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Introduction 1

INTRODUCTION

In 1999 the Governing Body of the International Labour Office decided that a
general discussion on social security should take place at the International Labour
Conference in 2001. The objective of this discussion is to establish an ILO vision of
social security that, while continuing to be rooted in the basic principles of the ILO,
responds to the new issues and challenges facing social security. In a second stage this
may lead to the development of new instruments or to the possible updating or revision
of existing standards.1

During the last two decades specific aspects of social security have been discussed
at the International Labour Conference on various occasions. Most recently, in 2000,
the Conference looked closely at the subject of maternity benefits when it revised the
Maternity Protection Convention (Revised), 1952 (No. 103), and Recommendation
(No. 95). Unemployment benefits were on the agenda in 1987 and 1988 when the
Employment Promotion and Protection against Unemployment Convention, 1988
(No. 168), was discussed and adopted. In 1987 the Social Security (Seafarers) Conven-
tion (Revised) (No. 165) was adopted. The special needs of migrants were taken into
account with the adoption in 1982 of the Maintenance of Social Security Rights Con-
vention (No. 157).

However, it was in the 1950s — with the adoption in 1952 of the Social Security
(Minimum Standards) Convention (No. 102) — and the 1960s — with the adoption of
a series of superior standards — that the Conference dealt with the broad range of
benefits provided by social security.

The last opportunity that the Conference had to consider social security as a whole
was at the 80th Session in 1993 in the discussion of the Report of the Director-General,
Social insurance and social protection. That discussion confirmed the bleak picture
concerning the developing countries painted in the Report. The unfavourable situation
of women with regard to social protection was emphasized, as was the social distress
which had resulted from structural adjustment policies. Some delegates had found the
Report’s analysis too optimistic with respect to the industrialized countries, noting that
social protection was deteriorating, very often at the expense of the most vulnerable
groups of the population. The social problems in the economies in transition were
stressed: to ensure a smooth economic transformation and the development of democ-
racy, it was vital to strengthen social protection. Many spoke about the relationship
between economic growth and social protection, but it was clear that views differed
considerably on this subject.

The Governing Body has identified a number of key issues that should be taken
into account in the general discussion in 2001. These include: the interconnections
between social security, employment and development; extension of the personal cov-
erage of social protection; gender equality; the financing of social security; expanding

1 See ILO: Governing Body document GB.274/3, 274th Session, Geneva, March 1999.
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social dialogue; and implications for future ILO work.2  In this report a chapter is de-
voted to each of these topics. The report begins by looking at the global context in
which social security schemes are now operating and the relevance of social security to
the goal of decent work.

2 For a more detailed discussion of these and other issues concerning social security, see ILO: World
Labour Report 2000: Income security and social protection in a changing world (Geneva, 2000).
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CHAPTER I

THE PROSPECTS FOR SOCIAL SECURITY

In many parts of the world, in the closing years of the twentieth century, social
security systems have been under challenge. Some consider that the systems are too
expensive, and that they harm the process of economic growth and development.
Others point to deficiencies in the level of protection and the scope of coverage, and
argue that in times of increased unemployment and other forms of labour insecurity,
social security is more needed than ever. Particularly in the industrialized countries
(including the transition economies of Central and Eastern Europe), social security
systems must respond to new demographic challenges, such as ageing and changing
family structures, with important implications for the financing of social protection. In
some countries, there is dissatisfaction with the administration of social security, and
calls for reform involve a review of the role of the State, the responsibilities of the
social partners and the desirability of greater participation of the private sector.

One of the key global problems facing social security today is the fact that more
than half of the world’s population (workers and their dependants) is excluded from
any type of social security protection. They are covered neither by a contribution-based
social insurance scheme nor by tax-financed social benefits, while a significant addi-
tional proportion are covered for only a few contingencies. In sub-Saharan Africa and
South Asia, statutory social security personal coverage is estimated at 5 to 10 per cent
of the working population and in some cases is decreasing. In Latin America, coverage
lies roughly between 10 and 80 per cent, and is mainly stagnating. In South-East and
East Asia, coverage can vary between 10 and almost 100 per cent, and in many cases
was until recently increasing. In most industrialized countries, coverage is close to
100 per cent, although in a number of these countries, especially those in transition,
compliance rates have fallen in recent years.

In most of its standard-setting and technical cooperation activities on social secu-
rity, the ILO had expected that an increasing proportion of the labour force in develop-
ing countries would end up in formal sector employment or self-employment covered
by social security. It implicitly assumed that past economic and social development
patterns of the industrialized countries would replicate themselves in other regions.
However, experience in developing countries — and more recently in the industrial-
ized countries — has shown that this proportion is in many cases now stagnating or
declining. Even in countries with high economic growth, increasing numbers of work-
ers — often women — are in less secure employment, such as casual labour, home
work and certain types of self-employment.

The growth of informal, unprotected work creates dangers for formal and informal
economy workers alike. The area of social protection illustrates the very real and direct
interest, on the part of workers with “normal” employment status and of their organiza-
tions, in bringing informal economy workers into the mainstream of formal employ-
ment. With shrinking formal employment, workers bear an increasing direct burden of
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financing social needs, with adverse effects on their quality of life. That burden may
also undermine the capacity of enterprises to compete in the global economy.

THE GLOBAL CONTEXT

Globalization, either alone or in combination with technological change, often ex-
poses societies to greater income insecurity. Research on the developed countries sug-
gests that income transfers tend to be largest in economies that are simultaneously very
open and subject to substantial price risk in world markets. Other observers claim that
reductions in income security and social protection arise from the attempts of govern-
ments to promote competitiveness and attract foreign direct investment. Some of them
also foresee that tax competition will lead to further reductions in taxes, particularly on
returns to capital, and lower the ability of governments to finance social protection.

The structural adjustment policies pursued in most developing countries have
often contributed to a decline in the small percentage of the working population in the
formal sector. The successive waves of structural adjustment programmes have also
led to wage cuts in the public and private sectors, thereby eroding the financial base of
statutory social insurance schemes. Simultaneously, many such schemes in developing
countries have suffered from bad management and bad governance, which have often
strongly reduced the trust of their members. In addition, structural adjustment pro-
grammes have often resulted in severe cuts in social budgets. In Benin, for example,
health expenditure’s share in the total government budget dropped from 8.8 to 3.3 per
cent between 1987 and 1992. As most governments can no longer guarantee access to
free health and education, there is — apart from national systems — greater demand
for international and local arrangements to finance and organize these social services.

