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Summary

This paper reviews the main trends and policydasswith regard to the extension of
social security in developing countries. It bediysdefining the concept of social security, and it
examines its linkages with the development proeaesksits impact on poverty reduction.

It then reviews the four main social security pesgmes, i.e. health insurance, pensions,
unemployment protection and tax-based social besndfi shows that in many middle-income
countries, statutory social insurance can formbthss for the extension process. However, this
is generally not so in the low-income countrieserghonly a small minority of the population is
covered by social security. In particular for thesentries, the paper pleads for experimentation
with area-based schemes. It also recognizes the foeeadditional international financing of
some basic social security schemes, if coveraggehe extended to everyone over the next 15 to
25 years. The paper also examines the gender diomenisthe extension process.

The paper concludes with outlining some key eldmer national and international
strategies. Social security should be recognized amjor instrument to deal with some of the
negative social consequences of globalization.ddatipolicies should consist of improving and
reforming statutory social insurance programmespmimoting community- and area-based
social insurance schemes, and of enhancing castte## tax-financed social benefits. At the
international level, there is a need for a few damipdicators on social security coverage, for
advocacy measures to get social security at the dbpthe development agenda, for
experimentation with new mechanisms to reach werkethe informal economy, as well as for
knowledge development and technical assistancey Matihese elements will be included in the
“Global campaign on social security and coverageal that the ILO is to launch at the
beginning of 2003.
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Introduction

One of the key global problems facing social ségtoday is the fact that more than half
of the world’s population are excluded from anyeaypf statutory social security protection.
They tend to be part of the informal economy, ared autside the scope of contribution-based
social insurance schemes or tax-financed socia¢fiienIin low-income countries, such as in
sub-Saharan Africa and South Asia, more than 90cpet of the population is generally not
covered, while in middle-income countries this patage tends to range between 20 and 60 per
cent. It is estimated that worldwide only 20 pentcef populations enjoy adequate social
security.

The large majority of the non-covered and poorkeos are employed in the informal
economy, which includes both urban-based and haséd activities. This term has been used
widely to refer to that segment of the economy kafur market that has absorbed significant
numbers of job seekers and unemployed workers,lynosself-employment and in very small
production units. For the most part these uniteh@awnumber of features in common: low levels
of capital, skills, access to organized markets @athnology; low and unstable incomes and
poor working conditions; outside the scope of dadficstatistical enumeration and government
regulations; and, almost invariably, beyond statutystems of labour and social protection
(ILO, 2002).

In general, there are three principal ways toreksocial security. The first one — through
efforts to extend statutory social insurance — ime$ with a great variety of success. Some
middle-income developing countries with well-perfong statutory social insurance institutions
have been able to extend social security effegtit@lthe majority — if not the totality — of the
population. In most middle-income countries, howegech favourable conditions do not exist.
In the low-income developing countries, not morantilO to 25 per cent of the working
population and their dependants are covered butstgtsocial insurance, mainly for pensions
and sometimes for health care costs. Extensionreftm of the statutory social insurance
system have so far not reached many more groughe aforking population.

The second way is to extend coverage through caonityabhased schemes. For most low-
income developing countries there is a large gafupe working population (about 40 to 60 per
cent) — above the poverty line but not eligible domot interested in statutory social insurance —
who have some contributory power and are interegtedontributing to community-based
schemes that are tailored to their needs (van &emel999a). The quantitative impact of these
schemes is presently not large, and it is not cMdeether and to what extent they can increase
their coverage.

The third way to extend social security is through promotion of cost-effective tax-
financed social benefits aimed at poor and vuldergloups. The effectiveness of such benefits
depends to a large extent on their design and genaral sense, also on the overall willingness
of society to show solidarity to those who in mosses are not part of the labour market, such as
children, old-age pensioners, widows, orphans asabted people. These three ways to extend
coverage should, sooner or later, be integratexlanbational policy that addresses each major
contingency.




This paper will review and assess efforts to ektencial security to workers in the
informal economy and to other vulnerable groupsith wr without attachments to employment.
It is a response to the conclusions on social #gciwom the 89th Session of the International
Labour Conference (ILC) in June 2001 (ILO, 200Td)e conclusions indicate a consensus that
the highest priority should be given to policiesl anitiatives to extend social security to those
who have none. At this Conference, government, eyepland worker members asked the ILO
to launch a major campaign to promote the extensidhe coverage of social security, and also
to collect and disseminate examples of best pectic

The first chapter will examine the role of socgdcurity in the overall development
process, and define its concept and linkages dsawélls effectiveness. Chapters 2 to 5 will then
review and assess efforts to extend the sociakisgad four social security programmes: social
health insurance, contributory pensions, unemplagrbenefits and tax-financed social benefits.
Chapter 6 will explore the gender dimension oféktension process. The paper will close with
some general conclusions and point to some fudiegs that could be taken through the “Global
campaign on social security and coverage for all”.

1. Social security: Context, concept and
effectiveness

There is growing awareness that social securibyllshbe understood within the context

of the development process. Classical developnmeary had traditionally anticipated that as a
result of economic growth all workers would soowerlater end up in secure formal sector
employment. However, experience in developing coemt— and more recently also in the
transition and developed countries — has showredb# contrary. Even in countries with high
economic growth, more and more workers are in fzure employment, such as the self-
employed, the casual and home workers. This chaptetherefore examine social security

coverage in the context of globalization, and asmlhe various linkages of social security with
other development policies. It will also exploreywan which the effectiveness of efforts to

extend the coverage of social security could beaijmmalized.

1.1  Globalization, adjustment and social security
coverage

Globalization, either alone or in combination widthnological change, often exposes
societies to greater income insecurity. A crossisecanalysis covering OECD countries
(Rodrik, 1997) investigated the relationship betwesecial protection expenditure (averaged
over the period 1985-89) and two explanatory véesibthe openness of the national economy
(measured by the ratio of trade to Gross Domegsticli®t) and the level of external risks a
country faces (measured by the variability of #gsnis of trade, i.e. the relative prices of its
imports and exports, from 1971 to 1990). The rassiiggest that income transfers tend to be
largest in economies that are simultaneously vegnoand subject to a substantial price risk in
world markets.

Other observers (Shin, 2000) claim that governsendreasingly have to compete with
each other, in order to promote competitiveness aitichct direct foreign investment. This
competition influences in turn the social policyrf@tion towards a “business-friendly social




policy”, possibly leading to reduced taxation orpital incomes, lower shares of employers’
contributions in social security revenues, moreitBoh income security programmes, and an
increased allocation of resources for active lalmarket programmes.

The world today also faces a large number of cempirises, often with global
repercussions. One of the most visible recent elesri@as been the Asian financial crisis, which
led to massive job losses in the formal sectoheféconomy, rapidly rising unemployment, and
an expansion of employment in the informal econodgother example are the numerous
armed conflicts in recent years, particularly ilb<8aharan Africa (Angola, Congo, Liberia and
Rwanda) but also in Europe (Bosnia, Kosovo). Séwenantries around the world continue to be
afflicted by health disasters, such as the HIV/AIB&is, leaving many children as orphans.
Natural disasters, such as recurrent droughts laoedd (in Africa and Asia), earthquakes and
hurricanes (for example, in Central America, Inaltel Turkey) have left many communities not
only without homes and sources of income but hds@ \@iped away decades of their countries’
developmental efforts. Finally, some countries &aeing the difficult process of making
economic as well as political transitions, sucliras a centrally planned economy to a market-
oriented system, or from a politically restrictegjime to a democratic society. The transition in
Central and Eastern European countries led to uedemted unemployment, which still
continues in some of these countries.

Together with globalization and crises, the strait adjustment policies pursued
consistently in many developing countries have rhouted to a decline in the small percentage
of the working population in the formal economy eT$uccessive waves of structural adjustment
programmes have also led to wage cuts in the puaplet private sectors, thereby eroding the
financial base of statutory social insurance sclger®@multaneously, some of these schemes
have suffered from bad management and bad govesnboth factors that have often seriously
reduced the trust of members. In addition, strattadjustment programmes have often resulted
in severe cuts in social budgets. While in someAsiountries — such as the Republic of Korea
— there is universal health insurance coveragemast (low-income) developing countries
governments cannot guarantee access to free haaltleducation. As a result, there is greater
demand for community arrangements to finance agdroze these social services. It is often
more efficient to be part of a community-based iasae or financing scheme than to have to
face health and, possibly education, expendituréisidually.

Structural adjustment, socio-economic changesl@amdevels of economic development
have also produced large vulnerable groups thatatacontribute to social insurance schemes.
The most vulnerable groups outside the labour fareethe disabled and old people who cannot
count on family support, and who have not been tbieake provisions for their own pensions.

The fundamental reason for exclusion from stajuwcial security coverage is that
many workers outside the formal economy are unablenwilling to contribute a relatively high
percentage of their incomes to financing socialisgcbenefits that do not meet their priority
needs (van Ginneken, 1999a). In general, theyipz@more immediate needs, such as health
and education, in particular because structuralsiajent measures have reduced or eliminated
access to free health care and primary educatiaiiithe range of pension benefits, they seek
protection in case of death and disability, ratiram for old age. In addition, they may not be
familiar with, and/or distrust, the way the statyt@ocial security scheme is managed. As a




result, various groups of workers outside the fdrseztor have set up schemes that better meet
their priority needs and contributory capacity. Eaver, there are also a host of factors that
restrict access to the statutory social securihesw®es, such as legal restrictions, administrative
bottlenecks and problems with compliance.

1.2  Social security: Concept and linkages

The ILO’s research on the informal sector has detiated that a wider concept of
social security is needed in order to respond ¢ordfalities faced by informal economy workers,
who constitute the majority of the world labourder The traditional concept of social security
is included in various ILO standards. Accordinghe Income Security Recommendation, 1944
(No. 67), income security schemes should relievet\aad prevent destitution by restoring, up to
a reasonable level, income which is lost due toitladility to work (including old age) or to
obtain remunerative work, or by reason of the deéttne breadwinner. Income security should
be organized as far as possible on the basis opalsory social insurance, and provision for
needs not covered by compulsory social insuranoeldhbe made by social assistance. In the
same vein, the Medical Care Recommendation, 1944, 64), suggests that medical care
should be provided either through a social insuzamedical care service with supplementary
provision by way of social assistance, or througbublic medical service. The Social Security
(Minimum Standards) Convention, 1952 (No. 102)nide&es nine areas for social insurance, i.e.
medical care as well as benefits in case of sicknesemployment, old age, employment injury,
family circumstances, maternity, invalidity and wwhood.

Various authors have considered that this dedinits too narrow for the problems faced
by developing countries. Guhan (1994) claims tlatad security in poor countries will have to
be viewed as part of, and fully integrated intofi-poverty policies, providing access to
productive assets, employment guarantees, minimagesy and food security. Dréze and Sen
(1991) as well as Burgess and Stern (1991) disshgwo aspects of social security, which they
define as the use of social means to prevent dapiv (promote living standards) and
vulnerability to deprivation (protect against fadii living standards). The definition provided by
Eurostat (1996) also includes housing and rentidigssin the definition of social protection.
The Eurostat statistical definition of social paiten — which is increasingly accepted
internationally — also makes a distinction betwsecial protection in cash and in kind.

There is quite a bit of confusion about what dosecurity means, and also about the
concept of social protection. The very broad d&bni of social security, such as developed by
Sen, makes it equivalent to all policies that prtenand protect living standards. Social
protection, according to the European Union, igngef as all policies in the field of health,
education and what used to be defined as sociatiseclThe World Bank considers all activities
linked to “Social Risk Management” as part of sb@eotection. The International Financing
Institutions normally include employment policiesdamicro-finance in the concept of social
protection, even though health insurance is nogmebtinsidered to be part of health-care
financing. The ILO has an administrative concepsagial protection, which basically includes
social security and labour protection. This papefings social security only as a protective
policy, but broadens the concept beyond the niadittonal ILO contingencies to include
person-specific entittements in the areas of fobdusing and education benefits. Social




protection is defined as a concept that includesas®ecurity as well as labour protection,
labour market policies and social services.

The goal and concept of Decent work matches ttaader concept of social security. In
his first report to the ILC (ILO, 1999a), the ILQrBctor-General, Mr. Juan Somavia, introduced
the “Decent work for all” strategy, which estabkshas the primary goal of the ILO “to promote
opportunities for women and men to obtain decerdt productive work, in conditions of
freedom, equity, security and human dignity”. ThecBnt work strategy adopts a broad
perspective on work, which includes not only (pad)ployment, but also work at home so as to
take gender roles into consideration. Decent s@aalirity can therefore play an important role
in achieving gender equality, if all people — waoikimen and women (remunerated or not), as
well as children and elderly — can have independeogss to social security.

One of the essential features of the Decent wppkaach is that everybody is entitled to
basic social security, the right of which for evang is already laid down in article 9 of the
International Covenant of Economic, Social and @alt Rights. A decent work strategy
therefore aims at universality of coverage, whiels how been included in the official goal of
ILO’s Social Protection Sector: “Enhancing the aaege and effectiveness of social protection
for all”.

Social security is defined here as “benefits thatiety provides to individuals and
households — through public and collective measditesguarantee them a minimum standard of
living and to protect them against low or decliningng standards arising out of a number of
basic risks and needs”. The first element in thédinition establishes that people derive
individual rights and entitlements from social s&yu The second element defines the social
element of social security, i.e. that it is provddeithin the context of public or collective — and
often voluntary — not-for-profit arrangements. Ttherd element makes it clear that social
security aims at protection, and that its role $thawot be confused with policies for the
promotion of employment and the economy. Finatlypakes the point that social security is not
only concerned with cash benefits and benefitsina kor a limited range of contingencies, but
also with reducing the impact on the household btidyf the cost for basic needs and
capabilities, such as medical care, education,ihgwsd nutrition.

The two main components of social security areas@ssurance and tax-financed social
benefits. Tax-financed social benefits are usuaigeted on the needy, and are often awarded
on the basis of an income and/or asset test. Sosialance is financed by contributions, and its
benefits are awarded when a specific risk or cgeticy occurs (see table 1). Statutory social
insurance is compulsory for the whole populationfar a particular group, because non-
insurance would create external costs (such agselgelection and moral hazard) and because
it permits maximum opportunities for risk pooling. most statutory health and unemployment
insurance schemes, contributions are income-relataeth implies breaking the link between
contributions and individual risks and some cradssglization of the poor by the better off. In
statutory pension insurance schemes there is ysaatloser link between contributions and
benefits. Most voluntary social insurance schemsesh as micro-insurance and community-
based schemes, are relatively small and tend thaecterized by flat-rate contributions. They
provide risk-mitigating mechanisms for workers aagsthe formal economy, and they have their
own ways to deal with external costs. Private —gmfit — insurance usually operates on the




basis of risk-rated premiums and uses full-fundieghniques. According to Barr (1992),
statutory social security fulfils a function of rstlibution and it covers contingencies, such as
unemployment, inflation and important medical rishkat the private — for profit — sector would
not be able to insure.

Table 1 lists the basic needs and capabilitiesvel as the basic risks related to
employment capacity, family cohesion and needinéssiilds on the concepts developed by Sen
(1999) who identifies poverty in terms of capabiliteprivation. It is clear that the satisfaction of
basic needs and the build-up of basic capabiliéekance people’s employment capacity,
contributes to family and social cohesion, and ceduneediness. Table 1 also lists the various
social security measures (in cash and in kind) @hdr public (social protection) policies that
can have an impact on these needs and capabifitivd&ons.

Table 1. Linkages between social security and other public (social protection) policies
Neec;ls, . capabilities and Social security Other public (social protec.tic.m)
deprivation policies
In cash In kind
Risks related to employment capacity, family cohesion and neediness
Un(der)-employment Unemployment Employment Regulatory and other labour
(insurance) benefits guarantee. market policies; micro-finance*

Sickness, injury, disability
and death

Old age

Family cohesion

Neediness

Basic needs and capabilities

Food

Health care

Housing

Education

Social (insurance)
benefits

Social (insurance)
pensions

Maternity, child and
family benefits

Tax-financed social
benefits

Food stamps and
subsidies

Health insurance

Rent and energy
subsidies

Fee waivers

Home help; care and
rehabilitation

Old people’s homes;
home help

Creches; parental
leave

Social work

Food aid

National health
service

Shelter for the
homeless

School meals and
books

Safety and health at work;
labour market integration.
Savings*

Labour market integration

Anti-poverty policies

Food production*
Other preventive, promotive and
curative services

Construction*; savings*

Schools; teachers, etc.

* Public policies that are not part of social protection

People cannot contribute to society and their owell-being, unless they have the
capacity to do so and can satisfy their basic ne&kis fact justifies government intervention
and financing in health and education servicesyels as in food and housing. Social security
mechanisms can play an important role in the fimane and the provision of access to — these
services. Social insurance often plays an imporpant in the financing of health care, and




government subsidies can improve access to foad:atidn and housing. The main functions of
social insurance are to make provisions for varioapacity deprivations (contingencies), to
avoid indebtedness, and to make household expeaditare predictable. The main functions of
tax-based social benefits are to support low incorred to reduce household expenditure on
basic items.

People can be functionally deprived when they oarexercise their employment
capacity and do not benefit from family cohesioheTisks related to these functional capability
deprivations are those that have been traditiorwalyered by social security, i.e. old-age, death,
disability, employment injury, sickness, maternignd unemployment. Finally, when
government action on basic and functional capaslitoes not reach everyone, the final resort
for tax-financed social benefits is to focus on le@rsonal incomes or neediness.

The social security concept itself is both an ama an instrument. It aims at providing
income security and contributes to the access sitbeeeds services. Social security and most
“other public (social protection) policies” mentexh in table 1 constitute together what we
would define as “social protection” policies. Talilelefines social and social protection policies
as instruments and as relating primarily to paldicisectors — notably health, education,
employment and social security. This sectoral apgnoto defining social protection is also
followed by the Asian Development Bank (ADB) (Ort2001), even though they define social
protection more narrowly than is done in table 1.

However, it is also possible to define the sosmdurity concept cross-sectionally — in
relation to policy outcomes — such as poverty rédoc equity, redistribution and social
cohesion. It is in that spirit that Norton, Conwayd Foster (2001) define social protection as:
“the public action taken in response to levels olinerability, risk and deprivation, which are
deemed socially unacceptable within a given pditgociety”. This is also the line taken by the
World Bank in its two publications that explain ti&ocial Risk Management approach
(Holzmann and Jorgenson, 2000; World Bank, 2008@ndehough they do not define what is
socially acceptable.

If one defines social security as an aim, onecaall policies such as “social housing
construction”, “price support for agricultural prezkr prices”, “savings” and “micro-finance” as
part of social or social protection rather tharecbnomic policies. This paper is not in favour of
doing that, because the main aim of policies wéilpard to agriculture, construction, savings and
finance are economic. However, an important adggntaf calling them “social protection
policies” could be that it forces economic policakers to assess the impact of their policies in

terms of social objectives.

Social security and other public policies can raté with each other in different ways.

For example, among social security policies, tagificed social benefits may — for certain
groups or in certain circumstances — be a morectafee mechanism to provide basic income
security than an employment guarantee or a foodigdulbscheme. However, unemployment
insurance and employment guarantee schemes aretjgemplementary, because they target
different groups in the labour force. It is therefanportant to assess what are the main linkages
between and among social security and other pylglicies, since they can have a significant
impact on the effectiveness of efforts to extendasecurity.




1.3  Operationalizing the concept of effectiveness

The constitutive elements of a social securityesoh consist of coverage, benefits,
financing and administration. For each of thesenel@s there are some principal components
for which indicators can be established (see taplall these components have an impact on the
effectiveness of a social security scheme.

The concept of effectiveness is first of all rethto that of coverage, i.e. the number of
persons covered and the scope of coverage (in t@fgmntingencies), as well as to the level of
benefits. As noted in table 2, the effectivenesa sbcial security scheme depends on the design
and choice of benefits as well as on its finangtrgcture and the quality of its administration.
As a result, indirect measures of effectiveness ralated to the design, financing and
administration of social security systems, suchhasdelivery of benefits and the question of
compliance.

Table 2. The principal aspects of social security schemes

Constitutive elements Principal aspects for which indicators can be established

Coverage Personal (legal) coverage: Contributing and insured persons, beneficiaries

(Traditional) contingencies: Old-age, health, maternity, disability, health costs,
survivors, employment injury, family, unemployment and subsistence

Benefits Conditions of entitlement: Personal coverage, contribution history, income and
assets and definition of contingency

Level of benefits: Flat-rate, earnings-related (subject to ceiling)

Financing Sources of financing: State subsidies, employers’ and workers’ contributions,
contributions by beneficiaries

Level of contribution: Flat-rate or earnings-related (subject to ceiling)

Administration Delivery of benefits: Prompt and accurate payment, awareness of entitlement
conditions

Contribution collection: Compliance

Organization and management: Public-private mix; efficiency and
administrative costs

Effectiveness of efforts to extend the personalecage of social security can be
measured in various ways. In the case of sociaramee, the most common way of measuring is
the number of actually contributing and insuredspas as a percentage of the legally targeted
population. For most social insurance benefitss dlso possible to measure their effectiveness
in terms of beneficiaries. The so-called beneficiate can be defined as the percentage of the
legally entitled target group that actually recsiv@nefits. In the case of tax-financed social
benefits, effectiveness can be defined as the nuwibactual beneficiaries as a percentage of
those that in principle fulfil the criteria for abhing benefits (the take-up rate). In a wider sens




it would also be good to assess which percentagbeopoor population does not receive tax-
financed social benefits (poverty incidence) aslwasl the amount of money needed to lift
everybody, within a certain group, out of povettye(poverty gap).

The level of benefits can be measured with sonteefollowing indicators (Hagemejer,
2000):

» legal replacement rates (legal benefits levelgedlto average or last-earned incomes);

» (tax-financed) benefit levels as a percentage efpbverty line; poverty incidence and
the poverty gap;

» actual benefit levels relative to average earnorgacomes;
e patients’ co-payments as a percentage of privatetak expenditure;

+ shares of income from different social transfercash or in kind in total household
income;

* medical services available relative to some “norveabasket” of medical services.

There has been a rapidly increasing number ofiefuhd experiments on the extension
of social security, including some 20 case studmscontracted by the ILO Social Security
Policy and Development Branch. The main aims of fraper are to draw lessons from these
studies (see also Reynaud, 2002) in the light efatailable literature, and to point out what
could be the next steps so as to effectively exsemihl security coverage to all.

2. Social health insurance

Under social health insurance schemes, members pagmium to a social security or
other non-profit agency in exchange for an agreetitlement to a defined package. Health
insurance allows payments for services to be spsesass time and between those insured, and
implies cross subsidisation between the healthythadick. Social health insurance provides a
secure and cost-effective protection against thenttial consequences of medical treatment and
it greatly increases the predictability of househekpenditure. Both advantages have a direct
and positive impact on the income earning capaifityye household. This insurance focuses on
personal (curative) health services, which — indase of a national health service — could also
be financed by public revenue.

