relative
size and the specific national definitions of SMEsjropean Commission (2013), a dedicated
regional portal providing information for and abdsMEs. Many countries, both developed and
developing, have created their own portals; seefample the US Small Business Administration
(http://www.sba.gov/).
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In South African SMEs, the creation of HIV/AIDS comttees has been found to
have a positive indirect impact on the creatiomdditional security and support measures
for those workers afflicted by the disease (Va6882.

Table 2 provides information from selected coustadéout social security and social
protection provisions that are likely to have andfigant effect on SMEs. It is not a
complete list of all social protection schemes apeg in the respective countries; rather,
only those protection systems were documentedhtiedikely to affect SME employees.

Table 2. Overview of social protection for workers in SMEs, selected countries, 2014
Country System Designated  Benefits Indicators of access SME-specific
Context-relevant data beneficiaries to coverage
Cambodia Social Health Insurance Coverage of medical bils ~ OOP 57% of total ~ Currently no full
for formal economy  resulting from accidents health expenditure  medical coverage, but
employees Disability compensation (THE) most work- related
E | benefits for formal
uneral expenses - SMEs

compensation of survivors'

Full medical coverage only as
a pilot project in large

factories?
Tanzania, United Republic of - National Social SecurityRetirement pension Social security Formal SME
Fund for formal Maternity benefits coverage in 1999 at  coverage presumably
Formal economy estimated at economy employees Invalidit . <4% of total decent, but likely of
10% of total employment* nvaldity pension employment* low relevance due to
Funeral expenses the high degree of
Compensation of survivors up informal work
to contribution amount Informal economy
coverage likely very
National Health Medical care for employees, 7.1% of the poor
Insurance Scheme for dependants covered only untilpopulation covered
formal economy retirement (2001 census)s

employees

Community Health Fund pooling for medical care 7.9% of the

Funds for individual Only basic health care’ population covered
communities (2001 census)b
Nigeria National Health 3% of the population Serious deficits in
16.7% of 1 workf . Insurance Scheme covereds. 9 health-care coverage
enterprises with <250 forfomal coonomy OOP 60% of THE?  2nd socia) protecton
P . enterprises with >10 for majority of formal
employees employees SME workforce
Similar situation likely
Mandatory insurances Disability pension <1% of adult for informal economy
from private insurance gjckness benefits population have any workers
companies Pension via life insurance type of insurance™"
policy'0
Kenya National Hospital Health care for worker and 7% of the population Coverage for formal
T ¢ at 82% of Insurance Fund dependants'® covered' and informal
total omplogmonttz . for formal economy, OOP at 46% of THE3 conomy workers has
ploy fixed premium for legislative basis
Labour force 16.5m (2008) informal economy
National Social SecurityRetirement benefits 1.1million formal
Fund (NSSF) Invalidity pension employees, 100,000 =~
. employers, 57,000  Disincentive for
for formal and informal Fyneral expenses ploy joining NSSF: ~50%
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economy employees

Senegal IPM health funds for
formal economy
employees

India Employees' State

Insurance Scheme
enterprises with <10
employees p Ower-us’.ngSickness benefits
<20 employees non-
power-using®

94% of labour force in the
informal economy'8

Variety of state-specific
CBHI and subsidized
schemes for the poord

Ghana National Health
Insurance Scheme?3

66% of workforce employed in Fayroll contributions
from formal employees,

modest fixed annual
contribution from

enterprise with <100
employees?!

informaP

80% of employment in informal
economy?

United States

Social Security and
National Insurance
Trust mandatory for
workers, optional for
self-employed?*

Compensation of survivors?®

3 months maternity leave fully
paid12, 15

Primary care for worker and
dependants'”

Comprehensive health care
for worker and dependents

Disability pension

Funeral expenses

Maternity benefits'® only if
wages do not exceed a
certain limit20

Basic health care for all
residents??

Retirement pension
Disability pension
Compensation of survivors?*

Patient Protection and Amongst others:
Affordable Care Act
(“Obamacare”)

mandates health

Employers’ mandate: penalty
for businesses with >50
employees that do not offer

insurance for citizens2® health insurance

Social Security
Administration

Germany

99.7% of all enterprises are
SMEs?®

Social Insurance,
financed mostly via
contributions

Subsidies for small
businessesZ

Retirement pension
Disability pension
Compensation of survivors?’

Social health insurance
Accident insurance

Care insurance

Retirement pension
Unemployment insurance30

self-employed, “few  of funds used on
informal workers” administrative costs'®
(2010) 12

OOP at 33% of THE3 Formal economy
coverage is limited to
primary care,
otherwise poor;
Informal economy
depends on patchy
NGO & CBHI
coverage

20% of the population Workers in SMEs with
for all government-  50-250 employees
funded health covered, unless
insurance schemes® wages exceed limit

OOP at 59% of THE?®

Another estimated 6%
of the population®

33% of the population Difficulty of collecting
enrolled? annual informal

OOP at 29% of THE3 €conomy payments
on a regular basis®

Of employees:

29% entitled to some
form of social security

47.8% entitled to paid
sick leave (provided
by the employer)21.25

Not yet implemented, Actual impacts on
data on extent of health-care coverage
coverage not yet of SME workers are
available hard to determine

OOP at 11% of THE® Many more SME
employees are likely
to be covered by
health insurance

94% of all workers2” Currently no national
system for the
provision of paid sick
leave?

90% of the population
covered by the
system3!

OOP at 12% of THE?®

Can productivity in SMEs be increased by investing in workers’ health?

31



88% of all companies employ

<10 workers?®
Indonesia National Social SecuritySocial health insurance 60% of the population
System, for all citizens Employment accident not covered by social
: ion33
SME defined via assets and Insurance health protection
turnover's Retirement pension OOP at 50% of THE?
Disability pension
Compensation of survivors3?
Brazil Public Unified Health  Comprehensive health care  OOP at 31% of THES
System, for all citizens,
tax based®
Private supplementary
system, voluntary, for
formal economy
employees®
Social Insurance Old-age pension Majority of population
System, for the Contributory pension receive some income
employed® Disability pension suppprt from
y pensions; many not
Compensation of survivors  covered3®
Sickness benefit
Maternity benefit
Unemployment benefits3®
Philippines Social Health Inpatient and outpatient¥”  OOP at 56% of THE3 No unemployment
Insurance, for all insurance: employees
citizens are entitled to
severance pay but
Social Insurance Old-age pension this is often poorly
System, for private- Disability pension enforced®
sector employees® L .
Survivors’ pension
Sickness benefits
Maternity benefits
Employment injury benefits37
China Urban Employees Inpatient and outpatient 67% of targeted Issues seem more
Basic Medical Benefits, eligibility and population covered3? related to the scope
SMEs defined by employees Insurance, social health fiancing depend on of benefits rather than

insurance for formal municipality3 the degree of

(<300=small;300-1000=medium) 97% of targeted

39,40

and annual revenue® economy workers Benefits, reimbursement and population covered3® coverage
Non-urban workers  financing depend on
likely in New Rural counties3?

Cooperative Medical OOP at 35% of THE?
Scheme for rural
i 39,40
residents OOP for rural
population at 50%*!

UgandalJ Social Security Fund, Old-age pension OOP at 48% of THE3 High incidence of
employees of firms with pigapility pension child labour in <20
<5 workers®! Survivors’ pension employee

P enterprises?
Workers' TR
) Employment injury, includes
compensation, for . . ;
medical, surgical and nursing
employed persons?!

care benefits
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Viet Nam[J Social Insurance, for  Old-age pension 18% of labour force

private- and public- - pjsability pension covered*®
seclor employees, Survivors’ pension
voluntary for others’
Y Sickness benefits OOP at 56% of THE?
Maternity benefits

Health Insurance for 0
salaried employees  Employment injury benefits 9.1% of unemployed

receive regular
and others) 37 o .
( ) , periodic benefit44
Medical exams and care,

Unemployment preventive care, rehabilitation
benefits, private-/public-

septor organizations  goo, of average wage for up
with >10 employee® 15 12 months

Notes: Uganda is comparable to Nigeria: social protection is well developed in principle, but de facto only a small part of the population is effectively
reached in both SMEs and non-SMEs. Some exemptions are made for very small SMEs, e.g. old-age, disability and survivors’ pension coverage
applies only to companies with more than five employees (US Social Security Administration, 2011a). The proportion of child labourers in the urban
informal economy is very high (ILO, 2004b). Studies on SMEs focus on the business environment and corporate social responsibility. Viet Nam has
comprehensive social protection (Bonnet et al., 2012) which is ranked 13 out of 31 Asian and Pacific countries (Wood and Halcrow Group Ltd.,
2009). Micro-enterprises (<10 employees) are exempted from certain provisions only in a few instances, e.g. unemployment benefits (US Social
Security Administration, 2012). Studies on SMEs focus primarily on the business environment and access to financing.