Particularly in low-income countries, structural adjustment and socio-economic
changes have also produced large vulnerable groups that cannot contribute to social
insurance schemes. The most vulnerable groups outside the labour force are people
with disabilities and old people who cannot count on family support, and who have not
been able to make provisions for their own pensions. Some countries, such as China
and India, have taken specific social assistance measures to meet the needs of these
groups.

The world today also faces a large number of complex crises, often with global
repercussions. One of the most visible recent examples has been the Asian financial
crisis, which led to massive job losses in the formal sector of the economy, rapidly
rising unemployment, and an expansion of employment in the informal economy.
Then there have been many armed conflicts in recent years, particularly in sub-Saharan
Africa (Angola, Congo, Liberia and Rwanda, for example) but also in Europe (Bosnia,
Kosovo). Numerous countries around the world continue to be afflicted by health dis-
asters, such as the HIV/AIDS pandemic, leaving many children orphans (see box).
Natural disasters, such as recurrent droughts and floods (in Africa and Asia), earth-
quakes and hurricanes (for example in Turkey and Central America) have not only left
many communities without homes and sources of income but have also wiped away
years of their countries’ efforts at development. Lastly, some countries are facing the
difficult process of making economic as well as political transitions, whether from a
centrally planned economy to a market-oriented system, or from a politically restric-
tive regime like apartheid to a multiracial and democratic society. The transition in
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Central and Eastern European countries led to unprecedented unemployment, which
still persists in some of these countries. In these countries and in the former USSR the
responsibility for income security and certain social services has often shifted from
enterprises in the context of centrally planned economies to other, often weak and
inadequate, schemes, a situation which threatens to leave many workers with reduced
benefits or no protection whatsoever. In South Africa, the peaceful transition from an
apartheid political regime to a democratic and inclusive one has not as yet yielded
decent jobs, appropriate incomes and improved economic conditions for the majority
of the population.

The challenge of HIV/AIDS for social security

The HIV/AIDS pandemic is the most dramatic of the challenges facing
social security in certain countries, notably in Africa. Its human conse-
quences are becoming all too evident, but its implications for social secu-
rity systems are still far from fully known or understood.

The pandemic has served to underline the gravely inadequate nature
of social protection systems in the countries most affected. Many of the
individuals who have been infected have no social security coverage. As a
result they typically do not have access to the quality medical care they
require. Nor — if they are breadwinners — do their dependants receive

Probability of a 15-year-old boy dying before age 50, Zimbabwe
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any replacement income when they die or become unable to carry on
working. The first figure shows how dramatic the situation already is in
many African countries. In a typical African country, Zimbabwe, a 15-year-
old boy today has only about a 50 per cent chance of reaching age 50. The
equivalent figures for women are not available but it is to be expected that
the pattern is not very different. That means implicitly that a huge number
of families will lose their prime-age breadwinners before the pandemic
can be halted.

The informal social protection mechanisms (extended family, local
community) are being stretched well beyond breaking point by the large
numbers of adult breadwinners now being struck down in their prime.
Never was it more clear why social solidarity and risk-pooling must be
organized on the widest possible basis: this is vital in order to ensure that
all the necessary help is channelled to the family, groups, communities
and regions most direly affected.

International solidarity is urgently needed to back up national
efforts — particularly to help in prevention campaigns and to assist in the
provision of health care. Partnerships must be developed between the
competent health authorities, governmental and non-governmental or-
ganizations and the drug industry to ensure a supply of medication which,
if international prices were charged, would be totally beyond the reach of
patients in certain communities. At the local level, social security
schemes, health care providers and social services must coordinate their
efforts in order that AIDS sufferers receive proper care in the most appro-
priate setting.

Estimated change in per capita GDP caused by AIDS, Kenya (in 1985 Kenyan
shillings)
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The finances of social security schemes are being affected in a number
of ways by the pandemic. Generally, their resource base declines with the
general contraction that the AIDS pandemic inflicts on national econ-
omies. The second figure shows the estimated effect of AIDS on the Ken-
yan gross domestic product (GDP).

In the industrialized countries, the financial impact of HIV/AIDS is
much less serious; in the United States, for example, spending on HIV/
AIDS care represents less than 1 per cent of personal health care expendi-
ture and the average cost of care per person is less than that of treating
many other disabling conditions. However, the financial effects on indi-
viduals are often dramatic, particularly if they do not have adequate health
insurance. In the United States, only 32 per cent of people with HIV have
private health insurance (compared with 71 per cent of Americans over-
all); almost 50 per cent depend on Medicaid or Medicare for coverage; and
about 20 per cent are uninsured. Even among people who have resources,
the costs of HIV/AIDS care (approximately US$20,000 per annum per pa-
tient) can quickly exhaust their assets and leave them impoverished.1 In
most other industrialized countries, social security health care systems or
national health services protect people from this risk.

In many countries social security schemes will cease or have already
ceased to receive contributions from workers who are unable to carry on
working. Depending on the scope of the scheme, they are having to fin-
ance considerably higher expenditure on medical care, cash sickness ben-
efits, disability benefits and, ultimately, survivors’ benefits. Premature
mortality, on the other hand, will tend to reduce expenditure on old-age
pensions, but these savings will become significant only at a much later
stage. Research is necessary to obtain the data that are indispensable for
making valid projections and thereby to ensure the financial equilibrium
of social security schemes in the long term. As part of its action against
HIV/AIDS, the ILO is embarking on a project which seeks to assess the
impact of AIDS on the financial viability of social insurance schemes and
national budgets.2

Employers’ and workers’ organizations have an enormously impor-
tant role to play in dealing with the pandemic. The workplace is a setting in
which highly effective preventive activities can be conducted. Investment
in such activities pays off handsomely by helping to retain a healthy and
experienced workforce and to contain the costs of employer medical care,
sick pay and pension schemes. Companies can maximize the benefits of
their prevention activities by involving not only their employees, but also
their clients and the community of which they are a part.

1 Kaiser Family Foundation: “Financing HIV/AIDS care: A quilt with many holes”, in Capi-
tol Hill Briefing Series on HIV/AIDS, Oct. 2000 (http://www.kff.org/content/2000/1607/).