“Public” health services, such as prevention amdnmption, are generally publicly
financed, and they can significantly reduce the obgcurative) health care. In the low-income
countries, promotion and prevention should cone¢aton the main causes of avoidable deaths,
which are HIV/AIDS, malaria, tuberculosis (TB), [dhiood infectious diseases, maternal and
perinatal conditions, micronutrient deficienciesldobacco-related illnesses. For many middle-
income countries, mortality from communicable dgasahas already been significantly reduced,
so public action should focus on non-communicabieeates. Many of them, including
cardiovascular disease, diabetes, mental illnegscancers, can be effectively addressed by
relatively low-cost interventions, especially usioiggventative actions relating to diet, smoking
and lifestyle.




Historically speaking, various important factoravl been at play in establishing
statutory social health insurance in developingntees. Dissatisfaction with the quality and
quantity of curative services provided by publisteyns, along with a growing inability of a
substantial proportion of the population to pay gawvate medical services, often stimulated the
debate on whether basic health care should bedqwadwas a right of every citizen. One option
that countries then have is to set up a natioraltiinservice which provides health care as a right
of all (or groups of) citizens, and which is finadcand organized by the government. The other
option is statutory social health insurance, maiianced by (employers’ and employees’)
contributions, supervised — and often co-financéy the government, and managed by semi-
public or private institutions.

Initially, statutory social health insurance ingions tended to build physical facilities
for both hospital and ambulatory care of insure@es. Afterwards, there has been a process of
diversification of delivery patterns, as other paland private facilities and health services have
become available. This process has included thehpae of services from public and private
hospitals, clinics, dispensaries or individual @ost As purchasing increased, so have various
options for provider payment mechanisms.

In extending statutory social health insurancestu@veloping countries have followed
the strategy of “gradual implementation”. This mie#mat compulsory coverage was limited
according to various criteria, such as geographarala, size of undertaking, category of
dependant and type of medical benefit. This apgrdawards “gradual implementation” was
inspired, first of all, by the realization that cpubsory coverage could not be extended
indefinitely, because of major political, financaid material constraints. In addition, there were
various practical reasons why it was logical tatstath covering the large enterprises, where
registration, deduction and monitoring of contribos is much easier. This procedure would
allow the administrators of compulsory health imswe to gain experience in both collecting
contributions and paying benefits without havingctpe with the identification and control of
small and often unstable employers (Ron, Abel-Siaitth Tamburi, 1990).

Whereas some middle-income countries have beentat#xtend statutory social health
insurance to large — if not all — parts of the gapan, this has not been the case for the large
majority of the low-income developing countries.cans 2.1 and 2.2 review some country
examples of middle-income countries, which haveeadd universal coverage and of those who
are striving for that aim. Section 2.3 establistiies low-income countries generally have neither
the financial resources nor the institutional isfracture to achieve universal health care
coverage. This is why this section attempts tossstige potential of community- and area-based
health financing arrangements that might provide basis for the extension of health care
protection to workers in the informal economy aneirt families.

2.1  Middle-income countries having achieved
universal coverage

Among the countries that achieved health insuraxmserage for the whole population,
the Republic of Korea IS a striking example. Their goal was attained1889, within about
12years of the commencement of compulsory meditairance in 1977 (Kwon, 2002). The
main strategy of extending health insurance in Eavas to mandate the insurance to employees
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first, and extend the population coverage to tHeeseployed afterwards. Employees of large

corporations with more than 500 workers were th& fjroup to be covered by the compulsory
health insurance in 1977. Health insurance wasduréxtended to government employees and
teachers as well as to industrial workers in prsgikely smaller workplaces. For the purpose of
extending health insurance to the self-employeel,gbvernment implemented health insurance
pilot programmes in three rural areas in 1981, iandne urban area and two additional rural

areas in 1982. In January 1988, the self-employeduial areas joined the health insurance
programme. In 1989 the self-employed in urban avear® the last remaining group that was

covered.

The introduction and extension of social insurafarehealth care had a lot to do with
political legitimacy of the military and authoritan regime. When the military government first
gained political power in the early 1960s, it wahte introduce the social security system for
political legitimacy. In addition, it decided to é&q@ the existing approach of pluralistic health
insurance societies, so as to minimize long-termlipdinancing commitment for health care
and maximize public resources for economic devetgmMoreover, reports in the early 1970s
indicating that the South Korean health care systa® inferior to that of North Korea pushed
the South Korean government into introducing thigonal health insurance scheme.

Both economic and political factors contributedhe rapid extension of health insurance
to the self-employed. First of all, the booming m@ay in the late 1980s substantially improved
labour incomes and therefore people’s ability tg fia social insurance. The government also
had the fiscal capacity to subsidize health instedor the self-employed. As a political factor,
the presidential election in 1987 drove the rulpagty and the Government to expand social
welfare programmes as a major campaign agend®86, the Government announced the plans
to cover the self-employed in the national heaftburance, to introduce the national pension
scheme and to implement the minimum wage systemtr@y to the rather smooth extension of
health insurance to industrial workers and emplsyés extension to the self-employed faced
tough resistance. Farmers refused to pay contoibsiand requested major reforms in the health
insurance scheme such as the discount or exempitithe contribution, a change in the method
of setting contribution (based only on earningheatthan on both earnings and property), an
increase in government subsidy, and the expandidrealth care facilities in rural areas for a
better accessibility to medical care. Farmers’ pizgtions led the protests and had coalitions
with progressive civic groups on health insuraneéorm. Consequently, the Government
responded to the farmers’ protests by increasmgubsidy to the health insurance for the self-
employed (from 33% to 50% of the financing).

Since the public regarded the social health imsrgascheme more as a welfare benefit
(Kwon, 2002), the Government was forced to desigysiem with low levels of contributions
and a limited benefit package. At the end of th®0E9 the average contribution rate for
industrial workers was 3.75 per cent, while 5.6 gamt for government and school employees.
In addition to the co-payment for insured medi@lviges, which can vary from 20 per cent for
inpatient care to 55 per cent for outpatient cae®ple have to pay in full for uninsured services,
such as meals at inpatient care, home care andidred medication. For example in 1997,
patients’ total out-of-pocket payment accountedaloout 40 per cent of expenditure on inpatient
care and more than 60 per cent of that on outgatame.
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In October 1998, the health insurance societiethi® self-employed (92 in rural and 135
in urban areas) merged with the single insuranceegofor government and school employees.
In July 2000, the 142 health insurance societiesnidustrial workers merged into the National
Health Insurance Corporation, which became theleimgurer. As a result, all covered people
were entitled to the same statutory benefit packagel all health care providers were
reimbursed according to a standard schedule. Thgrance funds of industrial workers and
government and school personnel were merged in.280the same time contribution schedules
were changed, both for employees and self-employild,drops for low-income and substantial
increases for high-income workers. The merger wighfund of the self-employed was foreseen
for 2002, but has now been deferred to 2004. Tientiing of the two systems is still separated,
with the result that the merger achieved horizoatplity (paying the same contribution for the
same level of income) among the self-employed andng the employees, but not between
them (Kwon, forthcoming).

So, the lack of horizontal equity as well as theoaic financial distress of the health
insurance societies for the self-employed in raralas have been the driving forces towards a
unified health insurance scheme. Politically spegkithe representatives from rural areas,
regardless of their party affiliation, have beensmsupportive of the merger. Moreover, the
ideology of incoming President Kim Dae-Joong waseloleon a belief in social solidarity and on
the idea that a single-insurer system is more abl@t According to Kwon (forthcoming), the
success of the future unified system will dependvem factors: (i) a fair income assessment for
the self-employed as a basis for their contribij@nd (ii) the development of the single-insurer
system that acts as a prudent purchaser of mezhcaland that uses effective-provider payment
systems, such as capitation, global budgeting amiagnosis Related Group (DRG)-based
prospective payment system.

Taiwan, China’s path to national health insurance took place inpdod between 1950
and 1995. It started with the progressive extensionoverage of private sector wage earners
through Labour Insurance (LI), which was enacte@980. It was followed by the enactment of
the Government Employees’ Insurance in 1958. Thenées’ Health Insurance (FHI) was
enacted in 1989, based on two experimental staged35 and 1987. Through the setting up of a
national planning commission in 1987, the Governngave a decisive push towards universal
coverage (Son, 2001). It did so, partly in respottselemands from parliamentary members
within the governing Nationalist Party, and partiya bid to compete with the rising opposition.

Between 1988 and 1994 the proportion of the pdjmmaenjoying health insurance rose
from 33.5 to 57.5 per cent, but a large part ofgbpulation, mostly elderly as well as children
of the insured under LI and FHI, was still not cmee The planning committee had
recommended the launch of the national scheme 00,2But the Government adopted the
scheme in 1995, in anticipation of the first-eveggidential elections in 1996. The Government
accepted to finance part of the extension, amooilpgtlrs, through a 10 per cent contribution to
Labour Insurance and a 100 per cent contributionda-income households. All insured are
entitled to uniform and comprehensive medical daeeefits, comparable to those in other
advanced countries, even though contribution nedeg considerably depending on the insured’s
occupational and income status.
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There are considerable differences between thé&hhaesurance systems in Taiwan,
China and the Republic of Korea (Kwon, 2001). Taiw&hina started off its national health
insurance system with a much more extensive beoefierage. Its contribution rate is at least
4.25 per cent of national income, while it is Iéisan 3 per cent in the Republic of Korea. In
Taiwan, China, the government subsidy amounts tpe28&ent of financing, while only 14 per
cent in the Republic of Korea, mainly directed he insurance societies for the self-employed.
In the future, Taiwan, China is likely to adopt amaged-care approach with multiple carriers,
while the Republic of Korea is integrating its hbalnsurance societies to form a single
insurance society. The toughest question for Taiw@mna is how to manage competition
among carriers, because they have incentives éctddle risk that they prefer. If such “creaming
off” is prevalent, the national health insurancdl ail to function as a social insurance
mechanism.

The national health insurance system in the RépoblKorea has shown a deficit since
1996 and in Taiwan, China since 1998, mainly besaiisnedical cost inflation (increased cost
and/or intensity of treatment) and the gradual ease of people over 65 years among the
population. Another similarity is that the majoriby hospitals in both countries are for-profit.
They have normally grown from a clinic or physiciaffice, and are usually managed by owner-
physicians. The medical profession, and in paricthe hospitals, are well organized and have
usually strongly resisted payment system reforms.

To what extent are the examples of the Republi€ata and Taiwan, China applicable
to other middle- and low-income developing coumstfiendeed, both countries have achieved
successful universal health insurance coveragg,whén they were at relatively high levels of
income, were largely urbanized, and had large wseetors relative to informal sectors.
Moreover, social health insurance was introducednthe national economy grew at very high
(8-10 per cent) rates. This enabled them to detd thie medical cost inflation, resulting from
the facts that insurance lowers the amount thepatias to pay directly for medical care at the
time of purchase and that mainly private sectowipiers supply the medical services (Gertler,
1998). The threat of medical cost inflation medmet governments need to adopt cost-control
measures, such as co-payments and provider paymeabhanisms, as part of any social
insurance plan. As noted earlier, both countridsalso have to deal with the changing needs of
an ageing membership (Ron, 1998).

In Latin America and the Caribbean, there are bbintries with a unified and
standardized national health system, usually mahdyethe Ministry of Health, and which
covers in principle all residents. Those legallyitesd to protection by the public health system
managed by the Ministry of Health usually do noteéhaffective access to care, or the quality of
services they receive is very poor (Mesa-Lago, aDOAIll non-Latin Caribbean countries as
well as Brazil and Cuba have such a system. Irother 18 countries there is a dual health care
system: one provided by the social insurance scharmeh mainly covers the salaried labour
force, and another by the Ministry of Health, whatffers public health care to the non-insured
poor and low-income population. Among the latteougr of countries, two (Chile and Costa
Rica) have achieved virtually universal coveragjés hot clear to what extent global health care
coverage has been affected by the recent crisAsgentina and Uruguay. In the remaining 14
countries total population coverage ranges betv@&eand 75 per cent and, therefore, leaves out
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most or all the poor and low-income strata. In samoentries, such as Peru, coverage under
statutory health insurance has gone down overdkel® years (Enriquez, 2002).

Chile’s health insurance coverage is largely dominatedhkypublic sector (Bertranou,
1999). Insured workers and their dependants magrehaheir mandatory 7 per cent health care
payroll contributions to either the publicly manddeational Health Fund (FONASA) or to one
of the private prepaid health insurance plans ddBAPRES. Individuals covered by FONASA
may receive health services from either publiclitées or from a preferred provider private
system. Public facilities are organized as a natiquublic health system or SNSS, which is
decentralized at the regional and municipal leydlernatively, ISAPPREs offer subscribers
both outpatient and inpatient care on a cost-spabasis via their own facilities or under
contract with private and public providers. Basaalth care is provided to the population as a
whole. More comprehensive curative care is provitte@82 per cent of the population through
FONASA and to 22 per cent through ISAPREs. The meimg 16 per cent is covered through
other systems, such as those for the Armed Fomeésuaiversities, or is not covered. People
who are insufficiently covered by ISAPRESs can Ealtk on services provided under the SNSS.

Costa Rica has the most extensive and equal coverage undesothal health insurance
scheme, with compulsory coverage for domestic sgsyaural workers, employees of micro-
enterprises and the unemployed (for a period dftenissal). The self-employed have voluntary
coverage, but are subsidized, and virtually allteém are covered. Furthermore, all the
dispossessed (“indigentes”) are covered by theabassistance (non-contributory) programme.
The social insurance institute (and not the Migigif Health as elsewhere in Latin America)
administers this non-contributory programme throwgh integrated system that unifies all
preventive and curative care. The Ministry of Headets policy, oversees the system, and
provides some minor services. The advantages ef dhproach are that health services are
integrated, and that the poor tend to receive sarglar to that received by the rest of the
population.

The process of extending health (insurance) cgeeshas taken various decades. During
the mid-1990s social health insurance coveragelstbonore that 85 per cent of the population,
while privately and publicly financed health progwaes covered another 10 per cent of the
population (Mesa-Lago, 2001a). Social health insceacoverage stood at about 15 per cent in
1960 and rose to almost 85 per cent at the entleofl®70s. Due to the financial crises in the
early 1980s, coverage went down to less than 7@emerin 1982-83, to bounce back to 85 per
cent at the end of the 1980s (Mesa-Lago, 2000).

Costa Rica’s good social performance is explaimg@ combination of factors, such as
its favourable geographic position, a homogeneougety, the relatively early development of
the wage sector and entry into world markets, cosdbiwith political stability and low defense
expenditure. In 1961 a strong push towards uniVe®eerage was given by a modification in
the Constitution, which stipulated that mandatasyarage had to be extended progressively to
manual and intellectual workers, as well as to skH-employed and the poor. The National
Health Plan further supported this process by apiet) in the early 1970s which aimed at the
creation of an integrated national health systemagad jointly by the Ministry of Health and
the Social Security Fund (Asis Beirute and Pietié®4).
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Costa Rica has been much more successful in pngvitealth insurance coverage to
self-employed workers than other countries in thgian. Elsewhere, a self-employed worker
must pay the typical 15 per cent contribution ndiynaaid by both the worker and employer. In
Costa Rica the average contribution effectivelydply the self-employed is 5.8 per cent; a
majority among them only contribute the minimum & gent, which is smaller than the
employees’ contribution. Many self-employed pay loantributions, as they tend to under-
declare their income. Salaried workers in micrcegmiises often register themselves as self-
employed or indigent to have access to cheapearerdoverage. If the self-employed worker’s
(or seasonal worker’s) earnings are lower thamthemum wage, the State is obliged to make
up the shortfall in the contribution. Finally, tt#ocial Security Fund has promoted special
agreements with associations of self-employed, gy#asco-operatives, and unions, which are
responsible for collecting their members’ contribng and transferring them to the Fund. All
these rules and practices have created large fadlacmmmitments for the central government,
which since the early 1980s has devoted about lune-of its expenditure to social security
(including pensions).

2.2 Countries striving for universal coverage

When countries wish to follow the path towardsvensal coverage, they have to consider
the context and initial conditions, within whichetlextension of health care coverage is taking
place. The first set of context variables conceontgo-economic and the political situation of the
country. Important indicators are the proportiomafrkers in the informal economy and in rural
areas as well as the relative importance of the@wodacally non-active population, such as the
old, the disabled and children.

The second set of context variables concernst#te sf - human, societal and physical -
health institutions in the country. The human isfracture has to do with the quality of civil
servants in the Government and social securitytutigins as well as with the competence of
health care and management personnel. The som&ttructure refers to the social partners
and other civil society groups who are able andmnmitted to make a contribution towards
universal coverage. The physical infrastructurescia of hospitals, clinics, water supply and
sanitation works that have a key impact on thetheshtus of the population.

There is a large variety of middle-income coumstrihat are striving for universal
coverage. In Latin America, Colombia and Mexico sweh countries; in South-East Asia, the
Philippines, Thailand and Vietnam; while in WestisAand North Africa such countries are Iran
and Tunisia. Some of them prefer a fast-track imugletation, such as Colombia, while others,
such as Tunisia, have followed a more gradual ambro

Colombia is a country that has made important steps towielgoal of universal health
insurance coverage in a relatively short time. Hheakctor reform started in 1990 with the
passage of Law 10, mandating the devolution of meament and provision of health and
medical services to 32 departments and 1,029 npalites. Intergovernmental transfers to
finance health care - and other social servicepqeed by these entities - are described in Law
60 of August 1993. The final element of the refasnmandated in Law 100 of December 1993,
which introduces two innovations, because it redséhow health care is organized (demand-
driven) and how providers are paid (capitation)isThodel is based on the belief that demand-
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side subsidies are preferable to supply-side fimgnof direct delivery mechanisms that
eventually end up with enormous wastage, low-quadiervices, and no advancements in
coverage (Cruz-Saco and Mesa-Lago, 1998).

The social security reform law introduces threev nestitutional features: (i) a health
insurance fund, the “Fondo de Solidaridad y GaadnirSG); (ii) public and private health
management organizations, “Entidades PromotorasSdkid” (EPS); and (iii) provider
organizations, “Institutiones Proveedoras de S@vide Salud” (IPSS). The EPSs are the
institutions and organizations through which betiafies from the contributive regime (salaried
workers) select benefits and providers. Under teggme workers and employers together pay
12 per cent payroll taxes for financing the Conttdsy Mandatory Health Plan (POS-C), and
1 per cent as a solidarity contribution to the slibed regime. The latter regime consists of two
mechanisms for financing the demand for health bgreon-salaried workers and low-income
groups traditionally excluded from social insurantée first involves directing public funds
through the FSG that will partially subsidize thsubsidized contribution” for low-income
participants, who — depending on a means test l-algb be required to make out-of-pocket
contributions. The second feature involves the &irom of “Empresas Solidarias de Salud”
(ESSs), which organizes the delivery of health isess by health providers financed by the
“subsidized contribution”. Another part of the refois that hospitals and provider networks
owned and operated by the health ministry, so@aligty institutions and decentralized entities
are to be converted into State Social EnterpriB&Eg), i.e. self-managed, autonomous public
enterprises that are comparable with private séBt®86s. Together with private health providers,
these ESEs can conclude contracts with EPSs ansl @&%-orgia, 1998).

Between 1990 and 1997 coverage climbed from 20.67t2 per cent, but dropped to
52.4 per cent in 2000. The level of health expemdiexploded from 4 per cent of GDP in 1990
to nearly 11 per cent in 1998. This is probablylaxgd by the fact that the introduction of
demand subsidies did not remove the supply sulssidigh the result that hospitals continued to
receive budgetary funds while they could also aniditly charge EPSs and ESSs for services
provided. According to Jack (2000), there are tvateptial problems with using consumer
demand to discipline insurance providers. Firstyaed may not be elastic in response to quality
changes, in which case incentives to control costy outweigh incentives to improve or
maintain quality. Secondly, quality competition aaaturally induce active selection efforts on
the part of EPS/ESS managers to attract inexpeméieets and charge an additional premium
for extra services.

With regard to distributional consequences, a mectudy (Moreno Guerrero, 2001)
shows that the quality and quantity of health smwiunder the “subsidized regime” is much
lower than under the “contributory regime”. Thedstwalso suggests that the means test for the
“subsidized regime” does not perform well in theahuareas, for various reasons. The education
level seems too important a factor, income is Vesd to measure, and the possession of certain
assets, such as cows, is not included in the diefinof the means test.

Vietnam is one of the Southeast Asian countries that staveniversal coverage. One of
the 9" Party Congress resolutions states that univesatrage should be reached by the year
2010. In 2000 about 10.5 million people were coddiergo, 2001) out of a total population of
more that 75 million. They mainly consist of workemnd retirees from the public and the formal

16



private sector, as well as of school children cedeunder voluntary health insurance. The
Vietnamese social health insurance system (manbgetie Viet Insurance Company (VIC))
covers salaried workers in the private sector, irtdrgets only enterprises with at least ten
workers. However, according to the new social ggcuaw, compulsory coverage will be
extended to all workers with a contract of at lehsee months. Dependants can be covered
through voluntary insurance; children below six arditled to free care; schoolchildren and
students are in principle covered by the VIC. Thaurfe strategy will be based on adopting
family coverage, so that the voluntary arrangeméntshildren and students can gradually be
phased out.

Informal sector workers, part of the economicalbt active population and the poor still
have to pay direct user charges whenever they meekcal care. One new idea for extending
coverage among informal sector workers is therggttp of “commune-based health insurance
schemes”. Communes and other mass organizationdespvead in rural areas — could be used
as carriers for such schemes, and pilot projeotnfied by ADB are now underway. According
to Ergo (2001) the benefit package of proposed meeke for rural areas should be
comprehensive, including both preventive as wellcasative, out- and in-patient, care. In
addition, premiums should be flat-rate and subsitliby the State. According to Akal (2001),
flat-rate premiums — although regressive — cortstitive most cost-effective way of raising funds
from the informal economy, since it makes enforcetr@ compliance so much easier. The
subsidy by the State could be provided on the hidsisk-adjusted capitation fees.

According to the latest estimates, there are abdunillion people living in poverty. lll
health, which often leads to loss of revenues agl bxpenditures, is one of the prominent
causes of poverty. According to Dahlgren (2001puad 3 million individuals are forced into
poverty every year due to high medical expenség-so-called “medical poverty trap”. Some of
the poor already receive the “Free Health CardterPoor” (FHCP). Such a system could be
viable in the long run, if it is funded by the cexitgovernment (possibly initially supported by
external donors), if it targets the whole houselasid if its level is based on a — risk-adjusted —
capitation fee.

According to Ron (2001), the compliance problenpisbably the key challenge, in
particular with regard to statutory social healtsurance. There are already private for-profit
health insurance initiatives trying to garner thghihwage salaried sector, which would limit the
chances to strengthen the financial base of thguatsory insurance system. This issue is linked
to the following more fundamental question: at wiséiges should legislation to achieve
universal health insurance be prepared and implead@rirhe present health system is governed
by a decree, which is appropriate during a perioeixperimentation, and which ensures that the
design of the health insurance scheme is flexibl@ suits local factors. The basic problem,
however, is the lack of sanctions, either becawasts pf the scheme are voluntary, or because
the sanctions require the backing of legislatidgheathan decrees.

Thailand has taken important steps towards extending health coverage to its entire
population. In 2001, the general the Thai Rak Tty won the elections (The Thai take care
of the Thai). This result expressed a generalrigetat national solidarity was the only answer
to the uncertainties created by globalization, angarticular by the Asian financial crisis in
1997. One of the electoral promises was the inttdo of the Universal Coverage scheme
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(UC), the so-called 30 Baht (0.75 USD) scheme,ushowhich all uninsured persons would pay
this marginal user charge for every episode of nadiare.