Neither Uganda nor Viet Nam significantly differentiate between SMEs and non-SMEs, thus there was no need for a specific study. As far as the
authors are concerned, no country has any “SME-specific” social protection legislation that would justify a detailed country study in this respect.

Sources: 'Annear et al., 2013. 2ILO, 2012. 3WHO, 2013. 4Steinwachs, 2002. STanzania, NHIF, 2013. 6Tanzania, NHIF, 2011. 7Ayyagari et al., 2007.
8Dutta and Hongoro, 2013. SLagomarsino et al., 2012. *°SME Toolkit Nigeria, 2013. 'de Vos et al., 2011. "2Kenya Ministry of State for Planning,
National Development and Vision 2030, 2012. *3Kenya, Parliament, 1999. *4Scheil-Adlung et al., 2006. **Kenya, NSSF, 2013. *6Ulandssekretariatet,
2013. 7April International, 2012. '8IFC, 2010. *SLawslIndia (4/19/1948), 2001. 20LawsIndia, 2001. 2'US Social Security Administration, 2011a. 220sei-
Boateng and Ampratwum, 2011. 22Ghana, NHIS, 2011. 24Ghana, SSNIT, 2011. 25Ghana, GSS, 2008. 26Kaiser Family Foundation, 2011. 2’US Social
Security Administration, 2011b. 28Scheil-Adlung and Sandner, 2010. 2de Graaf and Lindenlaub, 2010. 3European Commission, 2012.
nterNations.org, 2013. ®2Indonesia, 2004. 33Scheil-Adlung, 2004. 3#Esteves, 2012. 35US Social Security Administration (2011b). 3%ILO, 2011a. 3’US
Social Security Administration, 2012. 38IFC, 2012. %Barber and Yao, 2011. 4Liang and Langenbrunner, 2013. 4'Long et al., 2013. 42ILO, 2004b.
43Bonnet et al., 2012. 4GESS, 2013.

7.2. Case study on India: Social protection in heal  th

of workers in SMEs

In India, SMEs contribute up to 45 per cent of isttial output and constitute the
backbone of economic production (Europe-India SMisiBess Council, 2014). With an
estimated 30 million SMEs in India, social healtiotpction legislation governing SME
workers potentially affects a critical group of therkforce, with a direct impact on
national labour productivity and competitivenesshia international market.

India’s Micro, Small and Medium Enterprises Develmmt (MSMED) Act, 2006
defines SMEs according to income generated. For pinmgoses of this case study,
however, the definition used is any organizatioat tamploys between one and 250
workers. This broad definition allows us to incluéd forms of SME commercial
organization in Indian legislation and encompasd&s in both the informal and formal
economies.

Useful information for policy assessments and doua productivity can be gleaned
through an understanding of the framework and cuntd the legal entitlement to
adequate social health benefits in India’s SMEs @é&finition of social health protection
applied in this case study is that of the ILO: &aiss of public or publicly organized and
mandated private measures against social distnedseaonomic loss caused by the
reduction of productivity, stoppage or reduction e#rnings, or the cost of necessary
treatment that can result from ill health” (ILO,12@). Its focus is on the consequences of
health issues — whether financial or individuaklated to maternity, preventable diseases,
accidents and general ill health. Social healthgmtion coverage is thus the provision of
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and access to schemes that provide social heaitfitse which are also a key component
in the broader promotion of social protection.

Most of the literature on Indian SMEs focuses alusiry regulation — specifically on
liberalization reforms — and their effects on SMBdquctivity. For instance, Raj and
Mahapatra (2013) discuss the effects of nationdlstate liberalization reforms on Indian
SMEs, and greater productivity stimulants in théoimal and formal economy. In
common with several other authors (Ramanathan.e@l2; Singh and Garg, 2010;
Rajeev, 2008), they ignore the potential effect&mbbur capital investments such as health
protection on economic productivity. Further, inethiterature researched, no study
discusses the effects of labour legislation oroaia health protection coverage legislation
on Indian SMEs and their workers.

India’s legislative framework

With the intention of identifying exclusions relewao SME employees, this section
assesses the extent of statutory coverage forhesié, paid sick leave, maternity care and
leave, employment injury and disability at the oa#il (i.e. central government) level. The
focus on statutory entitlements must carry a stromgeat, however, in that over 90 per
cent of workers are active in the informal econcemyg thus not captured by the related
legislation. Government policy programmes such ashRiya Swasthya Bima Yojana
(RSBY) and community organizations such as the-Belployed Women’s Association
(SEWA) have stepped in to provide some basic health services to the informal
economy and there is a large body of literaturett@se programmes; however, such
programmes remain unlegislated and will therefatebe discussed here.

India’s legal system is rooted in the common laadition, with an active history of
judicial engagement. It is a country with robusgiséation safeguarding the rights of
vulnerable peoples. Discrepancies, however, agsgden the intent of the Government’s
enacted laws and their enforcement. This is acw#eiplified in the area of social health
protection, where the rights of vulnerable popoladi are well legislated, but the
enforcement and justiciability of those rights rémsaquestionable.

India’s Constitution is the preeminent source ofak in the Federation. By making
specific reference to social protection rights, @enstitution secures these legal rights to
all Indians. For instance, Article 41 refers to tight to work and to public assistance in
the case of disability, Article 42 calls for jushda humane conditions of work and
maternity relief, and Article 43 provides for wanlgi conditions that ensure a decent
standard of life. These articles alone, however, b grant specific social health
protection rights. Rather, they form the legal sasom which Indian governments at
federal (or central) and state/territorial uniouelehave enacted (or can enact) legislation
which grants specific rights, and establishes pdito provide for those rights.

Three Acts fulfil the role of giving effect to Inals constitutionally recognized social
health protection rights:

1. The Employees’ State Insurance Act, 1948 (ESI)
2. The Workmen’s Compensation Act, 1923 (WCA)
3. The Maternity Benefit Act, 1961 (MBA)
Employees’ State Insurance Adihe ESI is the main source of social welfare
legislation in India. Its primary objective is taopide benefits to employees in case of

sickness, maternity and employment injury, amontgei®. As an overarching piece of
legislation, the ESI takes priority over other Adsch as the WCA and the MBA.
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However, when the ESI does not have jurisdictioreroa subject, the subsequent
legislation applies if the subjects in question tnedgibility requirements for that
secondary legislation.

In order to receive benefits from the ESI Schenmepleyees must meet eligibility
criteria which are determined by both their platevork and their wage. Only two kinds
of workplace fall within the jurisdiction of the EShe first are non-seasonal power-using
factories/establishments which employ 10 or moresqres, while the second are non-
seasonal and non-power-using factories/establistsnvemch employ 20 or more persons.
The Act's limitation on workplace eligibility, hower, is not rigid. In addition to its
current jurisdiction, the ESI Scheme can be extdnbg an appropriate level of
government to any factory, establishment or class establishments, industrial,
commercial, agricultural or otherwise. In ordertthay modifications to the Act validly
take effect, a six-month notice must be publishethe Official Gazette The scope of the
ESI has already been extended to many industrégsices and factories, as well as to
establishments not mentioned in the 1948 origieat {Khatri, 2013). These include
smaller non-power-using factories employing 10 t® fersons; shops; hotels and
restaurants; cinemas including private theatresspaper establishments; and road motor
transport undertakings employing 20 or more persons

An eligible employee under the ESI is any persompleyed for wages in, or in
connection with, work at a factory/establishmenwtach the ESI Act applies. In addition
to limitations respecting workplace, a second @areting criterion is a wage cap: eligible
employees must not receive wages in excess of IBJROD per month. Over time, the
Indian Government has clarified and expanded tHimitlen of eligible employees with
reference to specific groups, both in the Act (#achmendments) and through case law.
For instance, eligible employees include: persompleyed through a contractor or
intermediary; apprentices other than those covenmeder the Apprentice Act, 1961;
persons employed in an administration office, d@pant or branch for purchase or sale of
products; casual workers engaged in work incidetdabr connected with work of a
factory or an establishment; employees workingeatdhoffice when the factory is located
at a different place; factory regional offices wdéne principal employer has control over
the regional offices; canteen staff, watch and veadf, and staff in hospitals attached to
factories; and branch offices if (i) the head adfis covered under the ESI; (ii) both offices
are interdependent; and (iii) there is “unity datmnship”.