2 ILO: ILO action against HIV/AIDS: A draft framework for global and regional initiatives,
discussion paper on HIV/AIDS and the world of work (Geneva, 1999). See also ILO: HIV/AIDS in
Africa: The impact on the world of work, study prepared for the Africa Development Forum
2000, Addis Ababa, 3-7 Dec. 2000, and HIV/AIDS: A threat to decent work, productivity and
development, document for discussion at the Special High-Level Meeting on HIV/AIDS and the
World of Work, Geneva, 8 June 2000. These reports, as well as further information on the ILO
Global Programme on HIV/AIDS and the World of Work, are available on the ILO website, at
http://www.ilo.org/aids.
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SOCIAL SECURITY AND DECENT WORK

People wish to secure a decent standard of living, within a context of security and
of freedom to express their opinion and to associate. They can achieve this income
security not only through productive employment, savings and accumulated assets
(such as land and housing), but also through social protection mechanisms. These
mechanisms function not only as a protective but also as a productive factor. Workers
need income security to make long-term plans for themselves and their families.
Workers’ income security is also good for the economy, since it makes effective de-
mand more predictable and provides enterprises with a more productive and flexible
workforce.

The objective of most social security schemes is to provide access to health care
and income security, i.e. minimum income for those in need and a reasonable replace-
ment income for those who have contributed in proportion to their level of income. The
Income Security Recommendation, 1944 (No. 67), for instance, focuses on compul-
sory national social insurance schemes, which in principle also cover the self-em-
ployed, and provides for social assistance. In practice, however, it has been very
difficult to implement this concept in the case of workers, such as many of the self-
employed, who have irregular patterns of income, for whom the concept of earnings
itself is difficult to measure and who generally have different social security needs and
priorities. The emergence of new contributory schemes for workers in the informal
economy has highlighted this need for a wider concept. A broader social security con-
cept could cover, for example, some housing, food security and child education ben-
efits, in addition to the contingencies foreseen in the Social Security (Minimum
Standards) Convention, 1952 (No. 102) (medical care and family benefits, as well as
benefits in the event of sickness, unemployment, old age, employment injury, mater-
nity, invalidity and death of the breadwinner).

Various authors and institutions, in particular those with experience in developing
countries, have pleaded for a broader definition of social security. Some claim that —
within the context of a developmental anti-poverty strategy — social security could
also include policies, for example on access to productive assets, employment guaran-
tee, minimum wages and food security. Others distinguish two aspects of social secu-
rity, which are defined as the use of social means to prevent deprivation (promote
living standards) and vulnerability to deprivation (protect against falling living stand-
ards). Many international organizations, including the ILO, also use the broader con-
cept of “social protection”, which covers not only social security but also non-statutory
schemes; the Statistical Office of the European Communities (Eurostat) includes in its
figures for social protection certain social services such as crèches and home help.

The goal and concept of decent work match this broader concept of social security.
In his first Report to the International Labour Conference, the Director-General of the
International Labour Office, Mr. Juan Somavia, introduced the “decent work for all”
strategy, which established as the primary goal of the ILO “to promote opportunities
for women and men to obtain decent and productive work, in conditions of freedom,
equity, security and human dignity”.1  The decent work strategy adopts a broad per-

1 ILO: Decent work, Report of the Director-General, International Labour Conference, 87th Session,
Geneva, 1999, p. 3.



The prospects for social security 9

spective on work, which includes not only (paid) employment, but also work at home
so as to take gender roles into consideration. Decent social protection can therefore
play an important role in achieving gender equality (see Chapter IV), if all people —
working men and women (remunerated or not), as well as children and the elderly —
can have independent access to social protection.

One of the essential features of the decent work approach is that everybody is
entitled to basic social protection. The right to social security for everyone is already
laid down in article 9 of the International Covenant on Economic, Social and Cultural
Rights. A decent work strategy therefore aims at universality of coverage (see also
Chapter III), which has now been translated into the official goal of the Social Protec-
tion Sector: enhancing the coverage and effectiveness of social protection for all. As
noted earlier, this goal is far from being achieved.

It is obvious that not all societies can afford the same level of social security. Yet it
is inhuman anywhere to live and work in permanent insecurity threatening the material
security and health of individuals or families. An essentially rich world can afford a
minimum of security for all its inhabitants. That minimum might range from basic
health services and basic food, shelter and educational rights in the poorest countries to
more elaborate income security schemes in the industrialized countries. Everyone of
working age has a responsibility to contribute to the social and economic progress of
the community or country he or she lives in and should be given the opportunity to do
so. In exchange, all have the right to a fair share of the country’s or community’s
income and wealth.

In a globalizing world, where people are increasingly exposed to global economic
risks, there is growing consciousness of the fact that a broad-based national social
protection policy can provide a strong buffer against many of the negative social ef-
fects of crises. However, such a policy might need to be complemented by new interna-
tional and possibly global financing mechanisms (see Chapter V), as proposed by the
recent “Social Summit+5” Special Session of the United Nations General Assembly in
Geneva. These proposals concern, inter alia, the possible establishment of a (volun-
tary) World Solidarity Fund, international cooperation in tax matters, debt relief, living
up to development aid commitments and the provision of more concessional financing.

SOME KEY ISSUES

Taking into account the profound global changes affecting social security and the
essential features of a decent work approach, this report will review the following key
issues.

Social security, employment and development

Chapter II takes stock of the various arguments about the social and economic
effects of social security. Most of the current debate seems to be focused on its alleged
negative effects, but the chapter also highlights various positive effects, and then at-
tempts to assess the conditions for the validity of the various arguments. It examines
the role of unemployment insurance schemes, particularly in middle-income countries.
It then discusses the potential benefits of limited employment guarantee schemes that
could provide temporary employment for underemployed workers, mainly in poorer
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developing countries. Lastly, the chapter reviews various ways in which social security
and employment policies can reinforce each other, and how these synergies depend on
the socio-economic circumstances of individual countries.

Extending the personal coverage of social protection

Chapter III reviews four principal ways to extend social protection, i.e. extending
statutory social insurance, promoting micro-insurance, developing universal schemes
and providing means-tested benefits. In the industrialized countries, statutory social
security systems are well established, but determined action is necessary in various
countries to prevent coverage being eroded by informalization of labour markets. In
most middle-income countries, it may be possible to draw new non-covered groups
into the national statutory social security system. However, in middle- and particularly
in low-income countries, it may also be necessary to promote micro-insurance
schemes so as to cover certain groups in the informal economy that have some con-
tributory capacity. Universal and means-tested benefits and services are alternative
ways to provide social security to the population. Where national resources are not
available to finance such benefits, as is often the case in low-income countries, interna-
tional resources are sometimes made available, particularly in times of crisis. In gen-
eral, there is a need for an integrated approach at the national level, providing linkages
between various mechanisms and policies and avoiding the danger of a two-track sys-
tem for those included in and those excluded from the national system.