The UC will replace the former Social Welfare Stleeand the Health Card Scheme and
will also cover all other uninsured persons. TheilCServants’ Medical Benefit Scheme
(CSMBS) provides health care for public sector veosk(both active and retired) and their
dependants (spouse, children and parents) on aomnbutory basis. The Social Security
Organisation (SSO) provides health insurance favape sector workers with ten or more
workers. In 2001 these two schemes covered more2bger cent of the population, including a
small group of privately insured people. In 2002 8SO extended its mandatory coverage to
establishments with one to nine workers; in additib is planning to cover dependent spouses
and children of insured private sector workers.iilgkhis mandatory extension into account, the
UC scheme is meant to cover about 45 million Thaisiore than 70 per cent of the population.

Preliminary estimates show that a proposed capitatite of 1,414 Baht (35 USD) per
year per non-covered person could be carried bybtidget of the Ministry of Health. The
introduction of the UC system would require a numioé other reforms, such as prior
registration of all uninsured people with approvedmary care services, the payment of
capitation fees to care providers (with additiopabvisions for certain high cost cares), the
definition of a basic medical care package, a ogerquality control of care, and the split
between purchaser and provider, with independemgulagors and participation of all
stakeholders (Suwanwela, 2002).

Tunisia iS a country that has followed the gradual way xtemesion, and it provides a
wide range of social security benefits to its waoske.e. health insurance, pensions, as well as
maternity and employment injury benefits. For theet being, there are separate schemes for
employees in the public and private non-agricultaeztor, plus smaller schemes for employees
and self-employed in agriculture, students and emtegl workers. Workers can be reimbursed
for certain health services, and they may have &esess to public hospitals and/or social
security clinics. There is also a radical reformdemvay, that will create a unified health
insurance system for all socially insured persdf@untary, complementary health insurance
can be organized through enterprise group contmacdtsrough mutual benefit societies (mainly
in the public sector).

In 1999 personal coverage for health insurancesipas, maternity and employment
injury benefits stood at more than 84 per centfram 60 per cent in 1989. The main excluded
groups are: casual and seasonal agricultural werkenemployed) construction workers on
labour-intensive public works, domestic workers d@ne unemployed. There are three factors
that have led to this fast extension of social sgcaoverage (Chaabane, 2002):

* A change in mentality, in the sense that a larggontg of workers seeks protection
against rapidly rising health care costs.

« The improved benefits provided by the social ségwystem brought about a change of
mentality, supported by the sensitization campaignd educational role of the trade
unions.
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« The compliance monitoring system both at the wael and through accounting
controls of large enterprises. These control meshanare all the more effective, since
non-compliance can be punished with heavy finargaattions.

For middle-income countries striving at universaverage, the key policy question is at
what level of compulsory insurance coverage doesébme feasible to extend a standard level
of benefits to the whole population. A related dioes is whether progress is inevitably
dependent on the growth of formal sector employmemd to what extent community
(voluntary) schemes for workers in the informal mmmy can play a role. Under all
circumstances, the Government will have to finapag of the extension, in particular for the
self-employed and other low-income workers (Mill998).

2.3  Low-income countries: Lack of finance and the
potential of community- and area-based schemes

The recently published repdvtacroeconomics and heal(WwHO, 2001) shows that the
level of health spending in low-income countriesnsufficient to address the health challenges
they face. The Commission estimates the minimuraniimg needs to be around US$30 to
US$40 per person per year to cover essential iatgions, including those for TB, malaria,
HIV/AIDS, childhood diseases, maternal/perinataedises and smoking. The least-developed
countries average approximately US$13 per personyger in total health expenditures, of
which budgetary outlays are just US$7. The otheriltcome countries average approximately
US$24 per capita per year, of which budgetary gatiare US$13. Even with more efficient
allocation and greater domestic resource mobibpatihe levels of funding necessary to cover
essential services are far beyond the financiahsiedmany low-income countries.

Particularly in the low-income countries, muchtlod domestic health expenditure is out-
of-pocket expenditure. In India, for example, theat poor pay out of pocket for around 85 per
cent of the total health services that they recegain on India, Jain (1999) reports that many
workers — even those with incomes under the poverty— spend between 5 and 10 per cent of
their income on health services. Much of out-offmicexpenditure goes for unnecessary or
inappropriate drugs foisted on them by clinics thHahd themselves through sales of
pharmaceutical products, or to unlicensed and Jiiguapractitioners (Misra, Chaterjee and
Rao, 2001). High and rising health costs excludgigaificant proportion of the poor from
essential services, and a very large number oflisnare thrown into poverty each year by
health outlays. In Africa, many households spenorous sums for informal and traditional
forms of care with dire health consequences (WHID,12.

There are, in fact, two other problems with therent health financing arrangements of
low-income countries, in addition to the insufficieoverall levels of spending. First, the
proportion of total health outlays coming througie tbudget is relatively low (55 per cent),
much lower that in high-income countries (71 partgeSecond, the private spending tends to be
out of pocket, rather than pre-paid, so that tiexeery little insurance element (i.e. risk-pooling
built into private spending, again in contrast hle much higher rate of insurance coverage in
high-income countries.

The Commission (WHO, 2001) recommends that oyiemiket expenditures in poor
communities should increasingly be channelled timmmunity financing” schemes to help

19



cover the costs of community-based health delivEhe characteristics (Dror and Preker, 2002)
of these community-based financing arrangementshatethey involve collective action, that
membership is voluntary, and that people covereduah arrangements generally have no other
financial protection to pay for their health cafée basic idea of such arrangements is to offer
local communities an incentive scheme, in whichhed€8%$1 that the community raises for pre-
paid health coverage would be augmented, by sore afaco-financing, by the national
government (backed by donor assistance). Thespgyments by the community would mainly
cover basic curative health services other than phekage of essential interventions (TB,
Malaria, HIV/AIDS, etc.), which are to be paid foy budgetary funds, with donor support.

Pre-payment should not be confused with finantimgugh user fees. As conventionally
defined, user fees are payments for health serdatdise time of iliness (that is, out-of-pocket
expenditures), often levied on essential intenoe®i Experience has taught repeatedly that user
fees end up excluding the poor from essential hestvices, while at the same time recovering
only a fraction of costs (Save the Children UK, 200rhus, the community-financing approach
differs from user fees in two key respects: fitlsg former involves pre-payments rather that out-
of-pocket expenditures, and second, contributicedmot to be used to cover essential services
as these services would be covered by public fundiat would be entirely additional to
community contributions.

In low-income countries statutory social healtsurance schemes play a limited role;
they usually cover not more than 5 per cent ofpibygulation. The reasons for such low coverage
were already noted in section 1.1. The coveragsuah schemes is limited by the size of the
formal labour force, which cannot — and does nahwib — subsidize the large majority of the
labour force. Moreover, such schemes are sometimoesvell managed, service is poor, and
premiums are too high to be afforded by workertheinformal economy.

There are, however, some notable exceptions. éfir@t, Cuba has been able to maintain
free access to good-quality health care. And sdgpntbre recently it seems that Mongolia has
been able to set up a statutory health insurar@nse that covered 82 per cent of the population
in 2001 (Bayarsaikhan and Ron, forthcoming). Pathis success seems to be explained by high
government commitment as well as substantial amgetad subsidies. Its success is also
explained by the fact that — right from the starthe decision was taken to cover the entire
population, which was crucial for equity, and topnove access for the majority of the
population. It is probably also significant thae$le two successes were obtained in countries
with an (ex-)socialist regime, which have a straogimitment to social objectives and greater
experience with managing the public sector.

In the absence of a properly functioning healtle gystem, and given the constraints to
extend coverage by statutory health insurance sebethe only way out for most low-income
countries is to focus on community- and area-bdsadth financing schemes. This section will
therefore concentrate on the potential of suchreelse

231 Emergence of community-based
schemes

There is ample evidence for sub-Saharan AfricanfA998; Steinwachs, 2002; Fall,
2002 and Gbossa and Gauthé, 2002) and for SouthnAsduntries (van Ginneken, 2001;
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Messell, 2001; Sabates-Wheeler and Kabeer, forthmgnthat new community-based schemes
have emerged, as a result of the inaccessibilityeafth care services. Many of such schemes are
based on insurance and risk-pooling, which hagdetthe term “micro-insurance” — a concept
coined by Dror and Jacquier (1999). Micro-insurasobemes are independent, non-profit
organizations based on reciprocity and democraéinagement. Their aim is to improve access,
mainly through their members’ contributions, to kifyahealth care for members and their
families (ILO-STEP, 1999). These micro-insurancgamizations have the advantages of
cohesion, direct participation and low administratcosts. The concept of community-based
schemes is wider, since it includes all collecaetion in raising, pooling, allocating, purchasing
and/or supervising the management of health-fimagnarrangements.

In low-income countries health insurance is offelt to be the most urgent social
security priority by informal economy workers (séa, example, Kamuzora, 1999). As shown
by Atim (1998), Bennett et al. (1998) and ILO (2pd@formal sector health insurance schemes
can cover either high-cost, low-frequency eventssiital care), or low-cost, high-frequency
events (primary health care), and in some case&etween them. They are designated as Type
I and Type Il schemes respectively in table 3. Treguency of service utilization and
possibilities for cost control are different in thvéo types of scheme.

Table 3. Two ends of the health cost risk-sharing spectrum

Type of scheme Type | Type Il
Costs insured Hospital care Primary health care
Cost per intervention High Low
Frequency of utilization Low High
Ownership Community or
Hospital association

Coverage Community or
District association

Basis for premium setting Actuarial study Ability to pay

Source: Adapted from Bennett et al., 1998, p. 10.

Hospital-based micro-insurance schemes have eoheéngeountries, such as Tanzania
(Steinwachs, 2002) and the Democratic Republic ohgo (Criel, 1998), which have the
advantage that the insurance administration carbdmed on an already well-functioning
infrastructure. In both countries, these schemesatso often based on religious communities,
which do not exclude people from other faiths, whiienefit from external support, which are
also involved in complementary development actgitiand which are usually characterized by
strong social cohesion between people with diffedemels of income. Alternatively, when
hospital-based schemes provide primary and secpidaith care services, their prices tend to
be higher than those charged by smaller and spesmlgbroviders.

Other, more “demand-driven” insurance schemes lawerged in countries such as
Senegal (Fall, 2002) and Tanzania (Steinwachs, )208Rose administrations are run by
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communities that make independent contract witHtihezare providers. In some South-Asian
countries, community-based schemes have sometinss emerged as an offshoot to
organizations dealing with income-generating atiéigj such as the Self-Employed Women’s
Association (SEWA) in India (ILO-STEP, 2001) andetiKalyan Grameen scheme in
Bangladesh.

The most recent reviews indicate that communitgiriicing improves access by rural and
informal sector workers to needed health care aodiges them with some protection against
the cost of iliness (Preker et al, 2002). One irtgarnew finding of a survey by Baeza et al
(2002) is that most community-based health orgéaioiza provide a comprehensive coverage,
including medicines as well as in- and out-patieate. They also find that most of such
organizations function as an “entry-point” to mgiplublic health sector services, subsidized by
lower prices.

2.3.2 Assessing the impact of community-
and area-based schemes

The main advantage of community-based schemeshas they improve health
expenditure efficiency or the relation between fyadnd cost of health services. There are
basically three reasons why participants in sudteses would prefer community schemes to
individual spending and financing (van Ginneker98)9

* by regular contributions, the problem of indebtesdnlerought about by high medical bills
can be alleviated,;

» the financial power of the group may enable adrriaiiers to negotiate services of better
quality or better value for money from health careviders; and

» the group may be willing to spend on preventive hedlth promotion activities so as to
keep down the cost of medical services.

The extent to which community-based schemes haea lsuccessful has depended on
the characteristics of the organizations that pg¢ha scheme, on their design and on the context
in which they operate. The association should sedbaon trust among it members, which is
enhanced by factors, such as strong and stablerkag, its economic base, the existence of
participative structures and a reliable financrad administrative structure (Kiwara and Heijnis,
1997). Good design features include measures twmatdraud and abuse, to promote some form
of mandatory participation, to contain costs andfdster preventive and promotive health
services (Atim, 1998). Important context variablesncern the availability of quality and
affordable health care services (public or privaiedl a favourable climate for the development
of community-based schemes.

In their review of rural risk-sharing strategies health, Bennett, Creese and Monash
(1998) note that there are several threats to ¢bhpesfor raising revenues through community
health insurance schemes. The threats include:

» the small scale of the majority of schemes examined
» adverse selection leading to progressively sme#&rpools and higher costs;

* heavy administrative structures and costs in sarherses.
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These three threats are clearly interrelated,usscthe heavy administrative structure and
costs are often the result of the scheme’s smalestn addition, the small scale of most of the
schemes is reinforced by the problem of adversecgseh. So one key issue is to define under
what conditions community health insurance scheraaeshe sustainable and/or replicable.

There are various characteristics on the basmhath work- and residence-based groups
can organize themselves for the provision of healthe. People can organize themselves
because they share the same occupation, live isahee area or belong to the same gender,
cultural or religious group, for example. Eachladde characteristics has its own advantages and
disadvantages with regard to community factors ssctrust, leadership, as well as financial and
organizational capacity. These characteristics bés@ a major impact on the extent and speed
with which self-financed community health insurarsmdhemes can be replicated and/or linked
up with other schemes.

In most (developed) countries, work-based orgdiozs have been at the origin of
statutory social insurance programmes. Informataseworkers — to the extent that they are
organized at all — are principally organized in wuation- or sector-based associations and
cooperatives. Their first priority is to improveetheconomic base in terms of credit, marketing
and production technology. Once that is ensuredir thrganizations can often constitute a
foundation for the establishment of contributorgiaband health protection schemes. This is
also frequently true for women’s organizations, sdopurpose often includes raising
consciousness with regard to the position of wometine family, work and society. Some of
these organizations have set up savings and/oit argghnizations, which significantly improve
the chances of successfully organizing social aadth protection schemes.

Organizations based on the place of residenceisarally less cohesive, since they may
reject the participation of poor people, given tiveeak financial base (Weinberger and Jutting,
1999). This may be different in the case of rureba, where communities are often close-knit,
and people have similar financial resources. Atdhea (district) level the social cohesion is
likely to be even lower, but the quality of locavgrnment strongly influences whether some
form of consensus, incentives and accountability lma established. The area-based approach is
very suitable for social health care financinggcsiit can take into account the provision of not
only curative but also preventive and promotionalvaties. In addition, participation by local
government can also increase the extent and sgeeglization of pilot experiences. Moreover,
local health insurance schemes can help to rebewee of the pressures on the budget of the
Ministry of Health. Hsiao and Sen (1995) conceitleid idea for India; they proposed that local
communities manage and finance some primary aneshdacy health care services, particularly
in the rural areas. Recent ILO experience in Nepal ADB pilot projects on “commune-based
health insurance” in Viethnam show that this appho@@y have durable practical relevance.

Commenting on the situation in Tanzania, Steinsa@002) examines the potential of
health insurance schemes, based on religious @agéms, such as churches, mosques and
hospitals. The general advantages of such scheradbat their affiliated members come from
different income classes and that they disposdrahslocal” structures that permit them to link
up schemes between different parts of the couhtey.analysis of the Lutheran hospital-based
schemes shows that members of all faiths or caowigtare affiliated.
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2.3.3 Enlarging the scope of community-
and area-based schemes

Since most of these schemes remain fairly smalg important to know under what
forms of partnership the coverage of these schararsbe expanded. One option is that such
schemes form organizations among themselves, whithenable them to achieve various
objectives, such as a stronger negotiating poweards the government as well as (public and
private) health providers, sharing of knowledge adater financial stabilization through
mechanisms, such as re-insurance (Dror, 2001). Bitehgroup associations could grow into a
professional organization with a “beehive” struetutn other words, for a small fee the
professional organization would provide advicerdividual associations on how to set up and
manage their schemes (van Ginneken, 1999b).

Experience has shown that it takes at least tansy® build community-based health
insurance schemes on occupational, geographicaender groups. One idea (Gbossa and
Gauthé, 2002) is therefore to set up so-calledvigronal” mutual health insurance schemes for
those whose occupational associations do not yet laay specific mutual health insurance
schemes as well as for individual micro entrepreni@and any persons who are able to contribute
but who have not yet been able to choose an apptepmicro-insurance scheme. Such
provisional schemes would belong to — and be sugehby — the State, but the State would not
interfere in the conducting of their day-to-day iates. The creation of these provisional
schemes could be a first step towards the compulsealth care coverage of workers all over
the country.

The heterogeneous nature of the persons to berezbugy the provisional mutual
insurance arrangements necessarily calls for hamaton as regards the periodicity of recovery
and the level of contributions. Thus with a view denerating solidarity everyone has to
contribute equally for the same types of benefits.regards periodicity, a certain degree of
flexibility is recommended so that wage and saksayners and other workers whose activities
are not subject to climatic hazards can contrilmmea monthly basis, whereas a system of pre-
payment during the high season is recommendeddtmgories of seasonal workers (such as
market gardeners).

Steinwachs (2002) also proposes a new way towitlalthe compulsory affiliation of
workers under statutory national health insurandeesies. Commenting on the situation in
Tanzania, she is in favour of the State accephag-+ under the general umbrella of compulsory
affiliation — people can choose and become a membaither State-initiated schemes, the
National Social Security Fund or the National Heditsurance System, or of a certified health
insurance scheme. This would have various advastageh as:

» formal sector employees could provide greater ireostability to certified health
insurance schemes;

» there would be greater competition on quality amsts between various schemes;

* a larger network of health insurance schemes wptigide an opportunity for greater
use of different health providers all over the doyn
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Such an approach would of course require thatStlaée could keep track of the active
affiliation of all workers concerned and that ittpin motion a rigorous process of certification
and quality control.

In addition to the expansion of community-baseldestes, the impact of such schemes
can also be enhanced through multiplication andnstg@aming (Uvin and Jain, 2000). This
means that small schemes can be seen as catdlyst®wations, the creators of strategic and
programmatic knowledge that can be spun off anmM@grated into the three mainstreams of
society: governments, civil society and marketse Blaccess of such experiments can then be
judged, not only in terms of their size, but alsddrms of the spin-offs they created, the number
of projects that have been taken over by otherrgsctmd the degree to which it contributed to
the social and intellectual diversity of civil sety.

However, with the growth of community-based schgno¢her forms of partnerships may
also be necessary. Experience with successfuhgeap efforts shows that two sorts of changes
are needed; i.e. in the culture and organizatiotoaimunity-based schemes themselves, as well
as in linkages and forms of collaboration with otbeganizations (Gaventa, 1997). Community-
based schemes may team up with, and/or receiveodufypm, larger organizations in civil
society (cooperatives and trade unions for insfanthey may also seek to involve private
companies and social security agencies, which@rbave a well-functioning administration.

The role of the government is critical for the segsful up-scaling of these schemes.
Local governments must play an important role itirsg up area-based social security schemes -
in partnership local groups of civil society. Atetimational level, governments are in the best
position to ensure that isolated experiences careplkcated to other occupations, sectors and
areas. Moreover, it can create an enabling enviemrior the development of community-based
schemes. Four possible forms of government sumaarte distinguished here (Carrin, Desmet
and Basaza, 2001):

 Promote health insurance through recommendationsdesign (benefits package,
affiliation and administration) and the settingaffa management information system.

* Monitoring the performance of community-based sabgrpossibly within the context of
legislation on the efficient and transparent adstration of schemes.

» Undertake and organize training, based amongsttirethe promotion and monitoring
activities mentioned under the above first two pin

* (Co)finance the access of low-income groups to theelsurance, possibly through
subsidies (for instance capitation fees) or matglontributions.

2.4  Conclusions and policy issues

In extending social health insurance, most devetpountries have followed the
strategy of “gradual implementation” due to majatifcal, financial and material constraints.
This meant that compulsory coverage was limitedoating to various criteria, such as
geographical area, size of undertaking, categorylegendant and type of medical benefit.
Countries, such as the Republic of Korea and Taiwaimna, reached universal coverage
through the extension of social health insurandeleasome Latin American countries, such as
Chile and Costa Rica, have virtually achieved ursak coverage through a combination of
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social insurance and access to government (pufa)ities. The most striking example is
probably the Republic of Korea, which achieved emdal health coverage within 12 years,
between 1977 and 1989.

The success of these countries is, first of alg tb their political commitment, but could
only be achieved when they were at relatively higbels of economic development, were
largely urbanized and had large wage sectors velatd informal sectors. Still, there is
considerable variety in the choices that these ttmshmade. Compared with Taiwan, China, the
Republic of Korea, for example, opted for a rekaltyvlimited benefit package, fairly low
contribution rates and relatively high co-paymeiitse examples of the Republic of Korea and
Costa Rica also show the complex balance of ppdiicin between wage earners and the self-
employed who tend to pay relatively low contribnsocand have greater opportunities to under-
declare their incomes. Finally, it is also notewwgrthat the march towards universal coverage in
Costa Rica started with a change in the Constiiudicthe beginning of the 1960s.

There is a large variety of middle-income coumstrihat are striving for universal
coverage. Some of them preferred a fast-track imefgation, such as Colombia, while others,
such as Tunisia, have followed the gradualist aggro Colombia’s rise in social health
insurance coverage seems to have come to a hah, @sult of exploding public health
expenditure, probably explained by the fact thatititroduction of “demand subsidies” did not
remove the “supply subsidies” to public hospitdlbe achievement of universal coverage in
Tunisia will probably depend on continuing applicatof effective compliance mechanisms. To
achieve universal coverage, Thailand and Vietnagneaperimenting with health care systems
that provide access to care and that are backedbyugovernment-financed risk-adjusted
capitation fees.

For middle-income countries striving at universaverage, the key policy question is at
what level of compulsory insurance coverage doesdébme feasible to extend a standard level
of benefits to the whole population. A related dioes is whether progress is inevitably
dependent on the growth of formal sector employmand/or whether voluntary schemes for
workers in the informal economy could play a rdleetham’s experience with commune-based
health insurance schemes may provide an interestiagnple for other countries. Under all
circumstances, the government will have to finapag of the extension, in particular for the
self-employed and other low-income workers.

In low-income countries usually not more than % @ent of the labour force is covered
by statutory social health insurance. Notable ettoep are Cuba and Mongolia who have
achieved universal coverage through respectiveigtenal health system and a statutory social
health insurance scheme. Governments in most @divemcome countries do not provide free
or subsidized access to basic health care, andhtdsgscontributed to the emergence of the
community- and area-based health insurance sché@mesnain advantage of these schemes is
that they improve health expenditure efficiencytloe relation between quality and costs of
health services. The extent to which these schdraes been successful has depended on the
characteristics of the bodies (based on occupatiender, area or religious affiliation, for
example), on the design of the scheme and on thiextoin which they operate. Since most of
these schemes remain fairly small, it is importarknow under what forms and partnerships the
coverage of these schemes can be expanded. Oran aptito form organizations among
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themselves. Another is to look for partnershipsarger institutions, such as local government,
social security institutions or private sector ir@wce companies, if they can be trusted.