Eligibility requirements for ESI benefits also nssgate compliance with basic
administrative criteria, including formal employniéar a work contract), registration with
the ESI Scheme, and regular contribution paymentseither the employee or the
employer for the minimum period as set out by Egutations.
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Box 1. The Employees’ State Insurance Act: Particularities, and exclusions affecting SME workers
Particularities

- Regional application: The ESI Scheme is being implemented in stages. It has been implemented in
all of India’s states/union territories except Nagaland, Manipur, Tripura, Sikkim, Arunachal Pradesh
and Mizoram.1

- Punishment for non-compliance with the Act can result in fines and/or up to three years
imprisonment.

- No differentiation under the ESI between full- and part-time employment.2

- All benefits under the ESI Scheme are paid in cash, other than medical benefits which are paid in
kind.

- No reference to the informal economy.

- SMEs are not directly addressed.

- Non-SME worker exclusions: Indian naval, military or air forces.
Exclusions with an impact on SMEs

- Wages: Employee earning above the wage ceiling (currently set at INR 15,000 per month by the
Central Government).

- Industry: Employees of seasonal factories, construction workers,3 workers in a mine or a railway
running shed. In addition, a state government may exempt a specific employer from the Act's
provisions after natification in the Official Gazette.

- Sector: Informal.
- Jurisdiction conflicts: Apprentices engaged under the Apprentice Act, 1961.

- Procedural/administrative issues: Non-registered employees, employees of non-registered
factories/establishments, employees with less than the minimum working days required for benefit
eligibility or those yet to fulfil the contribution period(s), partners of a firm even if they are drawing
wages.

- Documentation: Non-Indian nationals; non-documented, black market or clandestine workers.

Notes: 1 As of 2009 (Cogzidel, 2009). 2 Article 9 of the ESI does not refer to full- or part-time contracts in its definition of
“employee”. The definition suggests that part-time contract workers are included under the ESI. 3 If the administrative office
employs 20 or more eligible persons, that establishment and their respective employees working in the administrative office
will be covered under the ESI. See ESIC circular No. P-12(11)-11/27/99 Ins. IV dated 14-6-1999.

Workmen’s Compensation Adthe objective of the WCA is to regulate the rewsmo
to and compensation for employment injury. The Aatlines an employee’s rights to
financial compensation when injured at work, or dase of death, the employee’s
dependants’ right to compensation.

Most parties who do not fall under the scope of s Act will subsequently come
under the WCA’s broader jurisdiction. After recesmnendments, the WCA'’s lenient
eligibility criteria acts as a secondary safetytogtrovide basic benefits to employees who
are not covered by the ESI. This is particularlyplejable to employers who are not
registered under the ESI scheme, or employers whaoy fewer than 20 persons. The
WCA'’s criteria are outlined in the Act's definitisnof an eligible “employer” and
“employee”.

Employers under the WCA are defined as a “bodyab@ns” which enters into a
contract of apprenticeship or service with a workkeraddition to direct employers, this
body of persons includes an agent, a legal reptatha: of a dead employer, and a
temporary employer to whom a worker’s services hiagen lent or let for hire. In the
event that a contractor’'s employee is injured whiterking, the principal employer (not
the contractor) is liable to pay compensation te #ligible employee. However, the
principal employer may seek compensation from tharactor, or the eligible employee
may seek compensation directly from the contra@ttrer than the principal employer.
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Box 2. The Workmen’s Compensation Act: Particularities, and
exclusions affecting SME workers

Particularities
- Regional application: applies to the whole of India.

- Punishment for non-compliance with the Act can result in fines or criminal prosecution with the
agreement of the Commissioner.

- No differentiation under the WCA for full- or part-time employment (Khatri, 2013).

- Apprentices fall within the jurisdiction of the WCA as per modifications made by the Apprentice Act,
1961, Section 16 and the Schedule.!

- No reference to the informal economy.

- SMEs are not directly addressed.

- Non-SME worker exclusions: the armed forces.

Exclusions with an impact on SMEs

- Jurisdiction: Employees eligible for ESI coverage.

- Industry: Employers excluded under Schedule Il and Article 2(dd) of the Act.

- Sector: Informal.

- Documentation: Non-Indian nationals; non-documented, black market or clandestine workers.
Note: 'Article 16 of the Apprentices Act, 1961 states that ‘if personal injury is caused to an apprentice by an accident arising
out of and in the course of his training as an apprentice, his employer shall be liable to pay compensation which shall be

determined and paid, so far as may be, in accordance with the provisions of the Workmen's Compensation Act, 1923,
subject to the modifications specified in the Schedule.”

Maternity Benefit Act The principal goal of the MBA is to regulate wanse
workplace rights for specific periods before antemfchildbirth, and to provide key
maternity benefits to women. Its application, hoamevs limited to certain industries or
employment establishments outlined in the Act.

Like the WCA, the MBA governs persons who do ndt fdthin the ESI Scheme.
Employers and employees, however, must meet thewiolg broad eligibility criteria:
every factory, mine or plantation (including thodeelonging to governments);
establishments engaged in equestrian exhibitiompbatic and other performances,
irrespective of the number of employees; and eshop or establishment employing 10 or
more persons or where an employee was employedyoday of the preceding 12 months.
In addition, a woman must work a minimum of 80 dpsisr to the delivery of the child to
receive maternity benefits.

The MBA’s scope can also be extended to any commuwr sector by a state
government provided that it has the approval of @entral Government and that a
minimum two-month notice is made in tlficial Gazette Of the three applicable social
health protection laws in India, the MBA has thelegt application.
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Box 3. The Maternity Benefit Act: Particularities, and exclusions affecting SME workers
Particularities
- Regional application: Applies to the whole of India.

- Punishment for non-compliance with the Act can result in fines and/or up to three years
imprisonment.

- No differentiation under the MBA for full-time, part-time or roster employment provided that parties
meet the minimum requirements.

- No reference to the informal economy.

- SMEs not directly addressed.

Exclusions with an impact on SMEs

- Jurisdiction: Employees eligible for ESI coverage.

- Industry: A state government may exempt a specific employer from the Act's provisions after
notification in the Official Gazette. Previously this has included hospitals and nursing homes.

- Sector: Informal.

- Procedural/administrative issues: Employees with less than the minimum working days required for
benefit eligibility.

- Documentation: Non-Indian nationals; non-documented, black market or clandestine workers.

Employee benefits

Health-care coverage is legally anchored in the IBygges’ State Insurance Act,
1948. Insured persons and their families are edtitb full and comprehensive medical
care (where available), from the first day of therker becoming eligible under the ESI
Scheme. Medical coverage can be extended by upagéars for chronic and long-term
diseases (34 diseases are listed in the Act)gifitbured person meets certain eligibility
requirements, to a maximum period of 730 daysHerihsured person and their family.

Services offered under the ESI Scheme cover allcasmwf health care, from primary
to specialist facilities, including: out-patienteéitment; domestic treatment; specialist
consultation and diagnostic facilities; in-patiégrgatment; supply of drugs and dressings;
X-ray and laboratory investigations; vaccinatiord gsreventive inoculations; pre-natal,
confinement, and post-natal care; ambulance seorig@nveyance charges; food during
admission in hospitals; supply of artificial limbsjds and appliances for physical
rehabilitation; family welfare services and othational health programme services.

The ESI also regulates paid sick leave. Insuredl®raps will receive periodic
payments for the period of certified sickness @eaxtified by a medical practitioner) after
completing 9 months in insurable employment. A maxn duration of 91 sick days is
allowed. Rates vary, but average around 50 per afetite insured person’s daily wage.
Extended benefits for prolonged illness are avélal higher rates (40 per cent more than
the standard rate) after the 91 days, provided that insured employee has been
continually employed for at least two years. Fa é@mployee to be eligible for extended
benefits, he or she should have contributed foeast 156 days in the four preceding
contribution periods.

Eligibility for maternity care and leave benefitsder the ESI requires contributions
for a minimum of 70 days in the two preceding ceous®e contribution periods. The
eligible employee will be paid a lump-sum cash pegtnfor work absence due to
confinement, miscarriage, sickness arising outrefjpancy or in the case of a premature
birth. The rate is double the standard sicknessfiigne. full wage) and is payable up to a
maximum of 12 weeks for confinement and 6 weeks Huscarriage or medical

38

Can productivity in SMEs be increased by investing in workers’ health?



termination of a pregnancy. There is no benefittlentent for criminal abortion or
miscarriage. In the unfortunate event of a mothéeath, the amount is still payable.