Contributing to gender equality

Chapter IV reviews various ways in which social security can contribute to the
attainment of gender equality. Most social security systems were originally structured
to cater for families with a male breadwinner. As a result of changing lifestyles, expec-
tations and family structures, a large proportion of the population do not live in such
families, which has added to the demand for gender equality. Part of the challenge for
social security is to respond to these changes by guaranteeing equality of treatment
between men and women and, at the same time, to phase in the equalizing measures,
concerning for example pensionable age and survivors’ benefits. A further challenge is
to use social protection, such as crèche facilities, as well as social benefits for parents
and children, to attain greater gender equality and a more equal sharing of responsibili-
ties at work and at home.

Sustainable financing for social protection

Chapter V suggests that the extension of social protection will require improved
national financing as well as new forms of financing at the local and global levels. At
the national level, financing could be enhanced through better collection of existing
social security contributions and taxes. The pay-as-you-go (PAYG) form of financing
would probably be most appropriate for short-term benefits, such as health insurance
and maternity benefits. In the case of old-age benefits, it is shown that PAYG and
advance funding are both vulnerable to demographic change. At the local level, more
emphasis could be put on resources available to local governments as well as on tap-
ping the contributory capacity of workers in the informal economy for micro-insurance
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schemes. The financial sustainability of such schemes can be enhanced through vari-
ous mechanisms, such as pooling, reinsurance and some form of affiliation with statu-
tory social insurance schemes. At the global level, new sources might be found for
financing some form of basic social protection for all, as well as measures to cope with
the consequences of crises.

Expanding social dialogue

As argued in Chapter VI, the prospects of decent social protection for all can be
improved by broadening the underlying social protection partnership and galvanizing
the social actors. The chapter reviews the roles of the various actors in providing social
protection and suggests ways in which partnerships can be formed among them to
enhance the effectiveness of social security and to extend social protection through
statutory social insurance, micro-insurance schemes and tax-based social benefits. The
chapter concludes by pointing out briefly how social dialogue could be expanded at the
national and international levels.

THE AIM OF THE REPORT

The aim of this report is to raise a number of key issues on the future of social
security in a fundamentally changed global context. Its ambition is not to suggest de-
finitive answers but to promote consensus on the assessment of the situation and on
possible ways to go forward. Chapter VII gives some pointers to what the implications
for the ILO could be, in terms of knowledge-based activities, standards, services and
advocacy.
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CHAPTER II

SOCIAL SECURITY, EMPLOYMENT AND DEVELOPMENT

There is considerable controversy about the social and economic effects of social
security, and most of the current debate is focused on its supposedly negative effects.
Social security is said to discourage people from working and saving, to reduce inter-
national competitiveness and employment creation, and to encourage people to with-
draw from the labour market prematurely. On the other hand, social security can also
be seen to have a number of very positive economic effects. It can help to make people
capable of earning an income and to increase their productive potential; it may help to
maintain effective demand at the national level; and it may help create conditions in
which a market economy can flourish, notably by encouraging workers to accept inno-
vation and change. As noted in Chapter I, social protection and decent employment are
both necessary components for a market economy to provide income security for all.
Social protection is also designed to have important positive effects on society as a
whole, by promoting social cohesion and a general feeling of security among its mem-
bers. The first section of this chapter therefore takes stock of the various arguments and
attempts to assess their validity.

Unemployment is one of the greatest social risks facing people who depend for
their livelihood on the sale of their labour power. Yet unemployment benefit systems
exist only in a minority of countries and many workers, including almost all the self-
employed, are not covered by them. Protection against the risk of unemployment is
provided not only by benefits but also by measures of employment protection (such as
protection against dismissal1) and promotion. The second section gives a brief world-
wide review of social protection against unemployment and its interaction with labour
market and employment policies.

The third section sums up the main findings and highlights the need for closer
linkages between policies for development, employment and decent social protection.

THE SOCIAL AND ECONOMIC IMPACT OF SOCIAL SECURITY

The mechanisms by which social protection influences socio-economic develop-
ment involve the behaviour of individuals, as workers and jobseekers, as savers, as
portfolio investors and as members of civil society. They involve the decisions of firms
and enterprises, and the operation of markets, including the determination of wages
and prices.

In the case of the labour market, social protection has an impact on labour force
participation. Benefits can encourage people to leave the labour force, for example

1 See Termination of Employment Convention, 1982 (No. 158) (Short survey), document GB.279/
LILS/WP/PRS/1/3 (Geneva, ILO, 2000).
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where there is provision for early retirement. Conversely, social protection may induce
people to participate in the formal economy, on account of the prospective entitlement
to pensions and other benefits. Social protection can also have an impact on employ-
ment. Do benefits cause people to be slower about finding a new job when they are
unemployed? Does unemployment benefit allow better worker/employer matches?
Then there is the question of the extent of productive labour input. Do sickness benefits
reduce hours worked, by encouraging absence from work, or is such an effect offset by
the way they help promote quick recovery and prevent the spread of infection among
the workforce? Does social protection form part of a package which causes workers to
be more productive? Answering these questions is not easy, as other variables have to
be held constant in order to isolate the effects of social protection. It may be added that,
if effects on worker productivity are considered here, this in no way disregards the fact
that social protection finds its primary justification in the impact it has on workers’
well-being.

In the capital market, the existence of state pensions is held by some economists to
have reduced the rate of personal savings. This is a complex issue on which — as
shown in Chapter V — empirical studies are not conclusive.

Social security expenditure, unemployment and growth

Much of the concern about social protection’s economic impact centres on the
effect on unemployment and on economic objectives such as productivity growth. In
figure 2.1, countries are ranked by the percentage of GDP allocated to expenditure on
social security transfers. Care has been taken to base the analysis on data covering a
substantial period of time. This is important, since a similar analysis carried out over a
shorter period might give a misleading impression, especially if it were in the 1990s,
when the countries of the European Union (EU) — high social security spenders —
were pursuing a restrictive macroeconomic policy at the expense of high unemploy-
ment in order to gain admission to the monetary union.

On the left of the diagram are those countries with a low level of social protection,
including Australia, Japan and the United States. On the right are those countries with
a relatively high level of social security expenditure, such as Belgium and the Nether-
lands. There is no apparent relationship between expenditure and the economic vari-
ables in question. There are countries with relatively low unemployment rates (see first
panel) both on the left of the diagram, such as Japan and the United States, and on the
right, such as Austria and Sweden, but the highest rates are to be found in the middle
(Ireland and Spain).