A relatively new idea (Gbossa and Gauthé, 200dprishe government to set up so-
called “provisional” mutual health insurance scheme. for individual micro-entrepreneurs and
any persons who are able to contribute but who nateet been able to choose an appropriate
micro-insurance scheme. Another new idea (Steing;a2002) is for the government to accept
that people have the choice — under the umbrell@oofipulsory affiliation — to become a
member of certified micro-health insurance scheniss would imply that the national
statutory social health insurance schemes wouldelabeir monopoly on the affiliation of
workers in the formal sector. This could have theamtages of greater income stability for
community-based schemes, of more competition, a@ndnoopportunity for greater use of
different health care providers all over the counirhis would, however, require the State to
keep track of active affiliation and to put in natia rigorous process of certification and quality
control. In order to support the development of novimsurance schemes, the State would also
provide technical assistance on design and admaticet, monitor the performance of these
schemes and possibly (co-)finance the access eifo@me groups to micro health insurance. It
would be worthwhile to test out both ideas.

Beyond these trends and experiences, there Hra stimber of general policy issues and
questions that need to be clarified. The first amubst important issue concerns the role of the
State. There is general agreement that the goversnfelfils the role of “steward” in health
policy, i.e. it should conceive the system as alehmonitor its development, and steer all
partners into the direction of better health outesnmApart from the direct provision of services,
the government can provide incentives, set stasdadd enforce compliance. There is also
agreement on the fact that the State should finaccess to health care for the poor, and co-
finance that of the self-employed. Internationabficial support is needed, in particular for the
low-income countries.

The second question concerns the conception ofetsal health care coverage. Most
developing countries turn away from the “nationealth service” model, because of the lack of
public finance and of deficient public sector magragnt. The choice for statutory social health
insurance relieves the State of some of its firncommitments, but the issue of deficient
governance remains unsolved. Moreover, given therbgeneity of the labour force, statutory
social insurance schemes may not have an inhexedémncy towards universal coverage. There
is agreement on the fact that social insurancen®ie equitable health care financing solution
than the system of user fees.

The third question concerns the ways in which jeudhd private health care providers
can be used most effectively. The classical waty iadopt various provider payment systems,
but there is also a need to define public-privasetrerships in the health sector. These
partnerships can increase competition, becausgotvernment enables other actors to participate
in the financing, provision and management of iesdirvices. According to Jutting (2002), this
has a positive effect on efficiency, equity andlgqyaf health care provision.

Finally, more thought has to be given — and expenits carried out — with community-
and area-based schemes, particularly in the loanrgc countries. For the time being, such
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schemes have proven to be cost-efficient, but tieye not been shown to be replicable at a
large scale. One of the most promising avenues dvtheg experimentation with area-based
social health insurance schemes, which aim at@uerage within an area and are mainly run by
the (local) government in collaboration with a widgriety of possible social security partners.
In comparison with sector- or occupation-based ®es area-based schemes have the
advantage that administration costs are low, armd lbcal participation and control can be
included in the design of the project. In additiomgst importantly, coverage could be extended
to other areas relatively quickly, because govemimeould be able to replicate the schemes on
the same conditions.

3.  Contributory pensions

Many of the recent discussions on social secypgyticularly in the developed countries,
have focused on the great changes in retiremertypdl large number of developing countries
are planning or implementing major changes in thetional pension schemes. Some are
moving from pay-as-you-go (PAYG) to Fully Funded~JRndividual savings accounts, while
others are moving from provident schemes providurgp-sum payments at retirement to a
social security scheme providing periodical besefithis world-wide process of change is being
fuelled by multiple factors, such as the ageinghef population, the recognized weakness in the
administrative and political management of somelipupension schemes, the world-wide
growth of informal sector employment and a consaguess of pension coverage, and the
transition towards a greater influence of the maegk@®nomy.

One of the greatest challenges facing pensiomse$iés the extent to which contributory
pensions should be funded or financed on a PAYGsbase ILO reference book on social
security pensions (Gillion et al, 2000) observest tiine traditional PAYG form of financing
basically links pension benefits to the outcometheflabour market, and in particular to wage
growth. The funded form of financing links pensibenefits to the capital market, and in
particular to the rate of return on stocks and ksoriBoth forms of financing have their
advantages and disadvantages, both in theory améatice. The book recommends that PAYG
is generally more appropriate for financing mandatsystems providing minimum pension
benefits. It admits both PAYG and funded systems n@ndatory earnings-related pension
benefits, and it considers the funded system matalde for voluntary pension schemes.

The specific challenges of pension reform reldtethe extension of personal coverage
have to do with the large trends that have bedunanting the economy and the labour market as
well as with the specific requirements and needsho$e that so far are not covered by any
pension provision. The group of non-covered perssngry heterogeneous. In the developing
countries they are, first of all, the self-employethinly in small and medium-sized enterprises
as well as in the growing informal economy, botluihan and rural areas. There are also the still
large groups of unpaid family labour, mainly wordim agriculture and in rural areas. Then
there is a large group of casual, intermittent veoskwho may not even have a written labour
contract. And finally, there is a large group ofiniya women workers, employed as home-
workers or domestic workers.
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Pensions as understood in this paper comprise timaor contingencies, i.e. old-age,
disability and survivorship. The extent to whichesk groups are concerned by these
contingencies differs according to their specifiorky income and family situation. Moreover,
there are various ways in which people and sosiet@n protect themselves against these
contingencies. This point of view is in line withet more “development-oriented” approach to
social security that is adopted in this paper, @sd reflected in the “Social Risk Management”
approach as developed by the World Bank (HolzmamhJorgensen, 2000). For example, the
retirement decision of self-employed workers is miess clear than that of wage workers, who
are dependent on an employment contract. Self-graglavorkers may have more alternatives to
protect themselves in old age, because they hastsasuch as land and equipment, and they
may be able to work part-time for a longer timentlveage workers. On the other hand, both
wage and self-employed workers in the informal @woyn are probably much more prone to
accident and illnesses at work, with the result thair expected life time is much shorter than
those working in the formal economy. Death and ldigg, as well as fragmented family
circumstances, may therefore be more pressing @ensteds for workers in the informal
economy than old age (van Ginneken, 1999b).

The values that underlie ILO’s recommendationpension reform are laid out in a body
of Conventions. These Conventions call specificidly(Fultz, 1999):

» extension of coverage to all members of the pofmuriat

* provision of protection against poverty;

* replacement of lost earning to a specified extent;

» regular adjustment of benefits to take accounhftdiion or rising living standards;

» the creation of an environment conducive to theettgwment of additional voluntary
provision of retirement income.

In pursuing these objectives, the ILO is also sBegko promote some important
secondary goals: equality of treatment in labourkeis, for both migrants and national workers
and for women and men (for the gender dimensionchapter 6); democratic management of
pension schemes, organized to give voice to thdsesevfunds are being used as a source of
financing; and state responsibility for ensuringttithe conditions for effective delivery of
pension protection are met.

Most analysts agree that a multi-tiered systemrathiarized by diversification of
financing and benefit mechanisms provides the get&bng-term income security. Usually there
IS no disagreement about a minimum guarantee ferpor (the first tier) and voluntary
retirement saving (the third tier). It is generadliso agreed that a closer contribution-benefit
link, and proper incentives for contributions anahsparency are desirable in the intermediate,
mandatory insurance scheme (the second tier). Aoupito Augusztinovics (2002), the debate
revolves around the institutional setting of thecs® tier: the method of financing (PAYG or
funded) and the type of management (public or pelval here are strong interlinkages between
these tiers. For instance, if a country has a deleloped and sustained bottom tier, the part of
the mandatory, contributory tier can be relativeiyialler, and more emphasis can be put on
voluntary arrangements.
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This chapter will focus on contributory pensiomemes, and in particular on the various
options for extending statutory schemes. It wilcakxamine their possible linkages with the
emerging micro-finance institutions (MFIs), whichamly serve the informal economy and
which are beginning to provide life insurance attieo related pension insurance products. The
role of tax-financed pension benefits will be colesed in chapter 5.

3.1 Pension reform and coverage in Latin America

It is particularly in Latin America (Cruz-Saco, @) where reforms have changed the
principles on which the financing and administrataf pension schemes were based. The old
principles of solidarity, redistribution, public mthistration, defined benefits and partially-
funded financial schemes were replaced by definedtributions, fully-funded individual
capitalization accounts, private sector pensiordf@aministrators (with separated financial
statements), and a government guarantee for a mmigension.

Structural reforms radically change the publideyseither by replacing it completely by
a private one (the substitutive model), or by idtroing a private component in addition to the
public one (the parallel model), or by creatingrevgie system to compete with the public one
(the mixed model) (see Mesa-Lago, 2001b). Five tt@mhave so far adopted the substitutive
model: Bolivia, Chile, El Salvador, Mexico and Niagua. Colombia and Peru have applied the
parallel model, while the mixed model exists in Angjna, Costa Rica and Uruguay. Structural
reforms are being considered in two other Latin Acan countries: Brazil is looking at a mixed
model and Honduras at a substitutive model.

One of the assumptions behind the structural paensforms was that, if the private
system is better than the public one, this willabeean incentive to join the former and thus
labour force coverage will increase. Before thecdtrral pension reforms, the “pioneers”, such
as Argentina, Chile and Uruguay had the greatesterege (70 to 80 per cent). The
“intermediates”, including Colombia, Mexico and @é&rd coverage rates ranging from 20 to 45
per cent. The “latecomers”, including Bolivia andSalvador had coverage rates below 20 per
cent. In all countries that undertook pension mafaonly Colombia attained a higher coverage of
active contributors than before the reforms (fomparison see table 4). Table 4 also shows the
coverage figures in terms of membership, whichsgstematically higher than those based on
active contributions. The difference is probablygdy explained by the fact that contributors
can be members of more that one pension scheme.

In some countries the self-employed can be covenea voluntary basis, in which case a
self-employed person would generally have to pay equivalent of both the worker's and
employer’s contribution, i.e. about double the antoassigned to the salaried worker. The
establishment of a minimum wage as a tax base woiesorrect the problem because a large
majority of the self-employed have income levelstthre below such minimum. Therefore, the
heavy financial burden imposed on the self-empldyecbmes a significant barrier to coverage
(Mesa-Lago, 1998).
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Table 4: Comparative assessment of countries with a structur al pension reform, Latin America,
around the year 2000.

Countries Percentage of labour force covered Active contributors No. of Administration
by the two systems, 1999-2000 in total insured admin-  costs (commission

persons in the new istrators and premium) (in

system (in %) % of salary)

Based on Based on active
membership (in contributors (in

%) %)
Argentina 66 29 44 13 3.41
Bolivia 13 n.a. n.a. 2 2.50
Chile 109 60 53 8 2.61
Colombia 44 23 48 6 3.50
El Salvador 32 19 58 2 3.18
Mexico 36 23 87 13 4.13
Peru 26 13 44 5 3.80
Uruguay 72 66 59 6 2.68

Source: Mesa-Lago (2001b)

The cases of Argentina and Uruguay are differestabse coverage of the self-employed
is mandatory. Chile has a voluntary system forlatixely small number of self-employed. Only
10 per cent of them are registered as members lynusifessionals with high incomes while
only 4 per cent are active contributors (Mesa-La2@0)1b). If, after almost two decades of
operation, the Chilean pension system has not d&tbgoverage beyond this relatively small
group, it would be very difficult for other courdgs with larger groups of self-employed,
peasants and informal workers to extend coverageese traditionally under-represented groups
(Mesa-Lago, 1998).

Pension reforms were supposed to reduce evastbm@mcompliance in the belief that
workers would have a strong interest in accumulgtiteir pension savings. Evidence in table 4,
however, suggests that usually not more than 4&8Dtper cent (except in Mexico) of the total
insured population is an active contributor in thew system. There are several possible
explanations for this:

» Affiliates may have left the labour force and/or @ayers may delay the payment of
contributions deducted from their employees.

« The number of insured persons is often exaggetatedbuble counting and inadequate
records.

* The low-income insured may minimize their contribos just to qualify for a pension
and thus maximize the state subsidy to guaranga thminimum pension.

e There is, however, another very serious reason agipfj evasion: excessive
administration costs. A fundamental assumptiorhefgrivate pension system, however,
is that — in contrast to the public system — it ldolbe competitive, improve efficiency
and maximize investment yields.
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Competition in the pension market is strongly ueficed by the number of
administrators. The number of administrators idyfdarge in Argentina and Mexico (13), fair in
Chile and Colombia (eight and six, respectively)l anfew in the rest (two in Bolivia, two in El
Salvador and five in Peru). In Bolivia, by 1998rtevere only 350,000 insured and all of them
were affiliated to one of only two administratoda¢poly). In most countries there is a tendency
towards a concentration between two to three adtnators, who cover at least 75 per cent of
the insured persons. Mesa-Lago (2001b) points lmatt this concentration is not based on the
lowest administrative costs or the highest retates, but on the marketing and the number of
sales persons.

Private pension systems charge commissions, tie ¢ which is an indication of the
efficiency of the systems. The commission is ugualade up of two elements: one part is paid
to the administrator for managing the individuat@mt, the fund interest and the old-age
pension; and the other part is paid to a privaserriance company against the risks of disability
and death (except in Colombia and Mexico whereethiesks are covered by the statutory social
insurance system). Table 4 shows these commissiohe high; they vary between 2.5 and 4
percentage points of the payroll, or about 15 tp@&5cent of total contributions.

Administrative costs of the private pension systara also high due to the transfer
problem. Since insured workers or affiliates atevedd to choose the best administrator, they
can move freely from one administrator to anothih wome restrictions: for example, they can
move every six months, or do two moves per yeansi®a administrators have created all sorts
of additional attractions and benefits to raise rtienber of their members (gifts or additional
electronic services to access personal informatibingy rely on sales persons whose work is to
persuade the insured to change administrators &g iw return, receive a commission paid for
each shift. It is in the sales person’s best istet@ encourage as many members as possible to
change. As a result, the number of transfers ig &gh and costly and has prompted public
supervision agencies to impose additional conggamthe transfer of members.

Thus, the most important failures in pension nef®rmre the following: severe limits to
the expansion of coverage, high transaction ceastasion and non-compliance, and lack of
competition. Some of these failures have thendedatious forms of over-regulation on the part
of the government, such as the imposition on pengdministrators to pay an annual minimum
investment yield to the insured, the legal proloit or restriction to invest in foreign
instruments, and to prescribe methods to fix corsimns to administer the pension fund.

The experience of Latin America seems, to somengxto be repeated in the more recent
experience of Central and Eastern Europe. A rememiparison of Hungary and Poland, both of
which have introduced private sector managed parsibemes, show that administrative costs
are high and that the real value of worker savihgse declined during the first years of
operation (Fultz, 2002). The study also pointshi® substantial variation of the annuity pension
benefits depending on the performance of the dapidaket at the time of retirement. Moreover,
it estimates the very high long-term transitionasts that the government has to pay for the
transition from a PAYG to a funded system. Chilestil experiencing the transaction costs 20
years after the transition. In Hungary and Poldinél transitional financing costs are estimated to
exceed 100 percent of GDP over the next 50 yeatoaa percent of GDP until 2020 and two
percent for many years thereafter respectively.

32



3.2  Some practical examples of extending statutory
pension schemes

Both funded and PAYG pension systems are facell hargely the same problem with
regard to the extension of coverage, i.e. the faat in many countries a large, and often
growing, part of the labour force works in the imf@l economy. However, there are various
ways in which statutory pension schemes can pregh@ra@vay for greater extension. As noted
before, such efforts will be less effective, if ttantribution and benefit structure of the statytor
pension scheme is not adapted to the particulatsnaed contributory capacity of workers in the
informal economy. Finally, the government may as&i up, and partially finance, pension
schemes that cover only particular groups, suchaself-employed or domestic workers.

In most developing countries the administratiosadial security systems has often been
unable to deal with the special circumstances efdélf-employed and casual wage- workers
(Jenkins, 1993). When statutory social insurancexiended to smaller enterprises, each new
employer has to be identified, registered, educatetipersuaded to comply with all the rules of
the scheme in so far as they relate to the regmtraf existing and new employees and to the
method and timing of the payment of contributicdBecause casual workers work intermittently
and irregularly for different employers, contritaris are difficult to collect and the maintenance
of up-to-date and correct records is administrtivemplicated. There is also some conflict
with the underlying concept for the receipt of b@sei.e. that of “replacement” income, in
situations where the income to be replaced carinatya be determined clearly.

It is therefore necessary to gradually removeeduce the legal restrictions that exclude
certain groups of workers from coverage, such asmall enterprises or in agriculture. Before
doing so, one must check whether the administraifdhe scheme can cope with the extension.
If a timetable is prescribed in the legislationistiwill provide the discipline to ensure that
administrative steps are taken to prepare for tktension of coverage, and it has also the
advantage of avoiding further rounds of negotiaiad political reflection.

Administrative reforms are another important st&p improve compliance and
enforcement, for example by developing cooperatiaitn other public agencies, such as tax
agencies, to identify individuals and businessed #hould be covered. Moreover, improved
governance supported by effective public relatiars educational activities to increase
awareness as to rights and obligations needs tmtderpinned by compliance and enforcement
procedures and powers that reinforce the mandatwayacter of the scheme. In some counties,
such as the Philippines, the Social Security Systeheme was developed to provide universal
coverage but was restrained in its enforcement bgombination of weak public sector
management and a soft compliance approach.

On the other hand, the example of Tunisia showbha&Bane, 2002) that good
enforcement and a more correct estimation of saffileyment income can lead to the effective
extension of coverage. The inspection system ofNhgonal Social Security Fund carries out
on-the-spot inspections as well as audits of lageerprises with a view to detecting under-
declaration and fraud. Enterprises will face heéimgncial penalties imposed by law. As in
many other countries, self-employment incomes &enainder-declared in Tunisia. As a result,
realistic income scales have been estimated féerdifit categories of self-employed, taking into
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account the occupation of the insured persons disasethe size of the firm or farm. Self-
employed persons have to pay their contributionshenbasis of these scales, unless they can
prove that they earn lower (or higher) levels ofaome. These measures, together with a
thorough campaign to raise awareness among theogarpl and workers’ organizations, led in
1996 to almost 70,000 new affiliations within aipdrof two years.

In 1999 the Republic of Korea extended its Natidh@nsion Programme to cover the
entire working population. This was the result bé tphilosophy on productive welfare, as
adopted by the incoming president Kim. Accordingtis idea, social policies are not just an
instrument for greater economic competitivenessthey also ensure that the basic social rights
for each citizen are fulfiled. However, many temgry employees, mostly employed in
medium- and small-scale firms, fail to pay theinttutions. In addition, since the National
Programme requires at least 20 years of contributgrovide eligibility for full pensions, it has
so far mainly accumulated funds. Once pensionsbareg paid out from 2003, the fund is
expected to run out in 30 years, unless thergaegoam in the financing structure (Kwon, 2002).

China (Hu, Cai and Zhai; 1999) is one country wharrevision of the benefit and
contribution structure has facilitated the entry tbé self-employed and informal economy
workers. Firstly, a clear distinction was drawnvien the mandatory pension schemes for
urban workers and the pension scheme for rural everkthe latter of which is government-
supported and provides for the voluntary particgratof farmers. However, there are also
considerable variations in the benefit and contrdvustructures of pension schemes for different
groups of workers in the urban areas. It may atéspdssible to allow the self-employed a degree
of choice in the selection of insurable earningedusor the calculation of the contribution
liability. This could be achieved by prescribingnimium insurable earnings levels for different
occupations (Egypt, for example, follows this ammto).

Another way to adapt pensions to the prioritied aantributory capacities of different
groups of workers would be to design benefit paekagr the self-employed and the informal
sector which would range from a basic core of dogratection obligatory for all gainfully
occupied persons to a more comprehensive provigibich would remain compulsory for
certain groups of workers (from the formal sect®urvivors’ and disability benefits would be
the first candidates for such a core package. totgtisocial insurance schemes would have a
comparative advantage in dealing with such benefiecause insurance against these risks
requires a large pool of contributors. In this tigthe Government of Malaysia is currently
considering an ILO proposal for legislation of anpulsory scheme for self-employed workers.
It would provide benefits similar to those for ewyses; and it would cover rehabilitation
expenses as well as cash benefits for serious gmplat injuries and invalidity. It is proposed
that the scheme be administered by the Social BgcOrganization, but be financially
independent from the scheme for employees.

Since extending or adapting the statutory pensobreme may not lead to the coverage of
many additional workers, the question should bedskhether and to what extent it is feasible
to design special schemes for the self-employeatteer groups in the informal economy. There
are essentially two ways of doing this (Bailey aath Ginneken, 2000). The first is to design a
special public scheme that corresponds to the naedscircumstances of the excluded group,
and that is administratively and financially distifrom the statutory scheme; it is financed
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wholly by the insured or partially, with a governrmi@ubsidy. The second option is to encourage
(and assist) the development of mutual support glavate sector) mechanisms covering
occupational groups or communities. This option b considered in the next section (3.3).

Various problems would need to be addressed, heweo as to create at least some
compatibility between the statutory and the spesthlemes. Since many persons at some period
of their working lives would be insured under thatstory scheme, consideration would have to
be given as to how this could be linked with mershgr of a special scheme. Furthermore, even
though the special scheme would be designed sgaltyfito appeal to excluded groups, it would
probably fail if membership were voluntary since ralchazard considerations would cause
members to maximize their entitlement in relationthieir contribution liability. But ensuring
compliance in a compulsory system would also bécdit, depending on the categories of
persons to be included. If a significant percentsg® no advantage in such a scheme or felt
unable to afford to pay the contribution, the effe€ this would be to undermine both its
financial viability and its solidarity base. Onetiop is therefore for the government to subsidize
the scheme so as to ensure a higher level of petiion, as is done in Ecuador, the Islamic
Republic of Iran, the Republic of Korea and Turkey.

Another option is to establish earmarked taxegifpally designed to support a group
scheme, such as the Labour Welfare Funds in Irkba.instance, the Beedi Labour Welfare
Fund finances the coverage of about 400,000 maioiyne-based beedi workers under the
Employees’ Provident Fund Act. The Beedi Fund itsefinanced by an earmarked tax on beedi
production. In addition, identity cards were issuedhese workers, which played a significant
role in making these statutory benefits accessleategories of informal sector workers (Jain,
1999).

Given the variety of developing countries, withgaed to the level of economic
development as well as to that of social secunstifutions, it is difficult to propose general
policy conclusions. It may be possible to distirsjubetween two types of developing countries.
The first consists of middle-income countries, soaiewhom have well-developed social
security institutions. Such countries could ainc@tering the population as a whole through the
extension of the statutory social insurance prognamAnd secondly, there is the large group of
low-income countries where a rapid increase inadag@curity coverage can only be achieved
through the setting up of social insurance schespegially designed for different groups of
workers from the informal economy.