The MBA provides women with both cash and non-gaaternity benefits. Before or
after delivery, a woman will receive 84 days leawth pay, as well as a medical bonus of
INR 1,000. She may take the pay 6 weeks befordter ahildbirth, but must receive it
within 48 hours of making the request. AdditioredVe with pay up to one month can also
be requested, on proof of medical illness. In ca$esiscarriage, a woman is entitled to 6
weeks leave with an average pay.

Several non-cash benefits are available under tB&.MAN eligible employee can
request light work for up to 10 weeks before thpeeted delivery. After delivery, she may
ask for 15- minute nursing breaks until the chddlb months old. The woman also has a
guarantee that while on maternity leave she cabaadlischarged or dismissed, and her
conditions of employment cannot be changed in sualay as to cause her disadvantage.
Pregnant women discharged or dismissed may sélincimaternity benefit from their
former employer.

In case of a temporary disability from an employtriejury, under the ESI a benefit
is granted for the period when the insured persomniable to work for wages, provided
that the injury is certified by an insurance mebaféicer/practitioner. The rate payable is
a minimum 70 per cent of the insured person’s daiges, with a minimum requirement
of 3 days of incapacity. In the instance of pernmamgury, partial or total loss of earning
capacity from an employment injury or occupatiodedease, periodic payments will be
made for life. The actual loss of earning capanigy be determined and certified by a
duly constituted Medical Board. The rates of dibigbibenefits are determined in
accordance with the provisions of Rule 57 of thé E&=®ntral) Rules, 1950. A one-time
lump sum is permissible in certain cases, and ef thtal permanent disability benefit
payment does not exceed INR 30,000.

In order to be eligible for employment injury beitefunder the WCA, the affected
employee must be incapacitated for a minimum o&y&sdas for the ESI. If an injury in the
workplace results in a partial disability or injuipom occupational diseases, the eligible
employee will receive benefits proportional to gpecific injury or recognized disease,
which are set by schedules in the WCA. In the adsgermanent or total disability, the
eligible employee will receive either INR 90,000 an amount determined by a
calculatiol set out in the Act’s schedule, whichever is larger

Judicial recourse

The institutions that regulate and enforce labagidlation in India are generally
outlined in the contents of each applicable Actr ifgtance in the ESI, the Employees’
State Insurance Corporation is established by tttea8 the overarching governance body
to oversee and implement the functioning brancHeth® ESI Scheme. The Act also
creates several quasi-judicial and judicial commlaiodies. The WCA, however, operates
in a different administrative structure, which pdes for the appointment of
investigative/adjudicative commissioners and f@ theation of tribunals. The MBA also
establishes the legal framework to appoint invastigs operating under the Ministry of
Labour to enforce the Act’s provisions.

° Following Zubeda Bano v. Maharashtra Road Transport CorporatLLR 287 (Bom) (1990),
the basis for calculation of compensation is ag@mtage of monthly “wages”.
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Each of these quasi-judicial courts and tribunalstablished by their respective
founding Acts, functions as a separate (adminiggabranch within the Indian judiciary.
Although the bodies constitute a disparate webafrts and tribunals when initiating
judicial recourse, they emulate each other andoftan operate parallel to the criminal and
civil branches of the Indian judiciary. Of most iortance, however, is that they derive
their legal legitimacy from the same source: AeiI323A and 323B of the Indian
Constitution.

The presence of case law at the state and Supreom |Evel addressing ESI, WCA
and MBA rights suggests, at a minimum, that theolabtribunals and courts are
operational and accessible. However, we have ydintb studies that assess access to
justice in this specific area of social health potion law. It is not known how often
legislative abuses go unchecked, or how often gitednclaims are thwarted by ineffective
judicial access. Nonetheless, certain conclusicens lme drawn.

Both the ESI and the WCA claim that proceduresireghe assistance of a lawyer or
a trade union member, which can pose serious problier SME employees. If one
considers that the ESI Scheme’s target group iseembelow the average per capita gross
national income (GNI), the cost of hiring a lawyaithout some form of financial
assistance can be paralysing for the majority dfdtiible employees. Although the right
to legal aid is well recognized in Indian law, fisactical availability does not meet India’s
demands. On paper, legal aid is assured; for iostarticle 39 of the Indian Constitution
makes legal aid a directive principle of state @glit is a fundamental right under Article
21 of the Constitution, and it is enforced by thegal Services Authority Act, 1987.
Nonetheless, accessibility to legal aid remains ¢temg by an overloaded system
(Miklian and Carney, 2013), insufficient physicaldafinancial access to legal services by
those in need, poor quality of service and insigfit knowledge of recourse mechanisms
by most employees (Sivakumar, 2003).

Assistance from trade union representatives isstaoce. Most SME workplaces are
not unionized, as only employers with more thaneriployees can unionize under the
Indian Trade Unions Act, 1926. In reality, the “riagumber” for trade unionization in
India is closer to over 100 employ&esSiven the high numerical threshold of trade union
eligibility, it is fair to assume that the vast miajy of SME employees in India do not
have access to trade union support mechanismssaga claim through a labour tribunal
or court. Without the legislated requirement thatesappointed officials assist employees
to navigate judicial proceedings, such as legal aidrade union representatives, the
effectiveness and availability of legislated ressumechanisms becomes mbot

Non-unionized SME employees in the formal economg anlikely to pursue
administrative or legal recourse in the event gid&tive non-conformity. On a practical
level, without strong support networks aggrievedplayees may choose not to pursue
recourse through these established proceduresefor df losing employment, risking
demotion and professional intimidation, or losingrkv time. Ignorance of existing
recourse mechanisms, or a misunderstanding of hew work, also plays an important
role (Dash and Muraleedharan, 2011). Physical ditishs can also marginalize SME
workers, especially those in rural communitieshéitgh most recourse mechanisms now
proceed partially through online mechanisms, tradoourt pleadings or appearances must

10 Section 4 of the Trade Unions Act, 1926 requirest t10 per cent of the total number of
employees, or 100 employees, whichever is lesggsired to register a trade union. In addition,
there must be a minimum of 7 members for registnafsee also Surendra, 2011).

M Article 79 of the ESI provides that the ESI Cauety grant permission for party representation by
someone other than a lawyer or trade union reprathen
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be made in person. Transportation and accommodatasts may further deter an
employee from pursuing recourse.

From a socio-economic perspective, some authore baggested that widespread
corruption, an inherent suspicion of the legal eystand the context of the Hindu caste
system — social fatalism, i.e. the belief that eniffg is invariably a part of faith — all play a
part in employee non-action (Venugopal, 2000). €hiesues are particularly accentuated
for socially marginalized groups and vulnerable ydapons, such as individuals who fall
below the poverty line, women or low-caste empley@onu et al., 2011).

Historically, a lack of access to the justice systiue to financial, administrative or
physical marginalization was compensated by jaafa#s] or people’s courts (Miklian and
Carney, 2013). Common in rural areas, these nopradriial informal courts are
recognized by the Legal Services Authority Act, 198nd were an effective form of
judicial recourse. Unfortunately, these forums orogler have jurisdiction on labour issues,
which has further accentuated the marginalizatibraleeady vulnerable SME workers
(Galanter and Krishnan, 2004).

The role of independent investigatory inspectorsrie institutionalized mechanism
common to the WCA and the MBA that has the potémtigeffectively support recourse
for aggrieved employees. These inspectors eitrggorad to an investigation request, or
assume the responsibility to commence one on thein initiative. Provided that the
inspectors have the necessary means and polititabweonduct a thorough investigation
and adjudicate a claim of potential abuse, a résolcan be found at no cost to the
employee. This is particularly helpful for emplogegho are not unionized and do not
have an effective human resources support mecharmsnfor employees who are
financially unable to pay for legal assistancealio means that SME employees do not
have to be displaced, as the inspector conductstiestigation in the local community.
Without access to statistical data on the numbenwdstigations conducted and waiting
times, however, clear conclusions on the effectgsnof this system cannot be drawn.
Further research is required.

Mass corruption is well recognized as a problenmdia. In some parts of the country
it is so inveterate and established that corruptietworks permeate everyday civic
relations and activities, including the bureaucrand judicial systems (Miklian and
Carney, 2013). Measuring the degree of corruptithimthe labour tribunals and courts is
beyond the scope of this study, but it can be asduiimat to varying degrees across India
many SME workers believe that only those who cdardfjustice will have access to it.
This perceived inaccessibility for those who areaficially constrained is further
exasperated by the fact that the Indian judiciamnired in backlog; a typical case can take
up to 15 years from filing to resolution (Kumar,12). In spite of a growing anti-
corruption Zeitgeist following the 2011 high-preaficorruption scandals (Ali et al., 2012)
and a demonstrated improvement on Transparencynéitenal’s Global Corruption
Perceptions Index, most non-unionized SME workdmply cannot pursue judicial
recourse.