Unemployment affects the level of national output, but the level of productivity
also needs to be taken into account. Economies differ in GDP per hour worked in ways
that are not widely known. The productivity estimates in the second panel of figure 2.1
show that GDP per hour worked in the United States is twice that in Portugal but lower
than that in a number of European countries. The countries with the highest social
security expenditure have productivity per hour which at least matches that in the
United States (this productivity measure takes no account of the contribution of factors
other than labour).

Current levels of productivity are a reflection of past differences in growth rates.
The third panel of figure 2.1 shows the growth performance of different economies
over the period since the first oil shock. Labour productivity, measured as GDP per
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Figure 2.1. Selected economic indicators for OECD countries ranked by the
percentage of GDP devoted to social security expenditure (lowest on
left, highest on right)
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hour worked, grew strongly in Japan, but also in Ireland, Italy and other European
countries. Growth in this period was low in Sweden,2 but the same was true of the
United States.

Lastly, it should be stressed that the indices of performance considered are those
conventional in economic analysis, but their limitations are well known. They deal
with marketed output, but there are other important dimensions of activities (non-mar-
keted output, quality of working life, effects on the environment) which contribute to
the ultimate goal of improving human welfare. In particular, security can be viewed as
a good that citizens demand, but which the market, in various cases, is not well
equipped to provide efficiently, because of economies of scale, adverse selection and
transaction cost problems. This would help to explain the relative stability of social
security systems despite their allegedly having been in “crisis” for the last 30 years.

Productivity and social stability

It has been suggested by various commentators that social security contributes to
economic growth by raising labour productivity and enhancing social stability. Vari-
ous types of social security are particularly relevant to labour productivity:
� Health-care systems help to maintain workers in good health and to cure those who

become sick. Poor health is a major cause of low productivity in many developing
countries where workers do not have access to adequate health care. Not only does
it limit their ability to cope with the physical demands of their jobs, but it also leads
to sickness absence and can seriously undermine efficiency even among workers
who do not absent themselves from work. Care for workers’ family members helps
to ensure the good health of the future labour force.

� Pension systems ease the departure of older workers from the labour force, thereby
helping to avoid the problem of workers remaining in employment when their pro-
ductivity has fallen to a low level.

� Cash sickness benefit contributes to the recovery of sick workers by removing the
financial pressure to carry on working when ill. It also helps to maintain the pro-
ductivity of other workers by countering the spread of infection.

� Maternity insurance is of particular importance for the reproduction of a healthy
workforce, as well as for the maintenance of the health of working mothers.

� Work injury schemes — the oldest and most widespread form of social security —
are playing an increasingly important role in preventing work-related accidents
and sickness and in rehabilitating workers who fall victim to these. Such activities
are of considerable relevance to productivity, given the enormous numbers of days
off work attributable to avoidable health risks.

� Unemployment benefit provides unemployed workers with the breathing space
they need in order to find suitable work which makes full use of their talents and
potential; the associated employment and training services are also highly relevant
in this respect.

2 The low productivity growth rate in Sweden, and perhaps in certain other OECD countries as well,
during this period is thought to result not from low productivity growth in the old “core” sectors, but rather
from the huge expansion of the service sector, especially the labour-intensive health and caring profes-
sions.
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� Child benefits (and other cash benefits provided when the breadwinner is unable to
work) help to ensure that families with children have enough income to provide
proper nutrition and a healthy living environment for their children. In developing
countries, child benefits can also be a powerful instrument to combat child labour
and promote school attendance. Children can thus receive an education that will per-
mit them in the long run to attain much higher levels of productivity and income.
More indirect effects on productivity may also be important. The existence of a

good unemployment insurance system creates a feeling of security among the
workforce which can greatly facilitate structural change and technological innovations
that workers might otherwise perceive as a great threat to their livelihoods. The link
between these issues was graphically illustrated in the Republic of Korea by the Tri-
partite Accord of 1998 under which workers’ organizations accepted greater labour
market flexibility, including lay-offs, in exchange for better social protection.

Social security helps create a more positive attitude not just to structural and tech-
nological change, but also to the challenges of globalization and to its potential benefits
in terms of greater efficiency and higher productivity. Countries with relatively open
national economies (a high ratio of trade to GDP) and high exposure to external risks
(high variability in the relative prices of imports and exports) have been observed to
provide high levels of social security. It appears that societies which expose them-
selves to more external risk demand a higher degree of social protection. Globalization
and social security thus tend to be mutually reinforcing.

Social security can be an important factor in the maintenance of effective demand
and of business confidence. This effect is most obvious in the case of unemployment
benefits, which help to maintain the purchasing power of workers who have lost their
jobs. However, other social security benefits also act as an economic buffer during a
recession or crisis. Without them, the multiplier effects of the first round of job losses
could be followed by second and third rounds that could cut deep into the social fabric
of the community, as well as leaving much of the economy working well below capac-
ity. Social security thus helps to prevent production from falling too far and to keep
companies in business, with their workforce intact, ready to participate in the upswing
when it comes.

Employer contributions and international competitiveness

Widespread concern has been expressed in business and political circles that high
employer contributions to social security make national economies less competitive, a
claim frequently heard in discussions of globalization. Most economists, however,
have taken the view that in the long run, through the normal working of market forces,
these costs will be borne by workers in the form of lower wages (lower, that is, than
they would receive in an identical economy without any payroll tax or employer social
security contributions). As a result, employer contributions probably do not affect total
labour costs in the long term. This appears to be borne out by OECD figures given in
table 2.1, which ranks OECD countries according to their labour costs (defined as
gross wages plus employer social security contributions). The ten countries with the
highest labour costs include only two with high employer contributions (of 20 per cent
or more). Of the next ten countries, five have high employer contributions. The propor-
tion of countries with a high level of employer contributions is in fact greatest (five out
of nine) in the countries with the lowest labour costs.
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Table 2.1. Income tax plus employee and employer social security contributions (as percentage of
labour costs), 1998 1