3.3  Micro-finance and pensions

Traditionally, micro-credit institutions have fa®d on the provision of working capital
loans for micro-enterprises as a means to breakyttle of poverty. Many of them have grown
into MFIs, because a more holistic, integrated aggin is needed to provide the full spectrum of
financial services required by low-income housebpldot just micro-entrepreneurs. Life-
insurance packages are often attached to busioass 0 as to guarantee the repayment of the
loan, if the borrower dies, and in some cases {ogp&mp sum to the survivors. Within the
context of their broader responsibilities, MFIs aoav seeking to serve broader groups of clients
and to expand their insurance services to heallraaget insurance.
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To extend the availability of financial serviceslow-income communities, for various
reasons the development of insurance products ghpabably come after the development of
savings products. First, savings are more effed¢he® insurance in reducing vulnerability to a
variety of unpredictable or one-time social andnecoic events, such as expenditure for a
wedding, the loss of business and sickness. Onother hand, insurance provides more
appropriate protection for predictable events, deadgly involving large losses, such as hospital
expenditure, death, old age and disability. Seggnsthvings accounts are probably a more
effective foundation for delivering insurance seed than loans, because the credit-insurance
link only provides coverage when the client hagatstanding loan. Finally, a savings-insurance
link increases the likelihood that low-income ctemwith irregular income flows can access
insurance, because they can either use their atctmsave the insurance premiums or pay the
insurance premium with the interest gained on thawings. As a result, innovations that layer
insurance with savings products — such as thes#éifengs products of various credit unions and
SEWA'’s premium savings accounts — are likely taH#more effective way of providing long-
term coverage while minimizing transaction costso¢ and Churchill, 2000).

Zeller (2000) suggests that there is a largefal®FIs in responding to risks of old age
and death of family members through precautionamyngs services (long-term deposits with
higher interest rates) and life insurance. At tleermant there are more examples of MFIs dealing
with life insurance than with periodical old-agenp®mns. Bank Rakyat Indonesia provides life
insurance that only covers the debt of borrowerBe Bangladesh Rural Advancement
Committee (BRAC) pays out a life insurance to deaigd survivors. The lump-sum payment to
the “heir” provides an implicit incentive to takare of the BRAC member during old age. While
some micro-finance institutions provide precautigngavings, they mostly do so when they are
registered as banks.

There are various mechanisms to extend the abdagsif life-insurance products, and
eventually pensions, to low-income households. Médsld play an important role in this
process, because they are generally trusted imstig) and have already built up credit and
savings channels for poor clients, frequently aelatively low cost. On the other hand, they
generally lack insurance expertise and often harnadatively small client base. If they are large
enough and have sufficient supervisory and managenapacity, they may set up a separate
business unit and hire in the required expertisthefise, MFIs could act as an agent and
outsource the insurance part of the business -edain long-term activities of the insurance
process — to an insurer or specialized businesaddition, they may wish to outsource risk
through a re-insurer. The tasks of the MFI woulentibe to sell policies to clients in exchange
for a commission. And in view of its relation otist with the client, it would also service the
policy, which involves verifying claims and subrmg claims requests (Churchill et al, 2002).

In this whole process the government will haveraportant, indirect role. Many of the
regulatory standards established for commercialirers serving high-income markets can
unintentionally restrict the provision of insuranicesmall amounts to low-income customers.
Through regulation and financial incentives the &ownent may also wish to influence the life-
insurance, and eventually pension, benefits trepesvided by the private sector. In fact, from a
social security point of view, governments gengrédivour the payment of periodical benefits
rather than lump sums. The State has an inhertarest in periodical payments, because if the
lump sum is not used well, the person in questi@y mstill come back for social assistance
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support that is financed from public money. Fott @vad other reasons, the State might therefore
be interested to subsidize such schemes, eithemdighing contributions or by technical
support. Some of the possible intervention metlavdsquite similar to those reviewed in section
2.3.3, with regard to community-based health insceaschemes.

3.4  Concluding comments

A large number of developing countries are plagronimplementing major changes in
their national pension schemes. Some are moving fRAYG schemes to fully-funded
individual savings accounts, while others are mgvmom provident schemes providing lump-
sum payments at retirement to a social securitgreehproviding periodical benefits. Pensions
comprise three major contingencies, i.e. old agality and survivorship. The extent to which
various groups in the formal and informal sectaes @ncerned by these contingencies differs
according to their specific work, income and fansiyuation. More research is needed on the
realities “on the ground” of formal pension prowisi(Charlton and McKinnon, 2001) as well as
on the impact of old age, disability and deathrmome, assets and family relations.

It is particularly in Latin America where pensiceforms have changed the principles on
which the financing and administration of pensichesnes is based. Pension reforms have not
changed the substantial differences in coveragengnumountries, and overall coverage has
probably declined over the past 20 years. The gim@Argentina, Chile, and Uruguay) cover
60-80 per cent, while the rest with a much largéorimal economy cover less than 30 per cent
of the labour force. These pension reforms werepasgd to improve coverage by reducing
evasion and non-compliance, in the belief that wskvould be more attracted by accumulated
pension savings than by the benefits provided by ®Achemes. Evasion and non-compliance
may well have increased, and seem to be explaipexdessive administrative costs and the so-
called transfer problem. Nevertheless, both funaled PAYG pension systems are faced with
largely the same problem with regard to the extensif coverage, i.e. the fact that in many
countries a large, and often growing, part of #tlr force works in the informal economy.

Approaches adopted by governments to integratéeswdloyed workers into the
statutory pension insurance programmes have métmwixed success. The self-employed are
usually not prepared to pay the “double”, i.e. vayek and employers’ contributions. However,
some countries such as Tunisia have significanttyeiased coverage among the self-employed,
in particular through the development of realisticome scales as the contribution base for
different groups of self-employed workers. Somecsgleschemes for these workers have also
had success, particularly if the Government isimglito subsidize them and if such schemes can
be supported by earmarked taxes. India, for instahas achieved the successful coverage of
about 400,000 mainly home-based beedi workers utifdeEmployees’ Provident Fund Act
financed by an earmarked tax. China has also t@et the entry of the self-employed and
informal economy worker by adapting the benefit aodtribution structures to the particular
circumstances of urban and rural workers. Egypt basn one of the countries that has
prescribed minimum insurable earnings levels féfiedént occupations so as to provide the self-
employed a degree of choice in their contributiability.

Middle-income countries could aim at covering ti@pulation as a whole through the
extension of statutory pension insurance programrhe. low-income countries can probably
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achieve significant increases in pension coverdgeugh intermediary institutions, such as
MFIs. MFIs could play an important role in makindelinsurance and eventually pensions
accessible to low-income households. They are gépdrusted institutions and have already
built up credit and savings channels for poor ¢fiefrequently at a relatively low cost. MFIs
could either manage the insurance business theasseibecome an intermediary agent towards
outside insurance companies.

For both low- and middle-income countries, somehef following conclusions may be
suggested:

« Consider a revision of the statutory scheme tdifaw partial membership.

» Strengthen administrative capacity (compliance, om@c keeping and financial
management).

e Undertake education and public awareness progranmin@ésprove the image of the
social security system.

« Extend coverage within a prescribed timetable topatsons working as employees
except in special groups, such as domestic servamgdy workers and casual workers

* Open up new “windows” and offer benefits that $h& needs and contributory capacity
of non-covered groups.

4.  Unemployment protection

According to theNorld Employment Report 20QM.O, 2001b), at the end of 2000 about
one-third of the world’s labour force — or someillidn workers — were either unemployed or
underemployed. In the world as a whole, there veda@ut 160 million unemployed people, i.e.
seeking or available for work but unable to findntore than half of them lived in developing
countries. More than 800 million people, predomthann the developing countries, were
considered underemployed, i.e. either working sarislly less than full time but wishing to
work longer, or earning less than a living wageeytare generally part of the informal
economy, both in rural and in urban areas. AboGts@lion of them are unable to earn enough
to keep their families above the US$1 a day povarey

The first protection against unemployment and ueniployment is a solid policy
towards full employment, consisting of macroecoropuolicies at the national and international
levels; sectoral, regional and local policies; asllvas labour market and training policies.
Nevertheless, there is an increasing need for peciemployment protection policies, because
full-employment policies are either not in placetake time to come to fruition, and because
various crises have led to unacceptable levelsuafdhip.

Some middle-income countries have set up unemmaoyrbenefit schemes for workers
with employment contracts in the formal sector. Sehechemes typically cover only a small part
of the unemployed. Some formal sector workers nisy lae covered by employment protection
measures, such as job security legislation andaege payments. This chapter will examine the
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effectiveness of unemployment benefits and employnpeotection measures and investigate
how they can best complement each other.

In the developing countries the large part ofwloekforce are underemployed workers in
rural areas and in the urban informal economy, wirtually have no protection against
unemployment. Many low- and some middle-income taem have put in place Employment
Intensive Programmes (EIPs) that provide employnfi@nthese underemployed. This chapter
will review the conditions under which such prograes can provide a limited employment
guarantee for certain categories of underemployatavs.

4.1  Unemployment benefits and employment
protection

The essential role of unemployment benefits iprtavide income security during spells
of involuntary unemployment. It can thereby conitédoto consumption smoothing, both at the
individual and macroeconomic levels, and to themmtion of efficient job search — facilitating a
better match between supply and demand in the taimawket. As in any other social security
scheme, unemployment insurance transfers the amtrtof risk from the individual to the
community (ILO, 1976). As a result, it enhances dlceeptance of workers towards economic
adjustment, and it reduces the cost of labour &dgst for employers (ILO, 1999b).

In principle, the contingency of short-term andctional (time-lags between jobs)
unemployment can be considered as random, andergftine amenable to protection under
social insurance. On the other hand, unemploymestlting from national or international
recessions can be only partially protected und#tfisancing social insurance coverage. In
practice, however, unemployment benefit schemes pagserved their viability by a variety of
mechanisms, such as defining the contingency irtiggeterms, being explicit and often
restrictive about coverage, and attaching to tloeipion of benefits a range of controlling and
other conditions of which duration of benefits ®Ipably the most important. However, it is
clear that in periods of crisis the expenditureaunémployment insurance schemes will exceed
their revenue. At that point, the difference cobkl financed out of the scheme’s reserves, by
increased contributions and by government lendimdja subsidies. During the severe recession
of 1998 for example, the Republic of Korea gave ubstantial extra subsidy to the
unemployment insurance and social assistance sshene@mpensate the unemployed for lost
earnings.

41.1 Latin America and the Caribbean

The traditional emphasis of labour market regatatin Latin American countries is
securing employment stability by protecting workémsn arbitrary dismissal (Marquez, 1995).
Most countries rely on termination compensatioresods to help tide unemployed workers over
spells of unemployment. These schemes pay lump-sanefits only. Severance payment
schemes are predominantly an employer’s liabiliyt some have been integrated within the
social insurance schemes. They are mainly tenurd- emrnings-related, so that employers’
termination costs are steeper for workers with ésngmployment attachment. Some countries
have financed severance funds by contributions frgovernment and employers. Some
countries, such as Chile and Colombia, have exmatied with individual severance savings
accounts, which accumulate a fund to be withdrawnhle worker in the event of employment
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termination. Various countries introduced changetheir employment termination regulations
in the 1990s. The direction of the reforms has heeeduce employer’s termination restrictions
and costs, and to transform severance compensstiemes into mandatory severance saving
schemes.

Only a few countries (Argentina, Barbados, BraBEtuador, Mexico, Uruguay and
Venezuela) have implemented unemployment insurankbemes, integrated within their social
insurance schemes. In fact, the development of pleyment benefit schemes has been held
back by the fact that severance payments alreamlyida substantial income insurance for laid-
off workers with full-benefit employment contrac&mployer and employee contributions are
the main source of finance of unemployment insugasthemes. There are some exceptions. In
Brazil the unemployment insurance scheme is findficen a tax on enterprise revenues, and in
Uruguay from social insurance contributions andaatfon of value added tax.

Entitlement to unemployment insurance schemesrig restrictive. They usually exclude
from coverage those wage earners who are most ralieeto unemployment spells, such as
construction, domestic, agricultural and young veosk In Mexico, the scheme is limited to
workers between 60 and 64 years of age. In additb@mefit entittement depends on the
worker’s contribution record. The proportion of um@oyed persons receiving unemployment
insurance benefits was 10 per cent in ArgentinacéDder 1994); and 16 per cent in Uruguay
(December 1994); (CIEDESS, 1994; ISSA, 1997b; Ressl997). In Brazil 77 per cent of
dismissed workers from firms with more than five poyees received an unemployment
insurance benefit in 1993, indicating that covenages are higher for larger firms (Amadeo and
Camargo, 1997). Barbados has the widest coverateaw estimated 60 per cent of the labour
force contributing to unemployment insurance in4,9%own from 73 per cent in 1986 (ISSA,
1997a).

The level and duration of benefits are relativébyy compared to those in more
developed countries. Replacement rates are nornmallye order of 50 to 60 per cent of last-
earned wages, with caps linked to the minimum waghigher salaries. Benefits are granted for
periods typically not longer than four months (Maeg, 2001).

In 2002 Chile started a new unemployment benefieme, one part of which consists of
mandatory individual savings and the other parsugiplementary benefits. Workers contribute
0.6 per cent, and employers 1.6 per cent, of theofiao the individual account system. An
employers’ contribution of 0.8 per cent and a statbsidy finance the “solidarity fund”. The
scheme covers all workers under the Labour Codewith a long-term or temporary labour
contract. When workers have contributed for moenth2 months, they can withdraw benefits
from their individual account for a wide range tdarly circumscribed events, such as dismissal,
resignation, retirement and death. For each evenefiis have been fixed according to the
contribution period and last earnings. In the cakévoluntary unemployment, some of the
benefits are financed by the solidarity fund, wméen there are insufficient savings in the
individual account to finance these defined besefih (private) company handles the
administration of the scheme and it is selectedthen basis of a public bidding procedure
(Bertranou, 2001a).
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According to Conte-Grand (1997), there has begmneater emphasis in the region on
developing employment services for the unemployed @n active labour market policies in
general. However, Mazza (2000) reports that uneympémt insurance systems generally lack
connection with other labour market intermediaged placement services. In a country such as
Brazil, for instance, workers are not requireddgister in the intermediary service, and payment
of the benefit is not contingent on verification eéarch efforts. As a result of fraud and
sometimes collusion between firms and workers,ousrigroups of workers have a job and
receive unemployment insurance benefits at the sanee

For the time being, the coverage of unemploymesiirance schemes is unlikely to be
extended to hitherto unprotected segments of thmlption, because it will probably face
substantial opposition from its own present bemafies and by firms operating in the regulated
sector. Only in Brazil has some expansion to nesugs been made (to traditional fishermen
and to workers affected by the drought in the Nem#t), but the expansion has been temporary
and financed through the use of excess funds. Blodtese schemes — financed as they are by
payroll taxes — are likely to face significant plers in maintaining benefits in times of rising
unemployment.

4.1.2 South and South-East Asia

At the end of the 1990s, only three economies r{&hthe Republic of Korea and
Mongolia) had any form of unemployment benefit snbeWhere formal benefits are available,
they appear to be generally modest, as in the RiemfiKorea. In China the locally set rates are
generally low. Coverage is also fairly low: justftat all employees are covered in the Republic
of Korea; elsewhere, coverage extends only to @ntynof formal sector employees.

The Asian financial crisis has made it clear th@a@mployment insurance schemes could
play a substantial role in coping with the unacablg levels of hardship caused by rapidly
escalating unemployment. Had unemployment insurangerage been sufficiently extensive in
the countries affected by the crisis, say extenttingll employees in enterprises with more than
five workers, then a majority of job losers woulavi been eligible for unemployment benefits.
A feasibility study carried out by the ILO for Themd (ILO, 1998) estimates that the required
contribution rates for a scheme that pays benfgfitsix months at a level equal to 50 per cent of
previous earnings would have been 2.5 per centagfall in the first year of operation, but
would have fallen steadily thereafter to 0.6 pertdgy the seventh year. This rate would have
allowed for the accumulation of a reserve equiviaierone year’'s expenditure on benefits.

The Republic of Korea is one of the countries that an unemployment insurance
scheme - established in 1995 - in place beforetises. Early in 1998, just after the onset of the
crisis in 1997, the social partners agreed on aepionally rapid expansion and improvement
of the scheme. This was part of a trade-off betwesmiuced employment protection and
expanded unemployment insurance coverage. In thig, whe Government and employers’
organizations obtained the agreement of workergawoizations to legislate changes designed to
facilitate lay-offs in specified circumstances.

Thailand is seriously considering the introductidran unemployment insurance scheme.
Government and social partners are now convinceabeoheed for such a scheme that would be
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financed with a payroll contribution of 3 per celtitwould cover about 7 million workers — or
about 20 per cent of the Thai labour force. Varimesasures, such as labour-intensive public
works and other social protection schemes are dereso support the un- and underemployed
outside the formal economy. The Social Securityid®f{SSO) will administer the system but
claimants will have to submit their applications k@yistration with the Employment Service
Office so as to reduce possible welfare dependandypromote self-reliance.

Table 5. Severance pay practices in selected Asian countries

Country Statutory redundancy payment

Cambodia Two weeks wages per year up to a maximum of six months wages.

China* Generally one month per year.

Hong Kong, China After two years service at capped rate per year of two-thirds of last salary or

HK$22500 whichever is lower.

India 15 days wages per year.

Indonesia One month per year up to maximum of five years.

Korea, Republic of * 30 days per year.

Malaysia Ten days for the first year, 15 days for two to five years and 30 days per year in

respect of periods in excess of five years.

Philippines One month per year.
Singapore None but determined under collective agreements.
Sri Lanka Commissioner General of Labour determines entitlements but guidance on criteria

given to employers is to pay two to three months salary per year of service or full
salary for the remaining period up to retirement, whichever is less, subject to a
maximum of 50 months salary.

Vietnam Generally, one-half a month'’s salary per year of service.

* A contributory unemployment insurance scheme is in operation.
Source: Termination of employment digest: A legislative review (ILO Geneva, 2000).

There are quite a number of Asian countries withesance pay schemes (see table 5).
Only a small minority of the working populatiore.ifrom larger companies in the formal sector,
are usually covered by these schemes. The linkbgfgese benefits to length of service makes
them more akin to a retirement provision for lomgvice employees than an unemployment
benefit scheme. These severance pay schemes andsé¢hef accumulated savings in the
provident funds (Betcherman and Islam, 2001) playdg a limited role in compensating for the
negative social consequences of the Asian cristOBi7. With regard to severance pay, many
bankrupt companies did not meet their obligatidnsthe Republic of Korea and Thailand,
special funds were set up to guarantee the paymkrseverance pay (Lee, 1998). Some
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retrenched workers could also withdraw from theivisgs in the state-run provident funds
mainly designed to provide retirement benefits. pheportion of employed workers to whom
this benefit was available varied considerably frooantry to country, and was only 12 and 16
per cent in Indonesia and Thailand, respectivelys to be noted that the average balance per
worker in the national provident fund of Indonesias rather small in 1997 (the equivalent of
US$22).

4.2  Towards an employment guarantee for the
underemployed

Labour-intensive infrastructure programmes coalg@rinciple assist the large majority of
underemployed workers in the low- and middle-incode¥eloping countries. Infrastructural
works are undertaken mainly during the lean seagioen small farmers and landless (hired)
workers are not engaged in agricultural operatiamsl have no alternative sources of
employment. However, in an urban setting they calkb be undertaken during periods of
recession or crises. These EIPs can generate em@ibyand significantly reduce poverty by
applying labour-based (but cost-effective) congtounc techniques to mainstream investment
programmes and orientating investments increasitogiards the productive and social needs of
the poor and low-income groups of the populatiohe Tprovision of limited employment
guarantees can be achieved through a reorientafi@xisting and planned investments, and
therefore does not have to be financed throughrgovent deficit spending.

421 Characteristics of Employment-
intensive programmes (EI Ps)

Much public infrastructure that is indispensatdethe functioning of a modern economy
iIs by definition capital-intensive. Labour-based tihogls are no alternative to equipment-
intensive technology for large-scale infrastructprejects, such as energy, telecommunications,
airports or paved highways. However, there are mlgny types of public infrastructure in which
labour-based and local resource-based techniquies af better alternative in terms of
employment creation, the sustainability of the asfructure and savings in foreign exchange
requirements. These include productive infrastmactfeeder roads, land reclamation, minor
dams, wells and irrigation systems, drainage ameessge); and social infrastructure (schools
and health centres).

Various studies have shown (Keddeman, 1998) #fatur-based techniques can be more
cost-effective than equipment-based techniquekesotho, for example, a comparative analysis
in the road sector showed that the labour-basduhigge was 37 per cent less expensive than the
equipment-based one in remote mountainous aretie ataily wage rate of US$4.90 (the set
minimum wage rate at the time of the study). Aaai simulation study on road construction in
Madagascar, based on project experience, has statviabour-based road projects carried out
by small-scale local contractors cost 30 to 80 qmat a kilometre less than equipment-based
projects executed directly by the government. Iditeah, they generate two to three times more
employment and save up to 30 per cent in foreigchaxge. Since EIPs are supervisory-
intensive, their cost-effectiveness is closely déidkto the quality of management and
organization.
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Public works are financed and planned by governnmwhereas community-based
projects are undertaken on the initiative and feg benefit of local groups. EIP experience
shows that works of community interest would idgdle executed on a cost-sharing basis;
communities tend to use their own (unpaid) labo cal materials, and need outside support
for complementary inputs (e.g. transport, cemedbme community-based projects benefit the
local population as a whole (e.g. schools, heddtitres, village water supply, feeder roads) and
others benefit specific user groups (e.g. irrigatischemes, soil conservation). In many
developing countries, non-governmental organizatigNGOs) and other local institutions
mobilize self-help and cash resources for communiyks when local government bodies lack
the necessary financial and human resources. Itaicecases, officially established local
institutions (e.g. village development committees)y have the main responsibility for such
works. On the other hand, community works meetirggdconomic and social needs of specific
groups tend to involve local institutions repregsentthe private interests of the future
beneficiaries (e.g. farmers’ associations, cooparsit rural workers’ groups).

In both cases, local institutions are the focain{so for expressing local needs for
community services, for planning community worksr fnobilizing local resources and for
negotiating external financial and technical suppfcting on behalf of their constituents, they
may be contracted partners of government serviodsfunding agencies that provide financial
and technical support for community works. Suchti@ats would normally define the sharing of
resources and the respective responsibilities darmgunity works at the construction stage and
would also define arrangements for future managémsrash maintenance of the assets created.

One of the salient features of EIPs is that theglf“select” the working poor who
participate in the programmes, avoiding the castlg cumbersome administrative arrangements
that characterize the targeting mechanisms forab@ssistance benefits (see chapter 5). Since
EIPs pay low wages (i.e. the going agricultural @sagn the region for similar work, or
minimum wages if these are set realistically), otdw-skilled workers from low-income
families are attracted to work for the schemes.ioler studies have shown that this form of
targeting is more efficient because not only dosEi@duce poverty, they also contribute to the
creation of productive assets. Using a generallibguim model for the Indian economy, Parikh
and Srinivasan (1993) compared the effectivenesthrefe anti-poverty policy interventions.
They found that a targeted policy of providing aaial employment opportunities through
well-designed and well-executed EIP-type rural ppagmes had a much greater effect on the
poor than untargeted food subsidies for the wholeufation and a policy of augmenting food
production by subsidizing fertilizers or increasiinggated areas. In Botswana and Kenya, the
EIPs mainly benefit the working poor but reduce ithtensity of poverty, i.e. they reduce the
poverty gap rather than the incidence of povergk({dl and Asefa, 1999). This seems to be a
development in the right direction in countries veha majority of the population live below (or
at) the poverty line.