Effective access to social protection in health

To properly evaluate the effectiveness of Indiaisial health protection legislation
for SME workers, the legislation must also be as=gawvithin the context of the health-
care system’s accessibility. Section 4 of the ILO%ocial Protection Floors
Recommendation, 2012 (No. 202) calls for natioralegnments to provide that “all in
need have access to essential health care andsio ihaome security which together
secure effective access to goods and servicesedefin necessary at the national level'.
The definition of access within the context of sbdiealth protection, therefore, refers to
the availability, quality and affordability of seces.
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Health-care and service provision in India is ca®pnd heterogeneous, in part due
to the legal structure and relationship betweercémral and regional governments. While
the central government legislates and funds healtke and health-related services, the
states and union territories assume the respagsifol implementing and administering
social health protection. As a result, each regiomdia has substantive autonomy in its
interpretation and delivery of central legislatiorareas of social health protection, access
and service. Within their mandate, regions can temadependent and/or discordant
regulations, legislation and/or policies providadttthey conform to the central laws. It is
at this juncture that legislative gaps in the crggislation become a point of concern.

SME workers across India, whose social health ptiote coverage stems from the
same central legislation (ESI and MBA), may recatigarate quantitative benefits and
have unequal access to services. Significant gpbigra inequalities in health outcomes
shed some light on the consequences of these etgioequalities. For instance, life
expectancy in Madhya Pradesh is 56 years, whilaliar life expectancy is 74 years
(Balarajan et al., 2011). This 18-year differerea@imparalleled; it is substantially greater
than life expectancy differences among Chinese ipceg and American inter-state
differences (WHO, 2008; Burd-Sharps et al., 2008)the absence of clear guidelines,
minimum standards or strong regulatory oversigtthatcentral level, health services and
care across India have become inconsistent botladministrative delivery and in
substance among the states and union territories.

In the past 20 years health-care services haventeedifurcated between the public
and private sector. Market-driven private healthilittes have flourished, both as a
consequence of ineffective public health servidag, also cultivated by government-
backed economic incentives and a lack of concretemment regulations. The overall
result is a complex web of public and private sersgj with dissimilar standards and rules
across India.

Given the high inefficiencies of the public hea#tyistem, long waiting times, and
generally poor quality of services, the vast méyoof Indian patients depend on private
services rather than public services for both halpation and medical treatment as
outpatients (Kundu, 2010). It is fair to say tHa private health-care system has eclipsed
the public system in terms of facilities, skilledofessionals and resources. In fact,
according to the Indian Government, out-of-pock@OP) expenses for access to care in
the private sector accounts for 72 per cent ofttied formal health expenditure in India
(Ministry of Health & Family Welfare, 2006).

For those patients who have the financial abilityopt for private health services, a
recent report by the IMS Institute for Healthcaméotmatics suggests that patients would
readily switch to public health-care centres if fwblic system could remedy its poor
quality of care, reduce waiting times and incraesdiagnostic facilities (IMS, 2013). This
suggests that the barrier to public-sector useauddityy of service, and unless this issue is
addressed adequately and fully, it will continueet@cerbate the challenges of patient
health-care affordability.

SME workers under the ESI and MBA schemes arebddigbnly for public health
care. The value of ESI coverage is drastically cedyas most working Indians (who can
afford to) will opt for private health care; SME wkers are effectively precluded from
accessing quality health care. In spite of socedlth protection legislation providing
coverage for some SME workers in the public sectmeiving health services in India is
still very costly: either a patient pays for seeddn the private system, or payments in the
public system are made via user fees, informal eays) co-payment schemes and/or
accessing increasingly expensive and non-coverelicines.

The ESI and the MBA provide public health coveraget service delivery often
requires temporary or permanent OOP employee egpeiitie prevalence of user fees in
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the public sector proliferated throughout healtrectacilities during the late 1990s. This
government-sanctioned policy was an attempt te rimisome for the health sector, as well
as a means of increasing efficiency in service igion. User fees continue to be legislated
at the state and union territory level, and haweb® common practice across India.

Depending on regional legislation, SME workersiblig for social health protection
may apply for reimbursements of user charges. Tdwdity, however, is that with
cumbersome administrative processes and long waiitmes, very few eligible patients
actually pursue reimbursement (Dash and Muraleadh&011). It is also possible that
certain user fees may be mandatory in some statdsumion territories, in spite of
eligibility to protection under central legislatioA thorough review of the 35 states and
union territories is beyond the scope of this cstsely, but it is recognized that user fees
are a common practice in many of India’s regiors thiat the burden is shouldered by ESI
and MBA eligible employees, including SME workers.

Informal payments to health-care workers are egymkvalent within the public and
private sectors. Several studies have attemptexkpgose the extent of corruption within
the health sector and its prevalence (Sharma,&05; UCL, 2013). As a result, patients
may be burdened with an OOP expense both in time ébran up-front user charge and as
an informal payment to attain speedier and/or bejtality health-care provision or
service. Generally, informal payments are madecthyréo health facility staff.

In the case of private insurers, the Insurance Rémy and Development Authority
of India (IRDA) is the official regulatory body. 10999, India deregulated the insurance
sector and created the IRDA as the supervisoryosaityhto safeguard the public interest.
Co-payment mechanisms and standards of privateersare thus determined by the
IRDA’s regulations, based on the authority givenittby the IRDA Act, 1999 and the
Insurance Act, 1938. The Central Government hals dapacity to regulate insurance
companies as per the union list in the Seventh d&&dbeof the Indian Constitution.
Although generally limited to the private sectoo;gayments are yet another health care
cost assumed by patients.

In the public sector, possible co-payments wouldrdgulated by state and union
territory legislation. Further research is requitechssess the presence of co-payments in
India’s public health-care system; current studieggest that no legislation exists on co-
payments in the public sphere.

Another problem affecting SME workers, as well &g tgeneral public, is the
affordability of and access to drugs. Coveragedioigs in India is regulated by policy at
the regional level, and the extent to which drugs @r should be made) affordable to
SME workers under the ESI regime is not clearlylioetl in national legislation. This
creates further disparities and uncertainty ambegegions regarding coverage eligibility.

The problem of gaps in legislation for setting stanals for baseline drug coverage for
SME workers is compounded by a rise in the costrofs in India. More stringent patent
laws and the erosion of competition between drugyigders are increasing the cost of
generic drugs. India introduced drug patent praiadegislation for pharmaceuticals via
the Trade-Related aspects of Intellectual PropRights (TRIPsY¥ and is on course to
implement TRIPS-plus and Anti-Counterfeiting Tradgreement (ACTA) compliance
(Vivas-Eugui, 2003; Agarwal, 2011). The net effetthis legislation is (and would be, in
the case of TRIPS-Plus and ACTA compliance) to cedihe Government's ability to

2 This refers particularly to the Patents (AmendmerAct, 2005. Available at:
http://www.ipindia.nic.in/ipr/patent/patent_2005.PD
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ensure generic competition, and subsequently difogdability for most Indians (Grover
and Citro, 2011).

The level of OOP payments for health care in Ingliane of the highest in the world
(WHO, 2006). The high toll on SME workers has tvasigus consequences: first, these
costs constitute a formidable barrier to acceshiggith care; and second, high medical
expenses can impoverish families. This is a sermonsern, as in India health expenditure
accounts for more than half of the Indian househofdlling into poverty, with
approximately 39 million Indians pushed into poyevery year (Balarajan et al., 2011).

An SME worker’s physical location is a strong detigrant of health-care availability
and service facilities. There are stark divisiom$ween urban and rural workers: rural
workers are increasingly unable to access quatityices. The situation is accentuated by
the trend of greater dependence on faster priveaddthicare services, which are mostly
concentrated in urban and wealthier areas. Th# nsatter of concern, considering that
rural household per capita incomes are usually iawan those in urban areas, and are
usually represented by traditionally marginalizemmeunities. Furthermore, access to
secondary and/or tertiary care for rural workertheir families is almost non-existent.