Country 2 Income tax Social security contributions Total 4 Labour costs 5

Employee Employer 3

Belgium 22 10 26 57 40 995
Germany 17 17 17 52 35 863
Switzerland 9 10 10 30 32 535
Italy 14 7 26 47 32 351
Netherlands 6 23 14 44 32 271
Denmark 34 10 1 44 32 214
Canada 20 5 6 32 32 211
Norway 19 7 11 37 31 638
United States 17 7 7 31 31 300
Luxembourg 10 11 12 34 31 102
Austria 8 14 24 46 29 823
Sweden 21 5 25 51 29 768
Australia 24 2 0 25 29 590
Finland 22 6 21 49 29 334
United Kingdom 15 8 9 32 29 277
France 10 9 28 48 28 198
Japan 6 7 7 20 27 664
Ireland 18 5 11 33 24 667
Spain 11 5 24 39 24 454
New Zealand 20 0 0 20 24 332
Korea, Rep. of 1 4 9 15 22 962
Iceland 20 0 4 25 22 545
Greece 2 12 22 36 17 880
Turkey 21 8 11 40 15 825
Czech Republic 8 9 26 43 15 781
Portugal 6 9 19 34 13 903
Poland 11 0 33 43 12 696
Hungary 12 8 32 52 9 916
Mexico 0 2 20 22 8 662
1 Single individual at the income level of the average production worker. 2 Countries ranked by decreasing labour
costs. 3 Employer social security contributions include reported payroll taxes. 4 Owing to rounding total may differ by one percent-
age point from aggregate of columns for income tax and social security contributions. 5 Dollars with equal purchasing power. Labour
costs include gross wages plus employers’ compulsory social security contributions.

Source: OECD: Taxing wages in OECD countries 1998/1999: Taxes on wages and salaries, social security contributions for employees
and their employers, child benefits — 1999 edition (Paris, 2000), bilingual edition.

In the short term, however, an increase in employer contributions may well be
reflected in higher labour costs. And this effect could last for quite some time, particu-
larly if labour and product markets are imperfect and if the increase takes place during
a period of low growth and low inflation, when employers typically have less room for
manoeuvre in wage negotiations. This means that it is very important to avoid large
increases in contributions: several small increases phased over a number of years will
be very much easier for the economy to absorb than a single large increase.
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Empirical evidence suggests that social security contributions do not have any
long-run impact on unemployment.3 This helps to explain why Denmark, the only
country in Europe with virtually no employer contributions, has over the years had
unemployment on a par with the European average and appears to derive no special
employment advantage from its lack of such contributions. Governments often believe
that a reduction in social security contributions will reduce labour costs. The experi-
ence of Chile before and after its social security pension reform has been investigated
in order to establish the impact of the sharp reduction in contributions. The average
payroll tax rate in the sample of manufacturing firms covered by the research fell from
30 per cent to 5 per cent over the period between 1979 and 1985. Strong evidence is
found that the reduction was fully offset by higher wages, leaving labour costs
unreduced.4

All this should not be taken to suggest that there is no limit to the level of social
security contributions. In any democratic society the political preferences of the major-
ity most certainly impose a limit. Depending on what people perceive as desirable and
fair, that limit is much lower in some countries than others. Moreover, if the level of
contributions rises very high, this creates strong incentives for non-compliance, which
if not controlled will seriously undermine the system.

Unemployment benefits, unemployment and employment

Much research has been carried out to investigate the hypothesis that the average
duration of unemployment benefit receipt is positively related both to the level of un-
employment benefits (the replacement ratio) and to the maximum duration of benefit.
Various studies have confirmed that significant relationships exist, but that their ef-
fects are modest.5

An important question left unanswered by many of these studies is what happens
to people once they cease to receive unemployment benefit. It cannot simply be as-
sumed that they find regular employment. Recent work has investigated this issue. In
Bulgaria those without unemployment benefit are more likely to leave registered un-
employment, but it is to inactivity rather than to employment. In Slovakia, changes in
eligibility periods result in people leaving unemployment not so much to take up regu-
lar jobs as for “other reasons”. People in Sweden not receiving unemployment benefit
were found to be much more likely to leave the labour market or to take up places in
active labour market programmes.6  In other countries those who cease to receive un-
employment benefit often move into informal or even criminal activities, resulting in
massive tax evasion and other costs to society. Since lack of benefit entitlement may
simply be causing people to quit the labour force, it may be more important to examine

3 See World Labour Report 2000, op. cit., p. 68; and S.J. Nickell: “Unemployment and labor market
rigidities: Europe versus North America”, in Journal of Economic Perspectives (Minneapolis, Minnesota),
Vol. 11, No. 3, 1997, pp. 55-74.

4 Jonathan Gruber: The incidence of payroll taxation: Evidence from Chile, NBER Working Paper
No. W5053 (Cambridge, Mass., National Bureau of Economic Research, 1995).

5 See, for example, Anthony B. Atkinson and John Micklewright: “Unemployment compensation
and labor market transitions: A critical review”, in Journal of Economic Literature (Nashville, Tennes-
see), Vol. 29, No. 4, 1991, pp. 1679-1727.

6 World Labour Report 2000, op. cit., p. 154.
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the relationship between unemployment benefit and employment: after all the real con-
cern is that people may be drawing unemployment benefit when they could be em-
ployed instead. A recent study 7 concluded, on the basis of cross-country evidence, that
there is in fact no connection between unemployment benefits and total employment.
This study also found that high unemployment was associated with the absence of
complementary active labour market policies.

Early retirement

In recent years there has been great concern about the adverse effects which
early retirement provisions may have upon employment as well as upon pension
costs. These had been introduced during periods of high unemployment, particularly
among older workers, in the hope of creating more job openings for younger work-
ers. As unemployment has fallen, early retirement provisions in numerous social
security systems have been tightened or even abolished. However, there has been
little or no change in retirement behaviour. This paradox is explained by a number of
factors:
� the proportion of older workers receiving unemployment benefits remains rela-

tively high and includes many who have, for all intents and purposes, retired;
� employer pension schemes often contain strong incentives to retire early;
� even workers without unemployment benefits or private pension entitlements are

quitting the labour force before standard pensionable age, many of them manual
workers for whom demand is low and who are often in poor health.

UNEMPLOYMENT BENEFITS AND EMPLOYMENT PROMOTION

It was estimated that at the end of 1998 some 1 billion workers — or one-third of
the world’s labour force — were either unemployed or underemployed. The actual
number of unemployed people — that is, seeking or available for work but unable to
find it — was about 150 million. In addition, 25 to 30 per cent of the world’s workers
were underemployed, that is, either working substantially less than full time, but wish-
ing to work longer, or earning less than a living wage. It is striking to see not only how
many workers are affected in absolute terms, but also how rapidly the situation can
change. For example, as a result of the Asian financial crisis, one in 20 workers in the
Republic of Korea lost their jobs during the nine months from November 1997 to July
1998 and open unemployment jumped from 2.3 to 8 per cent between the end of 1997
and the beginning of 1999.