4.2.2 Employment guarantee as a form of
unemployment insurance

Employment provided under an EIP can be organsedhat workers can obtain an
employment guarantee for a certain number of dags year. An individual employment
guarantee can therefore be seen as a form of uogmeht insurance, in which employment
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security is provided and thereby income securityhew workers demand employment and a
government meets that demand by organizing the tBEPguarantee is most extensive. This is
the basis of the Maharashtra Employment GuarantkerSe that has been in operation since
1977 (ILO, 2000). A less generous guarantee isredfdy the Indian Employment Assurance
Scheme, which provides 100 days of employment anatel (Ranade, 1998). According to
many studies on poverty, it is usually an unemplegimand income gap of 60 to 100 days,
particularly during the agricultural lean periock.ithe factor driving the labour force out of
agriculture. It is also possible to provide a comityuwith a collective employment guarantee,
for example in the form of an infrastructure inveeht guarantee, which would create a
minimum amount of days of low-skilled employment gear. Communities could then select
the poorest workers within the community for pap@tion in employment or individualize the
employment entitlements through the distributiovadichers.

In the wake of the Asian crisis, various Southe&sian countries carried out public
works programmes. In the Republic of Korea the mognes generated 440,000 jobs in 1998
and nearly 1.2 million jobs in 1999 — about 70 pent of the 1.7 million unemployed people in
that year. In Thailand also, massive programme® Warnched, using the government’s own
funds as well as donor funds. One common problemthet in many cases wage levels were set
too high, so that the most needy workers were elbttargeted. In countries, such as Indonesia
and Thailand, the public works programmes had dirdseen phased out, so that there was no
capacity to plan and implement them. Then thereewweoblems of monitoring and coordination.
In the Philippines, for instance, administrativéags led to a loss of time, and the schemes could
be started only after the dry season (suitablecdmstruction) was over. The South-East Asian
experience therefore shows that (i) with carefigécen it is possible to simultaneously achieve
the objectives of creating jobs and needed infuasire; (i) success depends strongly on the
preparedness and organization of responses tescaad (iii) programmes need to be carefully
targeted, not only through wages but also on amgg@iical basis (Betcherman and Islam, 2001).

Examining the Latin American situation, Marque®@2) concludes that there are three
characteristics of labour-intensive public worksttlare crucial in their success as income-
support mechanisms. In the first place, these progres need to be financed by the central
government and executed by local organizationsoi@#g, the wage level and criteria for
selecting the beneficiaries are to be set at thgaldevel, while local organizations should be in
charge of the selection process itself. Thirdlytat@et resources on needy groups, wages need to
be set at appropriately low levels. The overall agtpof such programmes also depends on the
resources allocated to the programmes, but the midstult point is to ensure that the
programme will move in synchronization with the momic cycle, expanding in downturns and
shrinking in upturns. In fact, the experience ia thgion shows that once the programmes are in
place, it is very difficult to reduce their size.

Governments and communities can only offer medainghore permanent, employment
guarantees when EIPs can be mainstreamed andateplion a large scale, as has been the case
in Bangladesh, Ghana, India, Kenya and Madagasbaese countries have shown that
commitment to such a policy is essential for sugceince numerous obstacles can arise,
including lack of sustained funding, lack of cohre between individual programmes, staffing
problems and the absence of a well-defined, ratipakcy towards poverty alleviation. A key
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factor in success is the transparency of procediareproject selection, contract management
and evaluation.

Successful mainstreaming requires increased migiand capacity building at the micro,
meso and macro levels: from local to central govent and from local to national institutions
or associations. Training should be given by atfitutgnal project working in parallel with the
EIP operational project. The training package sthdatus directly on whichever local small-
scale construction industry is the most successfdibstering labour-based methods. Training
and capacity building must also reach the criticelss of the government’s labour-based
technicians and administrators.

The employment guarantee function of EIPs is gtiteaned when:

e continuous evaluation ensures that targets are defined and that resources are
available to achieve them;

» beneficiaries have confidence in the institutiond mmechanisms operating the EIPs;
« effective self-targeting reduces corruption andteabness to a minimum;

* complementary measures are introduced to ensursutivéval of assets, regulate their
use and initiate a collective process involvingedirusers and indirect beneficiaries as
well as supporting local institutions (mayors, llocauncils, technical services), NGOs,
and so on.;

* acombination of various measures is applied, sagdnaining and credit schemes as well
as peak-season unemployment benefits schemesridiess (hired) workers that are
guaranteed partly by the State and partly by thallgovernment.

4.3 Policy issues

Out of the some 100 million people unemployedhea tleveloping world, probably not
more than one-fifth of them benefit from some kofdunemployment insurance. There are also
well over 750 million underemployed workers (therling poor) with almost no protection
against unemployment. Many developing countries/ideo employment protection for formal
sector employees, mainly in the form of legal iegtms on dismissals and severance pay. Some
middle-income countries provide unemployment baseéind the interest in such schemes has
grown in the wake of the Asian crisis. Supportedhyipartite consensus, the Republic of Korea
decided to relax restrictions on dismissals, in hexge for improved coverage under
unemployment insurance. Various Latin American ¢oes have unemployment insurance
schemes in place, but have not increased theirageeln general, they reduced restrictions on
dismissals and promoted defined-contribution anudéad severance payment schemes to be
financed by workers’ contributions.

The great advantage of unemployment insurancéas it provides effective income
security. It contributes to consumption “smoothing” promotes efficient job search and an
acceptance for economic adjustment. Unemploymesuramce is superior to severance pay
arrangements, since its benefits are targetedetalemployed and are dependent on collective
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contributions and not on capacity or willingness gay of individual employers whose
businesses may be in financial difficulties. Suchesnes are generally also of greater benefit to
the low-income unemployed. The recent example dleGs interesting here in that it combines
an individual savings account with supplementargrmployment benefits financed through a
solidarity fund financed by employers’ contributsoand state subsidies.

Unemployment insurance schemes can provide signifi protection in a growing
number of middle-income countries. However, theeefaur main policy issues that have to be
considered when introducing such schemes:

0] The presence of a large informal economy maydeumine the utility of
unemployment insurance schemes, because peopleecsiye benefits, while they
continue to work in the informal economy (MazzaQ@p

(i)  There is a need to look at the complementasgyween unemployment benefits and
employment protection measures (severance pay a&ugal |restrictions on
dismissals). Research on this issue has start€@E@D countries (Auer, 2000), but
needs to be extended to developing countries.

(i)  Itis probably not possible to cover unempéayyouths under Ul schemes; they will
have to be reached by specific employment meaghtazza, 2000).

(iv)  Unemployment benefit programmes need to bsallpintegrated with labour market
policies (Thuy, Hansen and Price, 2001), includimtigrmediaries, training, EIPs and
support for the self-employed. In some cases,qddlte labour market policies could
be financed by payroll contributions.

The provision of an employment guarantee for atéichamount of days per year would
be an ideal form of income security for the undeyeyed in low- and middle-income
developing countries. Attractive features of suobgpammes are that they are self-targeting and
they create productive assets for local communitiesvever, for the time being, guarantees are
only provided in very specific circumstances, sashthe Maharashtra Employment Guarantee
Scheme in India. Experience of some South-EastnAsiaintries shows that such programmes
can create a massive amount of counter-cyclical gaation, particularly if the country is
organizationally prepared for crisis situationsLatin America, it has generally been difficult to
finance programmes in synchronization with the eooic cycle. For the creation of — more
permanent — direct job creation in rural areaswaitiin the context of EIPs, it would be possible
to provide some limited form of employment guarant@der three main conditions: (i) a strong
policy commitment at the national level; (ii) thepacity at the local level to manage EIPs; and
(iii) transparent procedures for project selectmmtract management and evaluation.

5. Tax-financed social benefits

Following Sen’s approach, chapter 1 developeddba that poverty should be seen as
capability deprivations. People are poor when theyin ill health and illiterate, when they are
undernourished and live in substandard housing,véreh they are vulnerable to various risks
that reduce or eliminate their employment capaaitg social functioning. Social (protection)
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policies and social insurance build up and safehulese capacities, but they can often not
prevent the fact that people have low incomes medr poverty.

Many people — working in the informal economy boge without any labour market
attachments — have little or no contributory cafyadhs a result, tax-financed social benefits
provide their only prospect for social security emge. A considerable number of developing
countries have set up tax-financed social benefieses that provide basic income security for
those in need. In a few countries such benefitsaise partially financed by social insurance
contributions. Compared with developed countribs, 4cope for tax-financed benefits is much
smaller in developing countries where governmematgehfewer tax resources at their disposal.
However, this scope could widen in the future,off® basic income support could be financed
from international resources.

This chapter will first review the conditions fentitlement to such benefits and discuss
issues, such as targeting and eligibility criteliawill subsequently examine the characteristics
of tax-financed social benefits schemes, such asrage, financing and administration, and will
then assess the impact of some of them on the tieduaf poverty. The chapter will conclude
with some key policy issues.

5.1 The question of targeting and eligibility crit eria

Wherever tax-financed expenditure is involvedjsitnecessary to bear in mind that
“public policy, like politics, is the art of the psible ... combining theoretical insights with
realistic readings of practical feasibility”. SEIBP9) also stresses that it is not sufficient ® se
entittement to basic social provisions (medicakrmtibn, education, income security) as an
inalienable right of citizens, but that — given timaitation of economic resources — there are
serious choices to be made.

Sen (1999) argues that when social support isngorethe basis of direct diagnosis of a
specific need (such as having a particular illr@sbeing illiterate), there will be little abuse in
the free provision of education and health care.tHa same vein, van de Walle (1998)
distinguishes between broad and narrow targetimgad targeting is applied to government
expenditure items, such as basic health and edug¢atihich mainly benefit the poor, but also
the rich. Broad targeting is justified here, beeaos the many beneficial effects it confers on
society as a whole. Narrow targeting is more appatg in the case of tax-financed social
benefits where the goal is to support the poonartderable.

However, when the public provision is based onemme’s income (being poor), there is
the further issue of checking the person’s econammaumstances. Since, in the latter case, the
potential beneficiaries are also agents of actio@,art of “targeting” involves an assessment of
the various types of behaviour that beneficiarigghindisplay. The possible distortions that may
result from targeting include the following (Se®99):

(i) Information distortion . The policing system may be successful in miningzihe
inclusion of non-poor beneficiaries (“type 1” efyobut — in doing so — may exclude
some really needy people (“type 2” error).
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(ii) Incentive distortion . Targeted support can affect people’s economic \neta (for
instance a deterrence for economic activities) arad/ even lead to the loss of
economic growth in general.

(i) stigma. When a system requires a person to be identigabar, this has an effect on
one’s self-respect as well as on respect by others.

(iv) Administrative costs, invasive loss and corruption . The targeting mechanism requires
an extensive administration that pries into peaplptivate lives and is open to
corruption.

(V) Political sustainability and quality . The beneficiaries of targeted social support are
often weak politically and may have insufficientwer to demand quality services.
This consideration has often been the basis foingdwniversal” programmes, which
would receive wider support.

These distortions affect — to a greater or lesg&nt — all targeting mechanisms, which
has led some analysts (Standing, 1999a) to plead fmove towards an unconditional basic
income. This approach has various attractive ptagserin particular the fact that the take-up
rate, and its poverty reduction effectivenessniprinciple very high compared to means-tested
social assistance benefits. Most of the researchh@nidea has focused on the developed
countries, and the two main issues with regardstéeasibility concern its financing costs and its
possible impact on employment. Among the develogimgntries, South Africa is probably the
first that is considering the introduction of a Bacome Grant, which would provide general
income support on top of already existing tax-ficeth and social insurance benefits (Samson
et.al., 2002) Probably the least problematic wayaogeting is to provide a basic income, with
no or few conditionalities, to population groupstheut labour market attachments, such as
children and the elderly.

Targeting mechanisms can be so designed thattir@ynize the various distortions that
were mentioned earlier. It is therefore usefulxtareine the various ways in which targeting can
be applied most effectively. Some targeting medrasi may perform better in some than in
other circumstances. Basically, there are two ristfunctions of targeting mechanisms: the
identification of eligible individuals (eligibilitycriteria) and the (four) channels for reaching
beneficiaries (administrative, market, communitg amdividual). In an attempt to reconcile the
two functions, Devereux (2000 and 2002) reviews #féectiveness of four targeting
mechanisms.

Individual assessment is the most objective and accurate targeting mashain theory,
but the most difficult and costly to implement inaptice. Means-testing requires measuring
every applicant’'s income, comparing this againghinimum standard (e.g. the local poverty
line) and supplementing observed income deficith wublicly funded cash or in-kind transfers.
In the developing countries it is often impossibdeassess the income and asset situation of
individuals or households, so indicator targetafprm of categorical means-testing, is applied.

Proxy indicators of poverty and vulnerability are administrativelynpler and cheaper
than individual assessment and are less susceptblaanipulation by applicants, physical
characteristics being more difficult to conceal abrange than income or food consumption.
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Typical proxy indicators are demographic (persoctaracteristics, such as age, gender and
disability), geographic (“disaster zones”) or otgesup characteristics (family situation, landless
labourers, etc.).

In a less traditional model, the process of eligypb and means-testing may be
computerized on the basis of various proxy indiat®ne example is the “Proxy means-testing
for the distribution of humanitarian aid” in Armenthat was first applied in 1994 as proxy
means-testing for the distribution of humanitarad. The system is now based on voluntary
registration according to which people are requicedroduce a number of documents on family
composition, salary, pensions and assets (owneoshgnd, car, cattle, equipment). A formula is
then used to calculate a score for the househdalttating its status. Employment and car
ownership exclude households from assistance. Aasimethod is being used in the Education,
Health and Nutrition Program/Programa de EducacBaiyd y Alimenacion (PROGRESA) in
Mexico, which targets poor villages and familiesngsan econometric model that aggregates
several socio-economic variables. In this casegttmomic model is structured to give heavy
weight to families with children and to provide iacentive for these children to attend school. A
recent assessment of this procedure comes to tiedusmn that the targeting on poor localities
is sufficient and that no great targeting efficigme gained through a more complex, additional
targeting on poor households (Skoufias, Davis aad.®Vega, 2001).

Community targeting exploits the personal knowledge that community mensithave of
each other, so that the community itself takes amesipility for identifying vulnerable
individuals and households. Programme adminissataght impose eligibility criteria that the
community is better placed to observe and verifg.(Bvestock ownership), or the community
may select beneficiaries without explicit criterfa.g. through discussion). In a thorough
overview of community-based targeting mechanismsnwg and Kevane (2002) come to three
conclusions. First, benefits from utilizing locafarmation and social capital may be eroded by
costly rent-seeking by political entrepreneurs winay wish to set up community organizations
to distribute public resources. Secondly, the pmemmprovement in targeting performance
from local notions of deprivation must be tempelbgdhe possibility of programme capture by
local elites and by the possibility that local ereinces are not pro-poor. Third, the intended
outcomes may be undermined by unforeseen strataggeting by local communities in
response to national funding and evaluation catest by declines in political support. They feel
that some of these pitfalls can be overcome by eerhgbrid approach, including categorical
targeting and imposing rules for targeting and aotability.

Self-selection is popular with designers of transfer programmesabse it is almost as
accurate as individual assessment — and consigiemaiye accurate than crude proxy indicators
— but much less expensive to implement. Self-s@lgctnechanisms target the revealed
behaviour of beneficiaries, rather than their inesmwhich they have incentives to conceal.
Programme designers persuade beneficiaries to tsétemnselves by manipulating the
benefit/cost ratio to screen out the non-needynim af two ways. Either the value of the transfer
is so low that it discourages all but the poor frapplying (e.g. price subsidies on less preferred
food item) or the costs of assessing the transéenmeade prohibitively high for the non-poor. As
noted in the previous chapter, public work prograaraxploit self-targeting by adjusting both
elements: participants are required to work fortthesfer — a significant “access cost” in terms
of time and energy expenditure, as well as stignthapportunity costs — and its value (in cash
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wages or food rations) is typically set below losalge rates. Another example of offering in-
kind benefits that only low-income people wouldegguicis provided by Mongolia. In this country
local assistance councils provide winter clothing &oots for children who would otherwise be
unable to attend school. They also provide freeHes as well as discounts on rent and fuel
costs for people with disabilities and elderly peogho have no family support or have not been
able to insure themselves during their working (ifan Ginneken, 1995).

Tax-financed social benefits may also be subjectligibility criteria other than the
means test and proxy variables, which induce petupkedopt certain behaviour. Such criteria
emphasize the complementarity between variouspaverty policies and may also promote
certain social concepts. In India, for example,ardty assistance benefits are provided only for
the first two live-born children. In addition, inuarat, India widows’ pensions are available
only for one year during which time the widow iwven training to acquire a skill that she can
use to earn a livelihood (Sankaran, 1998). In Ecuddelasquez Pinto, forthcoming) the tax-
financed benefit called “Bono Solidario” is only oprded if beneficiaries are willing to
participate in training activities that preparernthor employment. In these cases, the provision
of tax-financed benefits also contributes to thiei@ement of family planning and employment
objectives.

5.2 Coverage, financing and administration

In most developing countries, tax-financed sobmefits take a relatively low priority
among the other social policies. As a result, peakooverage by such benefits are usually low
and benefit levels are often well under the povéirtg. As noted before, tax-financed social
benefit schemes in developing countries tend todoan particular contingencies and specific
needy groups, such as widows, orphans, childresgbtéd and elderly people. Compared to
other developing countries, those in Latin Ameca the Caribbean have the most developed
social assistance programmes, possibly becauseséatien 3.1) personal coverage of social
insurance pension schemes has hardly increasedtitgrast 10-20 years (Bertranou, Solorio
and van Ginneken, 2002). They have set up nonibobdry pension schemes, and more
recently some countries have introduced child henefbased on school attendance
conditionality. In other developing countries theaee a few developed tax-financed social
benefit schemes, such as in China, India and Soutfeica.

5.2.1 Latin America and the Caribbean

Some 11 countries, six from Latin America and ffvem the Caribbean (Mesa-Lago,
2001), have legally established social assistarosipns for the poor, and most of them apply a
means-test based on observed family per capitanacdhese pensions are invariably awarded
for the risks of old-age and disability, but less fer survivors. In some countries, such as
Argentina, coverage is extended to other vulnergldeps, such as mothers with large families.
Both the number of beneficiaries and expenditurfesozial assistance pensions are usually
lower than those of social insurance pensionsdthtian, the average social assistance pension
is and should be smaller than the insurance pensmms to avoid both disincentives for the
insured’s compliance and incentives for free ridisge table 6)
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Table 6. Benefits of social assistance pensions in some Lati n American and Caribbean
countries, 1997-8

Percentage of social assistance Ratio of social  Monthly average

over total social security insurance over  social assistance

Number of Pension social assistance pension

Country pensioners® expenditures average pension (U.S. dollars)
Argentina 8.2 4.0 25 150.00°
Bahamas® 76.5 45.5 1.5 -
Barbados® 58.5 39.9 1.4 -
Brazil 10.2 5.7 1.9 108.72
Chile 34.7 7.4 2.9 52.37
Costa Rica 49.7 15.9 5.2 31.18
Cuba® - - 2.4 1.90
Uruguay 9.1 5.6 1.8 134.13

= Not available.

In some countries refers to number of pensions (one person may receive more than one pension).

This figure might be inflated because it is the average of several programs not all of which are assistance.
Data are for 1986.

Data in the third column are for 1995.

Source: Mesa-Lago (2001a).

a0 oy

In Latin America and the Caribbean, social asstsais financed from three main
sources: (i) tax revenues (ii) special payroll citions; and (iii) transfers from social
insurance funds. The available data indicate timf a small proportion of social security is
devoted to social assistance and that assistampenéitures are usually lower than 0.5 per cent
of GDP. Evidence from Brazil, Chile and Costa Rsta@ws that the bulk of fiscal subsidies are
allocated to social insurance pensions for privategyroups (e.g. members of congress, the
judiciary, other civil servants, members of the ednfiorces), and very little is assigned to social
assistance for pensions. The administration ofat@ssistance pensions is highly centralized,
with little input from local levels and beneficias. It would in fact be better for social insurance
institutes not to be put in charge of social aasist pensions, because in some countries, such as
Costa Rica (Duran, 2002), it does pay assistanosiqas, even though taxes and contributions
are insufficient to cover costs. It is not rarefital abuse in the allocation of benefits. Recent
reports on social assistance pensions in BrazilGwata Rica claim that there are irregularities,
such as the simulation of poverty (indigence),ntkéism and the introduction of politics in the
selection of beneficiaries (Mesa-Lago, 2001a).

In a few recent studies carried out for the IL@, atempt was made to measure the
impact of non-contributory pensions on poverty un in three Latin American countries:
Argentina (Bertranou and Grushka, 2002), Brazih(&arzer and Querino, 2002) and Costa Rica
(Duran, 2002). The methodology used for this puepssexplained in figure 1, and it compares
the poverty status of people before and afterrdnester of certain benefits.
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Figure 1: Change in poverty status of target population as a result of (pension) benefits
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A: Post-benefit poverty gap.

B: Effective reduction of the poverty gap for those (pre-benefit) poor, whose post-benefit incomes remain on or below the poverty
line.

C,: Effective reduction of the poverty gap for those (pre-benefit) poor, whose post-benefit incomes are above the poverty line.
This section corresponds solely to the percentage of the pension enabling them to reach the poverty line.

Ci: Amount of benefit that lifts the post-benefit incomes of the (pre-benefit) poor above the poverty line. Such benefits are
unjustified so long as there remains an uncovered poverty gap.

D:  Amount of transfer that goes to the (pre-benefit) non-poor. Its existence is obviously unjustified, since its reallocation to those
in need would diminish the residual poverty gap.

Thus, the portion of benefit that reduces the pyvgap corresponds to the sum of the
areas identified as B and, @n determining this sum, it is important to keepnmnd that
(assuming a uniform distribution of household inejrthe total pension amount granted to a
direct beneficiary (except for those who live alpatso contributes to reducing the poverty gap
of the other members of the household.

In Argentina in 1997 (see table 7), households vaéneficiaries of non-contributory
pensions saw the incidence of poverty reduced bye&lcent and the incidence of extreme
poverty by 67 per cent. The greatest poverty redndtmpact is felt in large households with
children. The poverty reduction effectiveness latreely small among elderly people, because
of the so-called auxiliary pensions (“pensionexgitales”). These pensions — which represent
almost half of all non-contributory pensions — aselally higher than the other pensions and are

53



accorded to special persons, including ex-Presiclevito are generally not poor. In Chile the
reduction of (extreme) poverty incidence improveshsiderably during the 1990s, principally
because of improved targeting. In fact, they refirthe criteria according to which non-
contributory pensions were awarded.

Table 7: Effectiveness of non-contributory pensions in reducing the inc idence of poverty and
extreme poverty among households, Argentina, Brazil, Chile, and Co sta Rica, 1990s
and 2000 (in percentage)

Extreme poverty Poverty

With Without ~ Reduction of With Without Reduction of

pension pension incidence pension pension incidence

(@) @ (3 =* ) 5) (6) =

Argentina (1997) 10.0 30.4 67.1 39.1 56.5 30.8
Brazil" 1.2 26.6 95.5 4.6 6.5 29.2
Costa Rica’ (2000) 32.0 40.7 21.4 18.7 24.7 24.3
Chile (1990) 12.8 20.3 37.1 25.0 27.5 9.2
Chile (2000) 3.7 12.0 69.0 13.0 16.1 18.7

"The incidence is measured in terms of persons rather than households.
The percentages related to «with pensions» also include the impact of contributory pensions.