The IMS Institute for Healthcare Informatics rep(013) found that in rural areas
37 per cent of Indians could access in-patient eyt facilities within a 5-kilometre
distance of their home, while 68 per cent were dbleaccess out-patient department
facilities. Compared to urban figures of 73 pertaarpatient department and 92 per cent
out-patient department facilities, the differensesiriking. Transportation and temporary
accommodation costs, as well as lost earningsdaterrents for rural workers to seek
health services from urban centres. This lack ofsjgal access can result in postponing
treatment and potential long-term cost burdenstdwulisease or sustained ailments.

Although India, through its Constitution and intational legal commitments, has an
obligation to ensure equal treatment of its citzand accessibility to services, no specific
reference in social health protection legislatiadrasses the issue of urban and rural
disparities or inaccessibility. Moreover, there arelegal provisions that facilitate rural
SME workers in accessing urban health servicesinfiance subsidies on travel incurred
and accommodation expenses.

Gaps in statutory coverage

In spite of a relatively well-legislated systemetth are significant gaps in India’s
social health protection legislation that result Sabstantial coverage exclusions and
inequalities, and a system that thwarts accessdal lentittements and adequate benefits
for SME employees.

Specific communitiesincluding some of the most vulnerable, are exatlidrom
social health protection coverage. For instance, E%I excludes establishments that
employ under 20 or 10 workers. Although statistidata is required to determine what
percentage of the workforce this represents, amagtrity of micro- and small enterprises
fall into this category, most of which do not prdeihealth insurance schemes.

The ESI also excludes all workers employeds@asonal factoriesthe majority of
which are SMEs. This encompasses businesses itaiden or working with, cotton
ginning, cotton or jute pressing, decortication ggdbundnuts, manufacture of coffee,
indigo, lac, rubber, sugar (including gur) andfea.tTypically seasonal industries attract
women and migrant workers, as well as non-docundente clandestine workers — a
segment of the population that is particularly aunfble.
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The ESI scheme exclud&ME employees who earn more thilxR 15,000 per
month from receiving health-care benefits. Althoubls excluded group falls under the
jurisdiction of the MBA and WCA, no applicable salkchealth-care legislation governs
these higher-income earners, who are thus exposeitket forces. Further research may
be required to assess the exact implications anhilgher-income group and the resulting
affordability of health-care provision for SME waeis in the group. Accordingly to World
Bank data, in 2012 India’'s GNI per capita was apjpnately INR 8,184 per month.
Although earners above this wage cap may be ablectess basic health care in the
private market, several questions arise which pezific to the Indian context: market
fluctuations and their impact; government respotigee to amend the wage cap;
increasing health-care costs; access to India’siprefiered health-care system which is
stated to be the second most corrupt sector after folice force (Peters and
Muraleedharan, 2008); and coverage in the contiefdaroily organization — for instance,
the prevalence of single earners and average fasmy with dependants, including
children and the elderly.

Given the widediscrepancy between legislative provision and exdorent the lack
of support mechanisms to ensure accessibility dalleecourse at no or fair cost to SME
employees is a serious deficiency in both socialqation legislation and the legal system
as a whole. Although the WCA and the MBA appoirgpi@ctors, non-unionized SME
workers assume the financial burden for recoursieuthe ESI. Since SME workers in
organizations with fewer than 100 employees areehgible for unionization, they also do
not have equal access to benefit recourse mechaniBhese legal barriers are further
accentuated by widespread corruption within theegament administration and judiciary.

Although not necessarily a legislative deficienitye lack of proper legal enforcement
and the presence of rampant corruption are sepmidems. Many factors contribute to a
lack of legislative enforcement of social healtlotpction rights and judicial procedural
rights; while corruption has a direct causal relahip to legislative impotence and is the
primary barrier to legal efficacy.

India has an arsenal afti-corruption legislationincluding: the Indian Penal Code,
1860; Prevention of Corruption Act, 1988; Prevemtadf Money Laundering Act, 2002;
Central Vigilance Commission Act, 2003; Right tdomation Act, 2005; and the Lok
Ayukta Acts of States and amending Bills. The y2ad2 saw a country-wide anti-
corruption movement which culminated in legal refersuch as the Jan Lokpal Bill of
2011. This legislative framework has potential teas anti-corruption tools; however,
without a strong political will to enforce this lstation, any progress is limited.

Rather than trying to fix a system with furtherefiiective legislation,
alternative non-traditional and/or community-baseals such as thgman adalatsand the
community organizations such as the Self Employexin@h’s Association (SEWA) have
shown much success. These parallel systems atteniptild new forums rejecting the
culture of corruption. Should these alternativetays become more robust, they may
determine the future of law enforcement in India affer new opportunities to promote
equitable legal entittements. Equally, they mayderthe culture of corruption which is
currently rampant within all segments of Indianistg including the judiciary and the
health sector.

Non-traditional anti-corruption initiatives thatdes on SMEs and their workers may
prove a useful catalyst to change the pervasiverante of corruption. As the prime
economic agents of the Indian economy, a commitringi@ME workers to anti-corruption
practices would not only have a drastic impact e Ihdian economy, but would be of
significant and immediate benefit to the SME woskiiremselves.

Social health protection legislation has no benakmar guidelines for state/union
territory governments on legislatienforcement and executioAs previously mentioned,
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states and union territories have full discretionmplement the ESI, WCA and MBA as
they see fit, which can result in national coverdagequalities. Inadequate service
provision has become commonplace in some stategrewktong delays for ESI
reimbursements for covered treatments discouragikemn® from exercising their ESI
rights (Dash and Muraleedharan, 2011). In additibe,content of benefits under the ESI,
WCA and MBA are not legislated and are subjectdlicg initiatives and implementation.
Although there is a general standardization of bewentents nationally, there are no
legislated benchmarks or concrete guidelines tarena baseline quality and availability
of services. At a minimum level, there should beesence and coordination in benefit and
service provision.

Some groups of workers are excluded from the ESl AWCA due to disparate
application and enforcement among states and uaraitories. This occurs either because
the ESI does not apply to all states and unioritdeies, or because states and union
territories have made exceptions and exemptionsgecific communities under the ESI or
the WCA. This results in inequality of access at tmational level, and uncertainty/
complexity of coverage due to India’s highly modi#dour market. Increased coherence
and coordination between the states and uniontdees to ensure benefit coverage,
provision and delivery is required. Although the W®as a thorough list of covered
sectors (Article 2(dd) and Schedule 1), it is begidhe scope of this study to evaluate state
and union territory gaps and incoherence of apjptica

India’s social health protection legislation focsismntirely on the formal economy.
No reference is made to the informal econpmlgich constitutes approximately 93 per
cent of the Indian economy (ILO, 2002). As a reghke majority of the Indian population
does not qualify for social health-care benefitderthe ESI Scheme, nor is it regulated by
the WCA or the MBA. Informal economy workers ardeof the most at risk; pay is
traditionally very low, there is a high incidenceabuse, the workplace can be precarious
or dangerous, and the majority of informal econamaykers belong to the most vulnerable
segments of society such as people below the polied, members of the lower castes
and women (who receive lower wages than men) (L@@d)9). Without financial or
administrative support, workers in the informal momy have no or limited access to
social health-care benefits. As stated above, gowent policy programmes such as
Rashtriya Swasthya Bima Yojana (RSBY) and commuaityanizations such as SEWA
have stepped in to provide some basic health-aardces to the informal economy, but
these programmes remain unlegislated.

Further, there ar@o direct references to SMEsS India’s social health protection
legislation. SMEs are addressed implicitly by thigileility restrictions on the number of
employees in the workplace: at least 10 or 20 ffower-using and non-power-using
establishments respectively) persons for the B®l,& least 10 persons for the MBA. As
the main form of economic organization driving &di economy, highlighting SMEs in
legislation could become an effective tool to tatgenefit distribution and enhance labour
productivity.

As described abovenly SMEs with more than 100 employees are ablenionize
under the Trade Unions Act, 1926. This high thrégshexcludes employees from
unionization in micro and medium-sized SMEs, whifolhm the majority of workers in
India. Under Indian labour law, trade unions ar@lvior access to most administrative
recourse mechanisms which address social healtbgtian coverage. Without the ability
to unionize, workers in micro and medium-sized SMeaistically will not have access to
legislative recourse mechanisms that ensure soeath protection rights.

Unions can also play a key role in promoting woskénterests, sustainable labour
relations and conformity with international labatandards. In the absence of effective
support networks, trade unions are a useful meshardor SME workers to address
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workplace irregularities and legislative nonconfaymespecially in the context of India’s
weak delivery of social health protection rights.