Unemployment benefit systems protect employees in the industrialized coun-
tries and in a number of middle-income developing countries. In most developing
countries no unemployment benefits exist as such, but some of the unemployed may
be able to get a limited amount of paid work in labour-intensive programmes. Of the
world’s unemployed, probably not more than a quarter are entitled to unemployment
benefit.

7 Nickell, op. cit.
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Relevant international labour standards

The most recently adopted instruments are the Employment Promotion and Pro-
tection against Unemployment Convention, 1988 (No. 168), and Recommendation
(No. 176). The contingencies covered by the Convention include full unemployment
“defined as the loss of earnings due to inability to obtain suitable employment [...] in
the case of a person capable of working, available for work and actually seeking
work”. Member States shall in addition endeavour to extend the protection of the Con-
vention to two other contingencies:
� loss of earnings due to partial unemployment (short-time working); and
� suspension or reduction of earnings due to a temporary suspension of work;

as well as to part-time workers who are actually seeking full-time work.
Persons protected under the Convention “shall comprise prescribed classes of

employees, constituting not less than 85 per cent of all employees”. Compared with
previous Conventions dealing with unemployment benefit (the Unemployment Pro-
vision Convention, 1934 (No. 44), and the Social Security (Minimum Standards)
Convention, 1952 (No. 102), Part IV), an innovative feature of Convention No. 168
is that it requires the payment of “social benefits” to at least three of the following
ten categories of new applicants for employment: young persons who have com-
pleted their vocational training; young people who have completed their studies;
young people who have completed their compulsory military service; people seeking
work after a period devoted to bringing up a child or caring for someone who is sick,
disabled or elderly; people whose spouse had died, when they are not entitled to a
survivor’s benefit; divorced or separated persons; released prisoners; adults, includ-
ing disabled persons, who have completed a period of training; migrant workers re-
turning to their home country (except in so far as they have acquired rights under the
legislation of the country where they last worked); and previously self-employed
persons.

The benefits under the Convention are not less than 50 per cent of previous earn-
ings in earnings-related systems, while in other types of system they must be fixed at
not less than 50 per cent of the minimum wage or of the wage of an ordinary labourer,
or at a level that provides the minimum essential for basic living expenses, whichever
of the three is the highest.

Industrialized countries

Within the industrialized countries there is substantial variation in unemployment
benefit systems. One group of countries is characterized by the high level and long
duration of their unemployment insurance benefits, by extensive coverage and by the
existence of a fall-back benefit system of unemployment assistance for workers who
have exhausted their insurance entitlements. These countries include Austria, Bel-
gium, Denmark, Finland, France, Germany, Iceland, Luxembourg, Netherlands, Nor-
way, Portugal, Spain, Sweden and Switzerland. They generally have not only good
benefits, but also a high level of employment protection.

A second group of countries, including Australia, Canada, Japan, New Zealand,
the United Kingdom and the United States, have systems which provide lower ben-
efits. According to the OECD employment protection ranking, the legal arrange-
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ments in these countries apparently provide relatively little statutory employment
protection.8

The countries of Central and Eastern Europe introduced unemployment benefit
systems about the end of the 1980s which were initially rather generous, but have since
been reduced, particularly in terms of benefit duration. Benefit levels as a percentage
of wages are similar to those in Western Europe, but a much lower proportion of the
unemployed receive benefits in these countries — for example, about one-third of the
registered unemployed in Poland.

Unemployment benefit schemes have become more and more inadequate as indi-
vidual employment patterns have become increasingly uncertain. These schemes
therefore have to be flexible enough to cover new uncertainties and changes facing
workers and have to form part of larger strategies for employment and economic
development.

Employment protection policies in the industrialized countries have been con-
cerned in particular with the high rates of unemployment affecting unskilled workers.
One approach has stressed the need for better education and training to ensure that
workers have the skills that are in demand in a high-wage, high-productivity economy.
Another approach has been to use social protection to subsidize unskilled labour, either
through the payment of income-tested benefits to the working poor or through the (par-
tial or total) exemption of their employers from paying social insurance contributions
on their behalf (with the cost being borne by the State).

Middle-income developing countries

Unemployment benefit systems are at best in their formative stages in the middle-
income developing countries: the duration and level of benefits are generally low and
coverage is much more limited than in the industrialized countries. On the other hand,
formal sector employees are covered by various forms of employment protection legis-
lation in a number of middle-income developing countries, including some that do not
have any unemployment benefits. The legislation typically includes severance pay,
which can help to tide redundant workers over a period of unemployment. However,
these are lump-sum payments, the size of which depends on the length of previous
service, not on the occurrence or duration of unemployment. Severance payments have
traditionally been an employer’s liability. However, in some Latin American countries
in the 1990s they were replaced by mandatory severance savings schemes. This change
has meant that the funds are invested in the capital market rather than retained within
the firm. While this introduces uncertainty as to the amount of benefit that workers will
receive, it guards against the risk that an insolvent employer may fail to provide sever-
ance pay.

Most unemployment benefit schemes in the developing countries, as in the indus-
trialized world, are financed by employer and worker contributions, but in certain
Latin American countries such as Brazil and Chile they are financed from tax revenue.
Where unemployment benefits exist, the proportion of the total unemployed receiving
them tends to be low. The replacement rate (benefits as a proportion of previous
wages) varies between 40 and 80 per cent in Latin America and the Caribbean and is

8 World Labour Report 2000, op. cit., p. 149.
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45 per cent in South Africa. Benefit duration tends to be fairly limited and is often
related to the length of time that the worker has been insured. In China the locally set
rates of unemployment benefit are generally low. Hong Kong, China, provides benefits
on a means-tested basis as part of its social assistance system to registered unemployed
persons with at least one year’s residence. The Republic of Korea has expanded its
unemployment insurance system to cover about half of all employees, but those in
small enterprises — who are often the most vulnerable — are still excluded.

The recent Asian financial crisis has made it clear that unemployment insurance
schemes could have played a substantial role in coping with the unacceptable levels of
hardship caused by rapidly escalating unemployment. They would also have helped to
limit the collapse of consumer demand and business confidence which made the crisis
much more acute than it would otherwise have been. As was shown in an ILO feasibil-
ity study carried out for the Government of Thailand, the contribution rate necessary to
finance a modest unemployment insurance scheme would in the long run be less than
1 per cent of earnings.