*((2) = (1)) * 100/ (2).
“*((5) —(4)) * 100/ (5)

Source: Bertranou, Solorio and van Ginneken (2002).

The figures on Brazil and Costa Rica are not cetep) comparable, because the “post-
benefit incomes” include not only non-contributdoyt also contributory pension benefits. The
figures show a very high reduction of extreme ptweeduction in Brazil, where the rural
population benefits most from the non-contributpgnsions. In Brazil there are two flat-rate
pension programmes: the rural one reaching abaouillibn beneficiaries and the urban one
about 2.1 million. In total, about 14 million peepdre lifted out of poverty out of a total “pre-
transfer” poor population of about 94 million peeplThe effectiveness of the Brazilian
programme is the highest, probably because it sotrex relatively poorer population in rural
areas better that in Costa Rica.

Figure 1 shows that there is also another indic#tat measures the poverty gap
reduction effectiveness. This is defined as thegrange of total benefit expenditure that is
devoted to the reduction of poverty ((B+CO0)/(B+Ca#D)). Even though no formal
calculations were made on this aspect, it appdatsArgentina performed somewhat less well
than the other three countries, mainly becausege lpart of the non-contributory pensions is
awarded to the non-poor.
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Various Latin American countries (Lavinas, 2004y started to develop child benefits
that provide incentives for school enrolment andigi@ation. Brazil has developed its Bolsa
Escola programme and Mexico its PROGRESA progratmaiefollows an integrated approach,
including health, nutrition and education servid@ROGRESA reaches about two million poor
households with up to three children in 41,000 liea in 30 states. The educational benefit
increases with the level of education, and — fohiéd in the third year of secondary education —
it can reach an amount equal to 46 per cent ohtleeage earnings of a male agricultural worker
(Inter-American Development Bank, 2000). Group cargons of enrolment rates revealed that
the poor in beneficiary communities were more ki enrol their children in school than the
poor in control communities. The enrolment rate dbgible children who had completed the
sixth grade was 55 per cent, compared to 43 per icecommunities not reached by the
programme. However, preliminary evidence on thebupf labour shows no decrease in child-
labour participation rates.

5.2.2 Sedlected countriesin Asia and Africa

In several Southern African countries, such as iR@EnSouth Africa and Zimbabwe,
there are legal provisions for social assistancefis. In Zimbabwe these benefits cover a very
small part of the (urban) population, and are piestion the conditions that an individual cannot
find employment and is unable to receive assistdrm@ their family. The programmes in
Namibia and South Africa are much more extensileyTstarted out as universal benefits for
the white population, but they have now been exdrid the whole population. As noted before,
South Africa is considering the introduction of asle income grant, which would provide
general income support on top of already existmgfinanced and social insurance benefits. In
Namibia (Schleberger, 2002) there are plans totheruniversal programme into a means-tested
social assistance programme.

One of the innovations in benefit delivery in Nami— as well as South Africa — is that
most of the payments have now been outsourcedéithistry of Health and Social Services
to a company called “United Africa Pay Masters (UPMvho won the open tender. UPM
introduced a totally new system, which can bestdbscribed as a “Mobile Bank”, using
automatic teller machines for the payouts. Everysmmer is issued with an electronic
identification card with PIN number and fingerpridentification, which is read as verification
of identification by the ATM. Mobile teams of sixepsons are designated to areas where cash
pay points have been set up by the Ministry. Usimgjtechnology can contribute to reducing the
irregularity of payments that is characteristicsoicial assistance programmes in many other
developing countries.

There is a variety of assistance measures taggetinthe poor in Asian developing
countries, but most of them have been ad hoc asgbnsive in nature rather than part of any
coherent social assistance system. However, itwthéargest countries of the region, China and
India, an attempt has been made to design a mber@at system. In mid-1995 the Government
of India introduced the National Social AssistaRtegramme, consisting of three cash benefits
(Jain, 1999). The first is a pension of Rs.75 (s US$2 a month) for people over age 65
with low incomes and generally without relatives. 1999-00 more than 6 million old-age
pensioners received this benefit, often supplenceatethe state level with amounts varying
between Rs. 25 and Rs. 75. Other social assisteernadits are a lump-sum payment of Rs. 5,000
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for families whose primary income-earner dies befibhre age of 60; and a payment of Rs. 300
per pregnancy, up to the first two live births.

In March 1999 the Government of India announcedttaar social assistance scheme,
“Annapurna”, under which an elderly destitute welceive 10 kilogram’s of rice or wheat per
month free of cost through the existing public mlsttion system. This scheme aims to cover
those destitute persons who are also eligible Her National Old-Age Pension Scheme. It is
estimated (Irudaya Rajan, 2001) that one-fourthndfa’s elderly already receive some social
assistance from the centrally funded Scheme/Anmapwchemes and complementary State
schemes. The benefits provided enable senior odize buy their basic food, and some non-
food, requirements. If pensioners are living widmilies, the pension makes them less of a
burden and enhances their acceptability among kirgirelatives, neighbours and friends.

In its transition to a market economy, China atsmdernized its social assistance system
(Hu, Cai and Zhai, 1999). The minimum livelihoodotaction scheme for urban residents
provides supplementary subsidies from the Governmogooor urban households whose average
per capita income is lower than the minimum livebd protection line. In 1994 it provided
relief to 3 million people out of a total of 13 fivh poor people in urban areas. In rural areas the
Government started to experiment with a minimurelihood protection system that provides a
combination of benefits in cash and in kind. In thie-1990s more than 3 million poor people in
rural areas received regular relief allowancessasidies.

Among the Asian countries with a systematic so@akistance policy, India has
witnessed the pioneering of many social assistaobemes at the state level and the subsequent
development or funding by the central governmehe National Social Assistance Programme
is now fully funded by the Central Government wittguidelines, but administered by State
governments. An evaluation of state programmes ufai@t, Orissa and Uttar Pradesh, India
(Sankaran, 1998) showed various cases of patroafee selection stage and of abuse with
regard to cash payments. It also highlighted theoua problems in determining a suitable
means test. In China, the city or district governtae- with some additional financing from
enterprises — finance social assistance. In urlpaasasocial assistance benefits are fixed and
distributed by the local government branches ofMimastry of Civil Affairs that has the overall
responsibility for social assistance. In rural ardhe rate of minimum livelihood protection is
determined by the county or township governmenticiwfalso manages the social assistance
funds.

5.3 Policy issues

This brief review has demonstrated that tax-fim@hsocial benefit programmes need to
be coordinated with other anti-poverty policies daskic social security benefits, such as the
employment guarantee (see chapter 4). In a widesesehey also need to complement policies
in the areas of employment (chapter 4), healthfi&ha?), education and the family. Ways to
achieve this coordination are to establish therjies for financing and to add certain eligibility
criteria for the provision of benefits. Finally gite is an intimate complementarity between social
insurance and tax-financed social benefits, sinceaften the lack of social insurance schemes
that generates the demand for tax-financed benefits
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In many developing countries tax-financed sociahddfits are targeted to categorical
groups (elderly people, widows and children) whaehtew or no potential links with the labour
market. This review shows that benefit levels aeguiently lower than the poverty line, which is
mainly due to the lack of public funds, but it alsgrves to maintain incentives for contributing
to social insurance (in Latin America). Even thouggtial benefit levels are low in most
developing countries, they appear to be a welcarmpelement to family income and encourage
the integration of children and elderly people witthe household.

This chapter has distinguished four targeting raa@ms: on the basis of income, on
indicators other than income, on community assessared on self-selection. In the developing
countries it is often difficult to obtain a preciskea of incomes, so that targeting on the basis of
indicators and self-selection are generally morpr@griate. Community assessment may be
biased as a result of local power dynamics. Theonapt thing is to make sure that the test is
simple and clear-cut, so that local government@fs and beneficiaries can comply with them
and that possibilities for abuse are reduced tortimemum. The use of so-called “mobile banks”
— as shown by the Namibian example — may contrilbtmta more reliable delivery of social
benefits, particularly in rural areas.

There is a great variety in the mix of central &chl government responsibility for the
financing and administration of tax-based benefithe right mix for one country is not
necessarily that for another, since there areréifiees in the levels of economic development, in
values and in government administrative capacitg atructures (federal versus unitary for
example). In addition, the right mix will depend the role of these benefits within the context
of anti-poverty policies in general. Nevertheleisss generally better for tax-financed social
benefits to be mainly funded by the central govesnin This guarantees that people in all
regions of the country have access to the same basiefits, which if necessary, need to be
adjusted for cost-of-living differences. Local aratjional governments can add other benefits
(often in kind) to this basic benefit, for exampde housing and food or work.

Tax-financed benefit programmes, and in particataral assistance, are often subject to
a variety of political pressures. The middle classe usually the primary beneficiaries of public
social spending, with the poor left out and thén fi@mving alternatives in the private sector at
home or abroad. Spending that is narrowly targete@rd the poor may not be supported by the
middle class, which is often the government’s nvasial and politically important constituency.
Alternatively, arguments in favour of fiscal rigoumay lead to the conversion from “universal”
to means-tested benefits. Finally, the choice ohekieiaries and implementation of the
programme may be under direct influence from theddal Congress, as shown by example of
Argentina. It is therefore important to aim for adsbased social security schemes that have the
support of the majority of the population. Such esules should consist of a strong social
insurance component, complemented by cost-effetdix«inanced benefits.

Finally, this chapter has limited its attentionstatutory schemes financed by national
resources that ensure the basic income supporint&mational consensus is growing on the
need for international financing of temporary sbassistance measures for countries affected by
wars, disasters and crises. However, there isalseed to start thinking more systematically
about the global financing of basic social secur{gcording to recent estimates, it would take
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about 2 per cent of global GDP to lift every onetteé 1.3 billion currently poor people out of
poverty.

The ILO is currently examining the feasibility af“Global Trust Fund” or a “Global
Social Net”, which aims to lift people in the postre&ountries out of poverty faster through the
provision of basic social security. The objectigeo provide some social security to about 100
million people who are excluded from all forms btaday, within the next one to two decades.
The main benefits supported through the Trust Wwél combined national and community
initiatives to provide basic health and anti-poydrtcome support benefits. It is expected that
the financing will be provided by a voluntary sdciecurity contribution from wealthier
countries. The programmes would be executed threugting social administration institutions
in the recipient countries.

6. The gender dimension

In developing countries, women dominate the grougst likely to be without social
security: unpaid family workers and home-basedeigorkers. Nevertheless, there has been an
overall rise in female labour force participatioreo the past 20 years, including in the formal
sector. However, this rise in the number of womerhie formal work force has occurred at a
time when labour markets are being deregulatethaoformal sector working and employment
conditions have begun to increasingly resembleethadsthe more casualized segments of the
labour market where women workers were previouslya found. In other words, there has been
a dual “feminization” of work (Standing, 1999b): faminization in terms of the gender
composition of the workforce and a feminization terms of the conditions of work and
employment.

Women are often in a disadvantaged position indheur market. They may face direct
discrimination and they are part of a genderedsaiwi of labour at home where they undertake a
very large share of unpaid caring work. This disreflects certain biological factors (such as
pregnancy, child birth, breastfeeding and sexualggcially-ascribed roles and responsibilities
(care of children and family; ‘secondary earnedts$) and marital status. As a result, women
are less able than men to take on or remain irtifud employment. This division affects the
type of work women can undertake and the numbeyeairs they can stay in employment
covered by social security. It often has an advef§ect on their real earnings and earnings
potential (due to gendered perceptions of empldyers their ability to attain and pursue
training and on their prospects for professionabadement.

Finally, the nature of statutory social securityaitable in many mainly low-income
developing countries does not correspond — or wegiequately corresponds — to the needs of
women workers. First of all, there are the genérainly gender-neutral) factors that exclude
many workers from coverage, such as workers incaljure, domestic workers and those
outside the formal labour markets, where womentlagemajority. These factors relate to the
legislation and governance as well as to benefitamtributions structures that are not suited to
the needs and contributory capacity of the majaftyhe workforce (see chapters 1 and 3). But
there is also the specific influence of the “matedawinner” model that underlies part of the
statutory social security regulations.
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This chapter will first give a short overview dfQ’s perspective on gender and social
security, as reflected in various Conventions al agethe approach to gender issues within the
Decent work strategy. It will then examine the was ways in which statutory social security
systems can contribute to gender equality. Thel tbéction will draw some lessons about the
social security needs of, and mechanisms for, wamdéme informal economy, based on a larger
review of experiences, projects and organizatidhg chapter will close with some concluding
comments.

6.1 ILO’s perspective on gender and social securit y

Over time, there has been a change in the typésfstandards relevant to women -
from protective conventions to those aiming at mgvivomen and men equal rights and equal
opportunities. The adoption of Conventions No. 1001 and 156 marked a shift in traditional
attitudes concerning the role of women; they recghthat family responsibilities affect not
only women workers but also male workers, the faraid society. More recent social security
conventions prohibit discrimination. One is the Btaity Protection Convention (Revised), 1952
(No. 103), which states that any contribution shwl paid in respect of all men and women
employed by the enterprise without discrimination the basis of sex. The other is the
Employment Promotion and Protection against Uneympént Convention, 1988 (No. 168)
which requires equality of treatment, for all persgrotected, without discrimination on the
basis inter alia of sex, while allowing member &tato adopt special measures to meet the
specific needs of categories of persons who hastepiar problems in the labour market.

Other ILO Conventions not specifically relatinggocial security do of course expressly
prohibit discrimination on the basis of sex, namitlg Equal Remuneration Convention, 1951
(No. 100), the Discrimination (Employment and Ocatign) Convention, 1958 (No. 111) and
the Workers with Family Responsibilities Conventid881 (No. 156). With a view to creating
effective equality of opportunity and treatment foen and women workers, the last of these
prescribes that all measures compatible with natioonditions and possibilities shall be taken
to account for their needs in social security. Thecrimination (Employment and Occupation)
Recommendation, 1958 (No. 111) recommends thateafions should, without discrimination,
enjoy equality of opportunity and treatment in spof social security measures.

The protection of the reproductive function of wermis intimately linked with the
promotion of gender equality. Maternity insuraneméfits are critical for allowing women and
their families to maintain their standard of livimdpen the mother is unable to work. Throughout
its history the ILO’s approach has been to enshat women workers have this entitlement,
from the adoption in 1919 of the Maternity ProtentiConvention (No. 3) to the adoption in
2000 of the Maternity Protection Convention (Re#ljséNo. 183) and Recommendation (No.
191).

As noted in chapter 1, the most recent ILO thigkim gender is included in the “Decent
work for all” strategy, which was introduced in tBé&ector-General’s first report (ILO, 1999a)
to the ILC. The Decent work strategy adopts a bneapective on work, which includes not
only (paid) employment but also all forms of unpaiork, including work at home, so as to take
gender roles into consideration. Decent social r#gcoan therefore play an important role in
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achieving gender equality, if all people — workimgn and women (remunerated or not), as well
as children and elderly — can have independentsadoesocial security.

6.2  Statutory social security schemes

The impact of social security schemes is mostedgdelt at the level of the household,
and in particular on the distribution of benefitstlieen men and women. However, if social
security benefits were better suited to the neédgmen, they could also lead to greater labour
force participation, which in the long run woulciease the personal coverage of social security
schemes and contribute to poverty reduction. Wedard to social insurance, the (old-age)
pension and maternity benefit have the most obwygigler implications. Depending on whether
men or women within the family receive tax-finanatial benefits can have an impact on the
gender bargaining balance within the householdoemits expenditure pattern.

6.2.1 Reducing the gender pension gap

Some women working in the care and/or informahecoy may be covered through their
husbands’ contributions to statutory pension sclserfibese entitle women to derived pension
rights that are typically lower than those for mém.addition, these entitlements are often
dependent on whether the couple continues to digether, which leaves women in a potentially
vulnerable position. Particularly in Latin Americthe gender impact of statutory pension
schemes has been investigated, against the backbfuthe introduction of funded pension
schemes (see chapter 3).

Bertranou (2001) finds that — in practice — tradidl PAYG-D(efined)B(enefit) schemes
are more beneficial for women than F(ully)F(undBdgfined)C(ontribution) programmes.
PAYG-DB systems have a benefit formula that reieplicitly on unisex life tables, and often
still provide women with benefits at a lower pemsible age than men. Alternatively, many
PAYG-DC schemes tend to base pension benefits amnga during the last few years of
working life. Since men have steeper earning psfthan women, they pay contributions on
relatively lower wages in their earlier years. Hoe® in principle both PAYG and FF
programmes can be so designed that they contribgender equality.

Bertranou (2001) also reviews a number of poliptiams to overcome the gender
pension gaps. The equalization of retirement agesnien and women would favour women
under FF-DC schemes, because it would help themctomulate a larger pension savings.
However, gender-based annuity formulas under a EFgdogramme give retired women
relatively lower pensions, since they tend to liweger than men. Splitting pension assets and
entitlements would be a way to protect women inttbesehold care economy against their risks
of financial dependence on the husband and (patig)nst that of losing labour market skills.

6.2.2 Benefitsfor children and parents

These benefits have generally been introducedderdo help families cope with the cost
of raising children. They also have an importamhé to play in promoting gender equality. Over
the years, some countries have modified their systey subjecting some family benefits to a
means test, usually in order to economize on pa@xpenditure.
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Developing countries have in many cases beentegltito introduce family benefits, in
the belief that these would aggravate the problemgh fertility. However, there are indications
that benefits for children can greatly contributeincome security and can enhance school
attendance (see also chapter 5). They are norpailtlito the mother, as the parent most directly
concerned with the care of the children, which iowes the intra-family income distribution and
helps to promote gender equality. Greater provisiochildcare services has also contributed to
this objective by giving mothers greater autonomg epportunity to enter the labour market.

Maternity protection is an important aspect ofoime security for working women, one
that the ILO has been strengthening by the revisibrthe relevant International Labour
Convention. The provision of maternity benefitsotigh social security ensures that costs are
shared between women and men workers and theieagp employers. Making maternity
benefits an employer’s liability, as in certain d®ping countries, fails to ensure this solidarity
and can lead to discrimination in recruitment agamomen of childbearing age. Parental leave
— rather than benefits — have been introduced tynaber of (developed) countries, in order to
allow either parent to take time off work to cace & child in the early months of its life. The
guiding principle is that parents should have tgbtrto choose who should receive the benefit.
For those who wish to share, an option is usualgilable which allows each parent to receive
part of the benefit. The introduction of this optioas helped to facilitate greater gender equality.

6.2.3 Gender impact of social assistance
benefits

In most developing countries, the family is thaditional social institution for the care of
the elderly and is expected to continue the roleawé-giver as the principal source of support
and security in old-age. The most crucial aspeclivirig arrangements of the elderly is co-
residence with adult children in extended famileesmulti-generational households where kin
provide income, personal care and emotional sugpdhe elderly. This traditional value system
seems to be gradually diminishing, because of devtange of factors, such as smaller family
sizes, increased labour participation of women,ratign of young family members, and a
gradual breakdown of common ownership arrangenfentand and their means of production.
These social, economic and demographic changehai@g profound implications for the
circumstances under which the elderly will livetire future. In the developed countries and
various middle-income countries, these changes leavi® the situation where the elderly do not
live together with their children.

In traditional rural areas, such as in Orissaidydhe majority of the elderly live with
their married sons. However, a recent study in #nea finds that living arrangements of the
elderly are not homogeneous, but differ signifibant terms of age, gender, marital and
economic status. For instance, poor elderly women rmuch more likely to live alone as
compared to poor elderly men. This is partly duehi higher life expectancy of women, but
also to the fact that, in a patrilineal societylsas Orissa, women do not inherit land (Panda,
1998). In addition, the most critical test of theirlg arrangements comes when one of the
parents dies and the other becomes struck by senmus ailment requiring constant nursing
(Shah,1999). According to Shaw (1999), the care pdrent can then become problematic.
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The first role of tax-financed pensions is therefto provide income security to the
elderly, particularly the most vulnerable amondent (see also chapter 5). In addition, basic
pensions for the elderly will release some of thespure on children to financially maintain their
parents. This in turn gives people greater freedomeduce family size, which is especially
beneficial to women, but also critical to overadveélopment goals. It is quite clear that pensions
are not sufficient to adequately deal with theagitin of the elderly, because apart from income
security and family care, the elderly also needessdo health security, shelter and possibly
institutional care (Subrahmanya, 1999).

Many tax-financed social benefit programmes ammpged on assumptions similar to
those underlying the economist’s model of the upitaousehold, which is that resources are
pooled equally within the household. A large numloérstudies from various disciplines
(Sabates-Wheeler and Kabeer, forthcoming) indittegeincome is not always pooled within the
household and where it is there are intricate ifgraily dynamics that determine the distribution
of income between members. A consequence is tfatafitial control of income translates into
different patterns of expenditures. For instan@secstudy material indicates that relative to
women, men spend more of the income under their oamrol on consumables such as,
alcohol, cigarettes and status goods. On the dihad, women are more likely to purchase
goods for children and general household consumpti®imilar changes in household
consumption are found for tax-financed pensionselVthe elderly live in multigenerational
households, they tend to contribute to educatiangdenditure for the children (Lund and
Srinivas, 2000).

6.3 Responding to the needs of women in the inform  al
economy

The activities organized by and for (women) woskén the informal economy are
generally based on a comprehensive concept of al@veint and social security. Organizations
such as NGOs and cooperatives have a good unddirgdant the particular needs and priorities
of their client groups, and have jointly developeith them institutions and policies that suit
their particular situation. As already developedchmapter 1, their concept of social security
includes not only the nine contingencies traditiyndefined by the ILO, but also the preventive
steps in both the social and economy fields. Instin@al field, NGO action integrates traditional
social security measures with complementary measuwrahe field of (primary) health care,
childcare, housing and targeted social action, @ ¢conomic field, more security can be
achieved through self-help and self-employmenyltieg in an enhancement of income and the
creation of productive assets. Such initiativesallgwperate within the context of a credit or
micro-finance scheme that has already had experieit the collection of contributions and
the administration of benefits.

In a review of organizations — mainly in South @si that have set up successful social
security schemes for women in the informal econorm®gbates-Wheeler and Kabeer
(forthcoming) identify four key factors that haventributed to that success.

Long-term involvement and participation . The Self-Employed Women’s Association
(SEWA) is frequently heralded as a successful examop a self-financed social insurance
scheme that works specifically with women in th@nganized/informal economy. Since 1972,
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SEWA - a registered trade union — has focused golagmment and income-related security
provisioning for women. Currently membership staati@round 250,000. Members are often
women workers, such as hawkers, vendors and hosesdthaorkers who are poorly paid and
have little opportunity to move into better payijodps. The components of the SEWA scheme
have been developed on a purely demand-driven basibnost 30 year of close involvement
with their members. SEWA has identified a strongnded for social insurance among rural
women and are currently responding to that need.