Finally, in addition to remedying the above-desedibchallenges regarding the
quality, affordability and availability of healtlare,health literacycan be an effective tool
both as a policy and a legislated norm. Lack of ramass about existing schemes,
entittements and available services is a furtheridrato access. Increased education, as
well as knowledge of available health care, cagger a virtuous circle. Increased
knowledge of services as well as information orirthecessibility dramatically changes
human behaviour, and subsequently the availabilitythe services. By extension,
increased investment on the demand-side of legslabcial health protection can also
drastically change human behaviour and increasiabily.

Summary and recommendations

This review of legislation on social health protectcoverage in India has identified
significant gaps in access and statutory coverage specific reference to eligibility and
contents of health care, paid sick leave, materrétyployment injury and disability
benefits for SME workers. At first glance, the ligmof statutory social health protection
coverage in India is deceptive. Although the apile legislation does provide for many
social health protection rights, and legal mechasidor their enforcement, the vast
majority of the Indian population does not have esscto social health protection.
Financial and/or administrative limitations, avhilay and quality of care, legislative
exclusions, a lack of effective legislative enfanemt bodies and mechanisms, and non-
legislative recognition of the informal economy dhe main factors limiting effective
access to social health protection.

SME workers are not referenced in the current latgve@ status quo — a surprising
realization considering that SME workers, whethemtal and informal, constitute the
backbone of India’s economy. The absence of ldgislalirectives specifically targeting
SMEs and their workers is a missed opportunity. Artyre reforms of labour legislation
in India would be well placed to address coveragpesgby taking into consideration the
following proposals:

m  Substantiate legislative enforcement and provisioentitled services.

m Improve access to legislative non-adherence rseourechanisms either through
procedural reforms or available access to qualiigoport systems that ensure no or
little cost to claimants.

m  Increase the speed and efficacy of the judicislesy in processing claims.

m  Extend legal and effective access to health ptiotecto disenfranchised and
particularly vulnerable communities.

m  Legislate minimum standards and essential cae@sare equity, including:
- addressing inequalities between urban and rarahtunities; and
- closing the gap between private and public hezdile provision.

m  Legislate the provision of health protection cagr for the informal economy.
There is an acute need to identify best practitesgawith legislative toolkits for

social security reforms. Further quantitative ségddn the links between the social health
protection coverage and labour productivity of SMiEs sorely needed. Irrespective of the
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potential economic benefits, addressing thesel&yis deficiencies will be of great value
in itself, directly benefiting individuals and maong towards universal coverage in India.

48

Can productivity in SMEs be increased by investing in workers’ health?



8. Recommendations and policy advice to
address current deficits

8.1. Theoretical and practical challenges

Regardless of which specific theory and normatiwglications one subscribes to,
there are a number of factors that effectively bmithe widespread inclusion of SMEs in
any form of social protection scheme or programme.

(1) Administration and registration is difficult and stty. In many social security
schemes the administrative requirements for redistr and deduction of
contributions are quite difficult and costly. Pempgiave to walk long distances to
offices, forms are not readily comprehensible, doents required are difficult (and
sometimes expensive) to obtain.

(2) There are problems concerning a collective good ‘dree-riding” behaviour. SME
employers can be caught in a dilemma. Even wheengrloyer is willing to register
workers, the high cost of registration can be anfaf market punishment if other
employers refuse to register.

Box 4. The "free-rider” problem

The free-rider problem is described in the context of collective goods, and was first analysed in the
context of trade unions. Even if workers do not participate in labour conflicts such as strikes, they normally
benefit from the outcome.Recently, free rider problems have become well known in the context of
environmental policies. These problems normally arise when individuals or groups cannot be excluded
from the benefits of activities or policies, even if they do not contribute or participate. Thus, the costs are
borne by those who participate, while the benefits are enjoyed by all (see also Hardin, 1968).

(3) Economies of scale and resulting problems in maitig adequate staff servicels
is difficult for SMEs to benefit from economies stale with regard to staff
administration. Only companies of a certain size efford a professional staff
administration department. Often owners have toycawt the administrative work
themselves, so it is natural for them to try to imize it.

(4) Evasion driven by maximization of profitor some SME owners the only objective is
to maximize profits. This is possible in the sherim through cutting staff costs and
avoiding staff benefits. In the long run, howevemay result in bad quality of work,
high staff turnover, low loyalty and motivation sffaff, and finally in a reduction of
competitiveness.

(5) Ignorance of the regulations and benefits of sopratection Many SME managers
are not aware of their obligations and the advagayf registering staff for social
security.

(6) Knowledge deficits

- Statistics There is little statistical information about SKiEavailable, including
reliable data on the number and size of SMEs, éshemn developing and middle-
income countries, as well as type of activity, awer and contribution to GDP.

- Knowledge about specific practical problerifiere are no studies about the practical
challenges of SMEs with a view to the registratbistaff and administration of staff
benefits. Such studies would be of particular igérto low- and middle-income
countries.
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8.2.

- Knowledge of organizational development optiofisere is little research available
on options for SMEs to organize themselves, fomgta in order to achieve at least
some economies of scale.

Addressing research gaps

While there is some research indicating the pasitiffect of social protection on
productivity in developed countries — see for ins@Tomassi (2010) as a more theoretical
example — specific research on SMEs in developiogntries in this regard is non-
existent. As almost none of the literature diff¢iaties between the various categories and
sizes of SMEs or between formal and informal econ@WIEs, it is difficult to determine
specific research gaps in the categories outlireddwg as a gap can only be defined in
comparison to some desideratum.

SMEs with 51-250 employeess we have seen, very few studies are available
that focus on this specific group, as it is veryaliim almost all countries. It is likely that
this category is included in many reviews and ssidibut is rarely identified or
specifically referred to. Enterprises with 51-250pdoyees usually represent a sub-group
of the much larger SME field and are treated ash,swdth little research dedicated
exclusively to them. It also seems unlikely thas troup of SMEs will differ substantially
from larger companies with respect to social ptiacand working conditions; their size
will usually be too large to be overlooked or igetrby the relevant authorities.
Nevertheless, it would be valuable to better undads whether and to what extent such
companies are affected by international controt swurcing agreements (for example in
the textile and electronics sectors).

SMEs with 1-50 employee$his class represents the majority of all entegsrin
almost every country (IFC, 2010) and consequesstlgdgavily featured in SME research,
which indeed is often focused directly on them.pPietors and managers of such very
small companies may perceive the question of sge@kction differently from those of
larger companies. Small enterprises may not hazzegbources and economies of scale to
establish substantial formal arrangements.

SMEs in the informal economyt has to be assumed that in many developing
countries a large share of SMEs operates in tlenmd economy. This means that most
SME research from these countries will cover astlgzarts of the informal economy.
However, the very nature of the informal economykesadifferentiated and reliable data
collection very difficult. It could thus be arguétht studies that do not explicitly focus on
the informal economy will often potentially be béalstowards the formal economy where
data collection will be much easier, as employeid @mployees will potentially be more
forthcoming when questioned about their work andkimg conditions.

Informal work, although usually not legal, is alsmmmon in developed economies
with well-established social protection schemes r{t¥a, 2003}>. One aspect concerns
non-documented migrants who find work in the infafraconomy, thus frequently being
excluded from social protection and indeed any foifmworkers’ rights. Another aspect
concerns those in formal employment who take up-foomal work to increase their
income. Social protection may also be abused, fample when occupational accidents
that take place during non-formal work are covetteugh the occupation and health
protection scheme of the formal workplace.

13 Marlow points out the need to differentiate beydhe mere size of a company when studying
aspects of formality and informality.
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Finally, overall levels of development and socitta@l norms are most likely to
have a significant effect on social protection agements, as are the differences between
legal obligations and entitlements on the one hand, de facto adherence and relevant
access for different kinds of enterprises and gsamfpvorkers on the other.

Given that specific quantitative and qualitativeearch on SMEs is very limited, we
suggest awo-pronged approach

- developing a set of internationally and uniformalgplicable indicators assessing the
social protection of workers in SMEs. These indicashould be based on a coherent,
acceptable and practical relevant definition of S\NiEd informal economy; and

- initiating detailed quantitative and qualitatiseidies in selected countries, based on
level of development and type of social protecggstem employed.

Both aspects could be combined in a report: “Waglah the margins: Employment,
working conditions and social protection in smaltlanedium-sized enterprises in formal
and informal economies”. Such a report would igeb# structured in a way that allows
for regular updates and monitoring of national ameérnational efforts to continuously
improve the working conditions and social protettio this group of enterprises.

This would also result in the production of dat@murting the business case for
social protection in SMEs. At present, knowledgehis field is primarily hypothetical.
What is needed now is robust data that could camgly show the positive effects of
social protection on working conditions and produtst. Such data will be very difficult
to come by, given that at present many SMEs evadglue their legal responsibilities,
and thus comparing groups of employers with antiaut some form of social protection
will be cumbersome. In addition, many SMEs openata grey area of semi-legality and
are often tolerated by the responsible authoritibying to obtain data may prove
extremely challenging and may require a field apphobased on trust and patience.

8.3. Providing a supportive business environment

All organizations and institutions involved shouldkally work hand-in-hand to
provide a supporting business environment for SMiesl compliance with labour
regulations, including social protection provisiomkis would entail the following aspects:

- Reductions in administrative costs for social imswe servicesBest practices and
possible options for reducing the administrativedeas of SMEs could be gathered
and studied. Pilot projects in order to try out mpising approaches could be
conducted. A handbook for SMEs and social insuramstitutions could be
elaborated as a guide for managements in redudiminéstrative burdens.

- Solutions for collective good and free-rider prabke The various options for
overcoming the free-rider problem include coercigproblem of evasion),
transparency (to make public who complies and wii), the organization of SMEs
into groups, information and moral suasion. Allgheoptions could be studied and
tested in pilot projects.

- Organizational development, creation of economfexcale Options here include the
creation of cooperatives and umbrella organizatimmsSMEs. Around the world
there exist best practices that demonstrate how sSSM&n successfully gain
economies of scale through organizational developn#e study could collect these
best practices and develop a handbook. Pilot ftuclelld support the search for
alternatives.
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8.4.

- Capacity building and raising awareness.handbook and information material for
SMEs could be developed; best practices from sg@desodels could be collected
in a study.

- Development of data and statistiod study could be carried out putting together
available data on SMEs from all countries, showde§jcits and elaborating methods
to improve the data situation.

- Knowledge about practical problem#é survey could be made in a representative
sample of countries, inquiring about the practc@llenges of SMEs in the area of
staff management and staff benefits.

Specific suggestions for organizations and
institutions

International organizations Documenting the total number of employees in
enterprises affected by social protection-relatagestjons would greatly increase
understanding about the relevance of available dath respect to SMEs, as exact
differentiation of enterprises would be possiblés suggested that country studies piloting
comprehensive data collection be initiated, withutar update mechanisms. International
organizations could also initiate comprehensiveaash and development programmes, as
outlined above, to better understand and monitogness in this specific field of social
protection. In particular, international organipas could initiate a research programme to
look at the productivity impact of social protecticAs said before, this would require trust
and patience and might thus best be approacheddogup of international experts and
local NGOs working with SMEs in the (non-)formabeomy.

GovernmentsAs can be seen above, the greatest obstaclanimgaccess to social
protection for SME workers is informal employmeAtreduction in the share of informal
employment and registration of the workers in goestvould increase the number of
employees covered by social protection programriiéss is why studies on how to
support SMEs in registration and other administeaissues linked to social protection are
so highly advocated. Organizational development actideving economies of scale are
one option. Key areas of synergy and support ireclud

- registration of workers;

- payment of contributions;

- information about rights and obligations; and
- reporting and statistics.

Care should also be taken to ensure proper regoptiocedures, as the equity of a
system will be distorted if a share of the benafieis has large incomes that are not
considered for their contributions. This is alse ttase if workers have a low nominal
wage, in order to keep contributions to a minimwvhjle receiving large undocumented
payments. In the interest of equitable financinghsoehaviour should be punished.

It is not clear whether the implementation of coeffnsive programmes for the
informal economy creates an incentive for informuadployment, as workers then see less
necessity to register their employment.

The collection of contributions from non-registenedrkers has proven difficult in
some countries, for example Ghana (Lagomarsinb,é22). The most promise lies with
general improvements to business regulation andregrinent, as these have been shown
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to both decrease informal employment and promdteadthy SME sector (Ayyagari et al.,
2007; Kawai and Urata, 2001; Carre et al:, 2002).

Social partners Social protection may not automatically be hightbe agendas of
both workers and employers. Both may fear undueente of the State and overseeing
bodies, a substantial drain on resources and aofofiexibility in forging and severing
employment relations. Thus, the economic and nem@&nic benefits of social protection
need to be marketed and brought close to the pahatixperiences and needs of small
owner—manager companies and their employees. highly likely that no uniform
approach would suit the many (and at time configitineeds of the different companies
even within countries, let alone on an internaticcale.

The social partners might thus wish to focus onramess raising and encouraging
collective agreements that involve the majority 8MEs. This could include the
involvement of social partners in the governanceseofial insurance and in working
towards linking labour market flexibility with sadiinsurance, a model that has been
addressed by the “flexicurity” approach, wherefbgxibility in the labour market is
combined with extensive socisécurity(European Expert Group on Flexicurity, 2007).
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9.

Conclusion

This extensive international literature review o€ial protection, working conditions
and productivity in SMEs has shown the economic smalal importance of SMEs, the
complexity of the sector and an often unfathomedeustanding of how social protection
legislation will affect pro-poor economic growth.hat clearly emerges from the study,
however, is that the simplistic neoclassical ecandogic that “social protection disturbs
efficient markets and is hence counterproductivertavth” can safely be discarded. Apart
from their intrinsic value, good health, securitydaa more equitable share of gains will
result in better availability of staff, the devetopnt of their expertise and motivation,
lower costs of sickness and less replacement. Asa$si (2010) writes:

Recent theories stress more complex relationshépsden economic and social issues. First,
trickle-down is not so obvious, as is demonstrdigdyrowing inequalities in the advanced
countries in the last 30 years although they haaenseconomic growth. Second, some
conditions for perfect competition to hold are nwdt in our real world — due to heterogeneity
of individuals, aversion to risky activities, sedolpest outcomes, uncertainty and information
asymmetries — jeopardizing the feasibility to pebtpeople from increasing risks. Third,
social protection represents not only consumptioredistribution among individuals (“Robin
Hood"), but also insurance not efficiently provided private markets and redistribution over
the life cycle (“Piggy Bank”). Fourth, according tthe concepts of capabilities and
functionings, social protection provides individuadith wider liberty of choice and more
opportunities of participation in economics, palitiand social life.

Tomassi's report brought together available dathamralysis on barriers to coverage
and access in social protection. It became clestrwinerever owners/managers of SMEs
were asked about social protection, lack of infdioma misunderstanding and prejudices
were common. So far, solid evidence and robust wataake a business case for social
protection at the individual enterprise level ao¢ available.

The ILO’s Social Protection Floors Recommendati2dl2 (No. 202) is the latest
international instrument on social security and $etsthe stage for comprehensive social
protection. It puts emphasis on access to essdmdath care, making it one of the four
basic social security guarantees that should datestiat the minimum, national social
protection floors. Employment-based social protetitan use this Recommendation as
guidance for mid-to long-term social security depshent.

There are many gaps in specific quantitative aralitative research on SMEs and
social protection, not least due to non-uniformirdébns and categorizations. Key areas
of possible activities are research, pilot projectd surveys, most importantly to:

- Provide evidence at company level that sociatqutéon does not negatively affect
the revenue and profit per worker but can even awpiit, thus ultimately increasing
the survival rate of an SME.

- Document best practices and possible optionsefituicing administrative burdens and
collective agreements of SMEs when registeringémial protection.

- Conduct studies and pilots on organizational Wgraeent and economies of scale
creation.

- Initiate capacity building and awareness raisihbest practices.

- Develop high-quality statistics and data docunmgnthe total number of employees
in enterprises that are affected by social prateetelated questions, to initiate
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country studies piloting comprehensive data cdlbectand regular update
mechanisms.

- Provide concrete advice on the practical chalblsngf SMEs in the area of staff
management and staff benefits.

- Develop further the emerging theoretical framdwibiat links government regulation
with working conditions and overall benefit, in paunlar productivity.

International organizations could initiate compresiee research and development
programmes to better understand and monitor pregreghis specific field of social
protection. Possibly the most promising approaeh With general improvements in and
support to business regulation and compliancehesethave been shown to both decrease
informal employment and promote a healthy SME secto

In summary, there are many tasks concerning spoiéction in SMEs that need to
be addressed by governments, international orgé#mizaand academics in order to
support the formalization and development of theESKkctor, mainly in developing
countries. The key issues are robust data on tipadtnof social protection on working
conditions and productivity, reducing administratiburdens, information, compliance and
proof of the concept that social protection is géadsmall business.
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