The Grameen Bank targets informal economy work¥vhile women are not the
exclusive focus, the majority of borrowers are wamé&he bank explicitly recognizes the
especially vulnerable position of women within tfamily, and seeks to draw them in as
members — the credit operation for women beingr@gtindependent of the transactions with
male borrowers and needing no mediation by husbandasale relatives. Grameen Kalyan, an
offshoot of the Bank, targets rural groups of infaf workers with risk reduction being targeted
through health insurance. Although women are notuskely targeted, the health programme
emphasizes family planning, maternal and childtheahd reproductive health and thus is likely
to have a relatively larger beneficial impact omwem than men.

Adaptive financing and administrative structures . Interestingly, Lund and Srinivas (2000)
find that although social security programmes daotetically be classified according to the
nature of their management structure (that is,rméd social protection networks, cooperatives
schemes, market-based schemes, and statutory secialty schemes), a detailed review of a
variety of social security programmes illustrateattthere is no clear separation between these
categories. For instance, in its management steicGEWA links together cooperative social
security with national insurance companies anc sabsidies channelled through the company.
SEWA has also designed the payment of premiumsiitad#ferent income groups among the
very poor. SEWA allows for both annual and monthyments even though the latter require
higher transaction costs and greater monitoring.

The financing of the SEWA programme is also unemivwnal and adapted to the various
available opportunities. One-third comes from wormarker’s contributions; one-third of the
premium is obtained through interest paid on a tggmovided by the German Technical
Development Agency and the rest comes from a suzesichackage scheme (from the Indian
Ministry of Labour provided by the same two Indiasurance companies). Thus, contributions
are made from both public and private avenues. SEB&&Ss the one-third-premium contribution
from members as a beginning towards increased ibahons and through which women
workers will have a voice in the design and admiat®on of the scheme.

Créches (kindergartens): A high priority for women wage worker s. Many of the
organizations and initiatives in the developing rdoes are successful in overcoming specific
lifecycle and work-related vulnerabilities for tlsample reason that they respond to the needs
revealed by various groups of women. The abilitgt dasire to meet these revealed preferences
is intimately related to the demand-driven natufeh@se programmes. The programme for
“Madres comunitarias” in Colombia and the settingaf créches are good examples of such
initiatives.
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One patrticularly interesting example is the Mol@ieches initiative in India, which runs
an average of sixteen centres at construction isitékimbai and two in the slums. In Pune there
are approximately 11 construction site centreghatcréche, care and support is provided to the
children of the construction workers, through vasgrogrammes. Mobile créches approaches
the builder at all potential construction siteshnat view to opening a centre there. If the builder
or contractor agrees, then he provides suitableracwdation, electricity and water. The centre
is divided into a section for infants, and oneyYoung children (“balwadis”). The infant section
looks after the newborn babies and infants. Motlaeesencouraged to breast-feed regularly but
if it is not possible then milk powder is given the infant. For pre-school children, the
programme provides non-formal education and preyiduem for admission to regular schools at
the right age.

A unique initiative started by Mobile Creches le tBal Palika Training Programme
(recognized by SNDT University, Mumbai) — set upgtee proper training to people who join
the organization. It also helps train young men andien of the lower middle class that helps
them in having a career in child-care. A speciéattire of Mobile Creches is that they provide
employment to women who have only basic educafidrey train them in the teaching and
caring methods adopted by the organization. Theseem are so committed to their work that
some of them have been with the Programme for rii@e 25 years. Their dedication can be
seen when one visits the centres and finds thérelilhappy and well cared for. Over the last
twenty-five years, Mobile Créches has reached @aiver 200,000 children though 369 centres.
At present Mobile Créches is funded by Concerndrighundation, the Central Social Welfare
Board and other organizations, corporate housesnaiddual donors.

Empowerment ideology . One of SEWA'’s functions has been to organize erslso as to
demand that large-scale employers in the beedi@atco industries comply with basic social
protection and minimum wage compensation to womerkers. In order to reduce the burden of
seasonal unemployment among women agriculturalul&se and to increase their bargaining
power, SEWA promotes income diversification stregeghrough the revival of traditional crafts
such as weaving, pottery, through craft cooperafiamd through dairy cooperatives. Agarwal
(1991) reports that “like the Grameen Bank, SEWAegy to have been successful in raising
incomes, strengthening women’s position in the kamraising consciousness about the
advantages of group solidarity, and, for the raraan agricultural workers, raising agricultural
wages by strengthening their bargaining power wisahe employers”.

6.4  Conclusions

Much of the legislation governing social securggogrammes (including some ILO
standards) are still based on the so-called ma&adwinner concept, according to which women
are generally entitled to “derived” benefits, itarough their husbands. This makes women
vulnerable, because the latter benefits are usladlgr, and eligibility often depends on whether
a couple continues to be married or live togethidrere are various ways in which the
entittements of women towards (“derived”) benefitm be improved, such as the splitting of
pension benefits and assets. Credits for childigaand “home-responsibilities” have the
advantage that pension rights for “carers” contitmée built up. Their disadvantages are that
they are expensive, because credits are relatgorei@ously earned income, and that they
strengthen the traditional pattern of division abdur between men and women. In general, it
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seems therefore a better solution to support thenpa economic activities through maternity
benefits, parental leave, child benefits and aHbtd access to childcare.

Women are also improving their direct entitlemémtstatutory social security benefits
through greater participation in the formal labanarket. This way they build up their own
independent pension rights as well as entittemeninemployment and maternity benefits. In
addition, there is growing reliance on tax-finan¢sdcial assistance and family) benefits in the
developing countries. Such benefits — which tenldetdow — are generally favourable to women,
because they have lower entitlements to statutmriakinsurance programmes.

However, neither statutory social insurance naffit@anced social benefits seem at the
moment capable of solving the “large” social seguextension challenge, particularly not in the
low-income countries. As noted in chapters 2 aral 32w development here is the emergence of
community-based schemes, which are often focusedheaith and which are frequently
organized by — or with the collaboration of — wonvesrkers in the informal economy. A review
of such schemes shows that there are four keyrkathat have contributed to the successful
setting up of social security schemes for womerthim informal economy. First of all, the
organization providing the benefits should have &ddng-term involvement so as to be able to
respond to the real needs of their client groups. alaptive financing and administrative
structure is a second factor. Some organizatiartd) as SEWA, have been inventive in securing
a variety of financial resources and have desidgledble contribution payment schedules that
correspond to the women'’s irregular earnings padtefhe access to creches and child-care in
general is another very important factor that carebiwork and family care. Finally, various
successful organizations are inspired by an empuoestideology. They have boosted women’s
self-confidence and have acted as bargaining agenttheir clients towards employers and
government, both at the local and national levels.

In the process of extension, the participation iamdlvement of women — as workers and
as beneficiaries — is indispensable. With regarthto extension of statutory social insurance
schemes, women should be consulted so that beaeafitg€ontributions are suited to their needs
and contributory capacity. Measures should be takethat they have some form of independent
rights, even if they are entitled to only “derivenBnefits. It is also fundamental to have a more
equal sharing of caring responsibilities within tfaemily — a process that can be promoted
through parental leave for working men and womenalfy, the design of tax-financed social
benefits should be such that women are supporteatein efforts to find employment on the
labour market. Childcare services — provided byS3tete and/or by the employer — may further
promote that the fact that parents can work prodeigt in the knowledge that their children are
well looked after.

7.  Conclusions and the way forward

More than half of the world’s population are extdd from any type of statutory social
security protection. They tend to be part of théonmal economy, and are generally not
protected in old age by social security or fromltieeosts. In low-income countries, such as in
sub-Saharan Africa and South Asia, more than 90cpet of the population is generally not
covered, while in middle-income countries this patage tends to range between 20 and 60 per
cent. It is estimated that worldwide only 20 pemtaaf people enjoys adequate social security.
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The tendency towards low and sometimes decreasioigl security coverage prompted
the ILC in 2001 to consider that the highest ptyoshould be given to “policies and initiatives
which can bring social security to those who aré¢ covered by existing systems”. The
Conference considered that social security had rhecoore necessary than ever due to
globalisation and structural adjustment policiesd & therefore asked the Office to launch a
major campaign to promote the extension of soaausty coverage. The same Conference
agreed that social security plays an important pathe development process, in social and
political inclusion, and that, if properly managédenhances productivity by providing health
care, income security and social services.

This paper has therefore interpreted social sicasi part of the development process. It
has used — with some modifications — Sen’s appre#his poverty as capability deprivation.
The first task for social security, therefore — tgatarly in low-income countries — is to
contribute to the health and education of all, angarticular of the poor. Chapter 2 reviewed
the experience of some countries that have achiewaeersal health care coverage, and it
discussed the various policy options for middled &w-income countries. Chapter 5 reviewed
the available evidence on the impact of child bésen school attendance. The paper did not
review consumer subsidies on food and housing —hagc needs, the satisfaction of which
contributes to the development of basic capalslitie

It is also part of the development process thaipfgeare able to function well in the
family and in society. This paper considered fgnaibhesion and the capacity for employment
as two basic concepts of social functioning. Tag &ocial security programmes, in particular in
low-income countries, are benefits for parents ahidren (see chapters 5 and 6) and the
development of an employment guarantee (see chdpterOther important social security
programmes — also linked to family cohesion andleympent capacity — are pensions (for old-
age, invalidity and survivors) (see chapter 3) am@mployment benefits (see chapter 4).
Finally, when all other social security programnfiai§, some tax-financed social benefits can
prevent people from falling below the poverty line.

This paper has demonstrated that the low covavagecial security is, in the first place,
due to the low financial resources available far slocial sector, particularly in the low-income
countries. Largely as a result of decades’ lomgctiral adjustment policies, the very large
majority of these countries do not provide freeltfieaare to their population. This is the main
explanation behind the emergence of the commurasetd schemes. Moreover, these as well as
the middle-income countries usually have very mbodesfinanced benefit schemes for those
who have not been able to protect themselves threogial insurance programmes. There is,
therefore, an urgent need to redirect some of #temal public expenditure towards the social
sector, and also to find new international resasitodinance basic social security for the poor in
the world.

Another worrying trend is that an increasing paftsocial security programmes is
financed with tax revenues rather than with personaollective contributions. The advantage
of social insurance is that people are willing emttibute for benefits that respond to their basic
needs and that suit their circumstances. This pppevides various suggestions as to how
national social insurance schemes can improve thaivagement and design. In addition, it is
very promising that many community-based contribusthemes have emerged. The challenge
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for governments, social partners and civil socgetgto create such conditions that the large
majority of the population contributes to basiciabmsurance schemes.

7.1 Review and policy issues

This paper has shown that some middle-income degnin South-East Asia and Latin
America have achieved universal health insurancetteir population. The most striking
example is probably the Republic of South Koreajctwtachieved this within 12 years, i.e.
between 1977 and 1989. Costa Rica is a successdutple in Latin America; it devotes about
one-third of government expenditure on social ggcuilhe success of these countries is first of
all due to their political commitment, but it couddily be achieved when they were at relatively
high levels of economic development, were largebanized and had large wage sectors relative
to informal sectors. Still, there is consideraidgiety in the choices that these countries made.
The Republic of Korea for example, opted for atreddy limited benefit package, fairly low
contribution rates and relatively high co-paymenise examples of the Costa Rica and the
Republic of Korea also show the complex balanceaoficipation between wage earners and the
self-employed who tend to pay relatively low cdmitions and have a greater opportunities to
under-declare their incomes.

In low-income countries statutory social healtburance schemes cover not more that 5
to 10 per cent of the population and governmentegdly do not provide free or subsidized
access to basic health care. This has led to tegemce of community-based health insurance
schemes whose main advantage is that they impreadthhexpenditure efficiency, or the
relation between quality and costs of health ses/id@he extent to which these schemes have
been successful has depended on the charactenstine organizations (based on occupation,
gender, area or religious affiliation, for exampla) the design of the scheme and on the context
in which they operate.

Since most of these schemes remain fairly smalg important to know under what
forms and partnerships the coverage of these schearebe expanded. One option is to form
organizations among themselves. Another is to lwokpartnerships with larger institutions,
such as local government, social security instiigior private sector insurance companies, if
they can be trusted. A relatively new idea (Gbaasd Gauthé, 2002) is for the government to
set up so-called “provisional” mutual health inswt@a schemes, i.e. for individual micro-
entrepreneurs and any persons who are able toilmatietrbut who have not yet been able to
choose an appropriate micro-insurance scheme. Anoikw idea (Steinwachs, 2002) is for the
government to accept that people have the choigaler the umbrella of compulsory affiliation
— to become a member of certified community-basealth insurance schemes. This would
imply that the national statutory social healthuir@mce schemes would lose their monopoly on
the affiliation of workers in the formal sector.i$ltould have the advantages of greater income
stability for micro-insurance schemes, of more cetitipn, and of an opportunity for greater use
of different health care providers all over themoy. Both ideas need to be tested.

Another idea that needs testing is the feasibdftarea-based health insurance schemes.
These schemes aim at full coverage within an andaage mainly run by the (local) government
in collaboration with a variety of partnerships.domparison with sector- or occupation-based
schemes, area-based schemes have the advantagéntiaistration costs are low, and that local
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participation and control can be included in thesigie of the scheme. In addition, most
importantly, coverage could be extended to otheasrelatively quickly, because governments
would be able to replicate the schemes on theairodnditions.

One of the remarkable findings in the field of isbansurance pensions is in Latin
America where the move away from PAYG-DB towards®E schemes has not increased
personal coverage. These pension reforms were sa@pm improve coverage by reducing
evasion and non-compliance, in the belief that amdated pension savings would attract
workers. This is no doubt due to the informalizatad the labour market, but also to the rise in
evasion and non-compliance, which seems to be ieguldy excessive administrative costs and
the so-called transfer problem. Finally, whenyfuiinded schemes are based on individual
savings, they are not suitable to low-income wakbecause of the relatively high fixed costs.

Approaches adopted by governments to integrateeswdloyed workers into the
statutory pension insurance programmes have mét miked success. The self-employed are
usually not prepared to pay the “double”, i.e. vaysk and employers’ contributions. However,
some countries such as Tunisia have significanttyeiased coverage among the self-employed,
in particular through the development of realisticome scales as the contribution base for
different groups of self-employed workers. Chirze ffiacilitated the entry of the self-employed
and informal economy workers by adapting the bénafid contribution structures to the
particular circumstances of urban and rural workeMiddle-income countries could aim at
covering the population as a whole through the restte of statutory pension insurance
programmes. The low-income countries could proballyieve significant increases in pension
coverage through intermediary institutions, suciM&3s. MFIs could play an important role in
making life insurance and eventually pensions aibkesto low-income households. They are
generally trusted institutions and have alreadythup credit and savings channels for poor
clients, frequently at a relatively low cost. MRdsuld either manage the insurance business
themselves or become an intermediary agent towardéde insurance companies.

Many developing countries provide employment ptide for formal sector employees,
mainly in the form of restrictions on dismissalsdaseverance pay. Various Latin American
countries have reduced restrictions on dismissads reave promoted defined-contribution and
funded severance payment schemes to be financeatiers’ contributions. During the Asian
crisis, restrictions on dismissals were reducedh@ Republic of Korea, in exchange for
improved coverage under unemployment insurancetrpfegyment insurance provides effective
income security, and it contributes to consumptsomoothing and efficient job search. It is
superior to severance pay arrangements, sincerfits are targeted to the unemployed and are
dependent on collective contributions and not gpacéy or willingness to pay of individual
employers whose businesses may be in financiatdifies. Unemployment insurance schemes
should be adapted to a country’s level of economevelopment and labour market
characteristics. The schemes should also be claselydinated with, and supported by, labour
market policies. For the time being, no countrjLatin America has expanded the coverage of
these schemes, but in various Asian and some Afrataintries personal coverage has been
extended.

The provision of an employment guarantee for atéichamount of days per year would
be an ideal form of income security for the undeyeyed in low- and middle-income
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developing countries. Attractive features of suobgpammes are that they are self-targeting and
that they create productive assets for local comimesn Experience of some South-East Asian
countries shows that such programmes can creatassive amount of counter-cyclical job
creation (in urban areas), particularly if the dowunis organizationally prepared for crisis
situations. For the direct creation of — more perem — jobs in rural areas, it would be possible
to provide some limited form of employment guaranteithin the context of employment-
intensive programmes.

In many developing countries tax-financed sociahddits are targeted to categorical
groups (elderly people, widows and children) whaehtew or no links with the labour market.
This paper has shown that means tests based orvetdsecome are very difficult to administer,
and that it is preferable to target benefits whik help of more readily measurable variables,
such as assets (land, home and car) and demogriguics (age, family composition, etc).
Access to these benefits can also be governedidipilitly criteria that induce people to adopt
certain behaviour (accepting or looking for empleym school attendance, etc.). Social benefit
levels are low in most developing countries, baytlare considered a welcome supplement to
family income.

Tax-financed social benefit programmes, and irti@dar social assistance, are often
subject to a variety of political pressures. Theddie classes are usually the primary
beneficiaries of public social spending, with tlepleft out and the rich having alternatives in
the private sector at home or abroad. Spendingshetrrowly targeted toward the poor may not
be supported by the middle class, which is oftemn gbvernment’s most vocal and politically
important constituency. Alternatively, argumentsfavour of fiscal rigour, may lead to the
conversion from “universal” to means-tested besefiin general, it is important to aim for
broad-based social security schemes that haveiipod of the majority of the population. Such
schemes should consist of a strong social insuramegonent, complemented by cost-effective
tax-financed social benefits.

Women are often in a disadvantaged position ilaheur market. They may face direct
discrimination and they are part of a genderedstwi of labour at home where they undertake a
very large share of unpaid caring work. As a resuitmen are less able than men to take on or
remain in full-time employment. This affects tlypé of work women may undertake and the
number of years they may stay in employment covbyesiocial security. In addition, the nature
of statutory social security available in many, mhalow-income developing countries does not
correspond or very inadequately corresponds toédeels of women workers. First of all, there
are the general (mainly gender-neutral) factors ¢éxalude many workers from coverage, such
as workers in agriculture, domestic workers andehoutside the formal labour markets. But
there is also the specific influence of the “matedawinner” model that underlies part of the
statutory social security regulations.

Women are improving their direct entitlement tatstory social security benefits through
greater participation in the formal labour mark&his way they build up their own independent
pension rights as well as entitlement to unemployma@d maternity benefits. In addition, there
is growing reliance on tax-financed (social assistaand family) benefits in the developing
countries. Such benefits - which tend to be loare generally favourable to women, because
they have lower entitlements to statutory socialilance programmes.
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There are four key factors that have contributedhe successful setting up of social
security schemes for women in the informal econdfmgt of all, the organization providing the
benefits should have had a long-term involvemerdssto be able to respond to the real needs of
their client groups. An adaptive financing and adlstrative structure is a second factor. Some
organizations, such as SEWA in India, have beeertive in securing a variety of financial
resources and have designed flexible contributiaynent schedules that correspond to
women’s irregular earnings patterns. The accesseiches and child-care in general is another
very important factor when combining work and famiare. Finally, various successful
organizations are inspired by an empowerment idgoldhey have boosted women’s self-
confidence and have acted as bargaining agentghfar clients towards employers and
government, both at the local and national levels.

7.2 National and international strategies

Having reviewed the evidence and identified thg kelicy issues, what is the way
forward?

At the national, level there are basically thre@qy approaches to extend social security.
The first is to extend and adapt statutory soamsurance schemes. Some middle-income
developing countries have achieved significantaases in, and sometimes full, coverage for
social security programmes, such as health inseralmportant contributing factors were
political commitment, public resources and a mabili labour force. Other countries have tried
to adapt the social security benefit and contrdoutstructure to the priority needs and the
contributory capacity of workers in the informaloeomy. In some of them this was achieved
within the context of statutory social insurancénesues; in others through special public
schemes for workers, such as the self-employededtierworkers and workers in agriculture or
construction.

The second approach is to foster contributory seésefor workers in the informal
economy, particularly in the low-income developioguntries. For various reasons, such
countries have weak statutory social insurancerseblethat often do not provide a sufficient
base for significant extension of coverage in thegeeable future. It is in these low-income
countries where new micro-insurance and commurageld schemes have emerged. So far, the
coverage of these schemes has remained low, Bufwaper technical and institutional support,
they could achieve significant improvement in cag® in the future, particularly within the
context of local and area-based strategies to eegocial exclusion.

The third approach is to promote tax-financed adoenefits for vulnerable groups who
may not be able to benefit from contributory schenfeublic resources for such benefits are
often scarce, particularly in low-income developowntries, but ways will have to be found to
operate such benefits with the help of additiomaérnational resources. Such benefits could
focus on the elderly, HIV/AIDS victims, or childréan condition that they go to school).

To support national strategies to extend soc@alrsy, there is also a need for an
international strategy. The following four stepsilcbcontribute to such a strategy.

The first step of an international strategy isatthieve agreement on objectives. This
paper has shown that many developing countriesafimmiversal social security coverage in key
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areas, such as health and pensions. Some coumiriesachieved it and others are on their way
to doing so. In order to focus people’s — and thkcp makers’'— attention, it is necessary to
develop international indicators of social secudbyerage that subsequently can form the basis
for formulating a Millennium Development Goal, afided by the United Nations.

A second step is to build commitment. The ILOasenitted, as shown by the consensus
reached at the ILC in 2001 (ILO, 2001a). Sociausiég is a vital element in the struggle against
poverty, and it should therefore be possible tgdgpartnerships with all those who support the
UN Millennium Development Goal of Poverty Reductidm order to cultivate and expand that
commitment, the ILO is launching at the beginnirfg2603 “The global campaign on social
security and coverage for all”.

The third step is to develop knowledge. Thereraamy things that we do not know, in
particular with regard to the extension of socedigity in low-income countries. The process of
extending social security is new and complex. Kmealge on this process will have to be
developed, in a process of experimentation andabbgue. A great deal of work has to be done
on developing innovative strategies and on tesisgful mechanisms to extend social security.
Within the context of the global campaign the engphavill be on the following activities:

» Develop and test methods to assess and monitor tusmeel security needs and the
various options to meet them.

» Identify, document, analyse and share information(good and bad) practices around
the world.

» Develop and test new mechanisms to reach out teef®iin the informal economy for
several types of priority needs.

» Carry out and support research on the linkagesdmiwhe extension message and other
values and internationally accepted goals, suchHaman Development, Poverty
Reduction, Decent Work and international publicdgo

« Develop guidelines and tools for implementing esten mechanisms, as well as for
assessing their impact and results

« Establish and strengthen partnerships with releseimblars and academic institutions.

The fourth step is to provide technical servicescountries, social partners and other
actors in development. Future technical assistaapaces will focus on:

« Comprehensive diagnosis of people’s social secugtyds, of capacities, potentialities
and of costs.

* Formulation and implementation of national stragsgi
» Training of actors and partners.

» Strengthening institutions and social dialogue.
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» Establishing networks of committed individuals anstitutions.
* Monitoring and evaluation of process and results.

National and international strategies to extermlassecurity are founded on the fact that
social security is a basic human right. Its fulim will contribute to achieving various existing
Millennium Development Goals, i.e. to reducing mtfaand maternal mortality as well as to
halving by 2015 the proportion of people whose meois less than one dollar a day. Social
security helps to ensure a decent standard ofgligimd it lifts many people out of poverty. It is
closely linked with employment and often provideport to those unable to work. With the
development of decent work, social security camgpessively be extended to everyone.
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