Implementing unemployment insurance in the context of a developing country
represents a considerable challenge. Employment services, where they exist, tend to be
rudimentary and have to be upgraded in order to provide meaningful help to unem-
ployed workers to find other work, as well as to monitor whether they are in fact will-
ing and available to take up employment. A second problem is that much employment
in these countries is not effectively covered by social security — either because it is
excluded from the legislation, which may apply only to workers in firms above a cer-
tain size, or because employers and workers do not comply with the legislation.

The reality for most workers in developing countries, even countries in the middle-
income category, is that their jobs are not covered, because they are self-employed or
because they are employed in the informal economy or in small enterprises. To help
protect them in the event of unemployment, other measures are needed, such as the
opportunity to obtain employment in labour-intensive public works. It is important to
note that when people lose their jobs and have no access to benefits, they must usually
resort to informal sector activity in order to survive: they may therefore be more accu-
rately described as underemployed than unemployed.

Other developing countries

In so far as other developing countries have taken measures to provide some pro-
tection for the unemployed and underemployed, these have tended to take the form of
employment-intensive programmes. These are undertaken mainly during the lean sea-
son, when small farmers and landless workers are not engaged in agricultural activities
and have no alternative sources of employment. In an urban setting they can also be
implemented during periods of recession or economic crisis. These programmes can
both generate employment and reduce poverty by using labour-based techniques for
mainstream investment programmes and by directing investments increasingly to-
wards the productive and social needs of the low-income groups in the population.
Some programmes of this type operate on a large scale. For example, the Jawahar
Rozgar Yojana (JRY) programme in India by the mid-1990s covered over one-third of
the country’s underdeveloped districts and provided some 20 days’ work a year to each
participant. Similar programmes operate on a smaller scale in countries such as
Bolivia, Botswana, Chile, Honduras, Kenya, the United Republic of Tanzania and (re-
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cently) South Africa, and the umbrella organization AFRICATIP groups together
some 18 executing agencies in French- and Portuguese-speaking African countries
which organize public works for implementation by small local contractors, with a
view to boosting employment.

A salient feature of employment-intensive programmes is that they “self-select”
the people who participate in them. Since they pay only the going agricultural wage in
the region (or the minimum wage if this is set realistically), only low-income workers
are attracted to them. This avoids the cumbersome and costly administrative arrange-
ments that would be necessary if assistance were to be provided to such people on a
means-tested basis. The programmes have the advantage that they are open both to
wage earners and to people who normally work on their own account (whose needs
may in some cases be just as great). Employment under a labour-intensive programme
can be organized so that workers can obtain an employment guarantee for a certain
number of days per year, which thus provides a kind of income security. The guarantee
is most extensive where employment is provided on demand.

CONCLUSIONS: LINKING SOCIAL SECURITY WITH EMPLOYMENT

AND DEVELOPMENT POLICIES

This chapter has shown that there is a complex relationship between social security,
employment and development. At the macro level, at least for the industrialized coun-
tries, there does not seem to be a clear relationship between social security expenditure,
productivity and unemployment. However, at the sectoral and enterprise levels there is
good reason to believe that there is a positive relation between productivity and social
security. This is particularly true for health insurance, which boosts workers’ productiv-
ity, and for child benefits when they are linked to school attendance. The evidence in this
chapter also shows that employer contributions do not seem to have a long-term impact
on labour costs and international competitiveness, since the burden of all social security
contributions is in the end absorbed by workers in the form of lower wages. Finally, there
is evidence — for some industrialized countries — that the level and duration of unem-
ployment benefits exert a modest adverse effect on unemployment, but that this effect
can be reduced through better design of benefits and supporting labour market policies.

Worldwide, probably not more than one-quarter of the 150 million unemployed
people are covered by unemployment benefits, and they are mainly concentrated in the
industrialized countries. But for those who work in the rural or urban informal sectors
in the developing countries hardly any unemployment protection exists. In the industri-
alized countries, the most important issue is probably to extend the personal coverage
of unemployment insurance schemes — in coordination with labour market policies.
In most middle-income developing countries, unemployment insurance can — at a
relatively modest cost — play a substantial role in coping with the unacceptable levels
of hardship caused by rapidly escalating unemployment. However, the majority of
workers outside the formal economy could only be protected against unemployment
through macroeconomic policies, such as demand-stimulating policies, and direct em-
ployment promotion measures, such as enterprise development, training and employ-
ment-intensive programmes.

Social security policies are part of — and interact with — a wide range of social
policies, such as investments in basic social services, protective labour legislation and
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the enforcement of basic rights. They are also intimately related to employment poli-
cies, because most social insurance schemes are financed out of labour incomes and
protect against risks related to employment capacity, such as unemployment, sickness,
disability and old age. Favourable social security and employment outcomes are
strongly influenced by economic development, and all of them contribute to the pro-
cess of socio-economic development.

As noted in Chapter I, social security is increasingly seen as an integral part of the
development process. It is therefore necessary to look for synergies between policies
for social protection, employment and development. These synergies exist in various
areas of social policy, such as health, education, housing and social welfare, but also in
areas of economic policy, such as macroeconomic and sectoral policies (for instance,
small-scale enterprise development). However, the potential synergies are probably
strongest with regard to employment and labour market policies.

This chapter has turned the spotlight on the economy, in recognition of the very
real economic effects which social security may have. There is of course the more
fundamental question: What is the purpose of economic activity? The concepts of de-
cent work and people-centred development, embracing social security, must then take
centre stage.
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CHAPTER III

EXTENDING THE PERSONAL COVERAGE OF SOCIAL PROTECTION

THE RIGHT TO SOCIAL SECURITY

International instruments adopted by the ILO and the United Nations affirm that
every human being has the right to social security. In the Declaration of Philadelphia
(1944) the International Labour Conference recognized the ILO’s obligation as regards
“the extension of social security measures to provide a basic income to all in need of
such protection and comprehensive medical care”. The ILO’s Income Security Rec-
ommendation, 1944 (No. 67), provides that “social insurance should afford protection,
in the contingencies to which they are exposed, to all employed and self-employed
persons, together with their dependants” (Paragraph 17). The Universal Declaration of
Human Rights, 1948, states that “everyone, as a member of society, has the right to
social security [...]” (article 22), and refers specifically to the right to medical care and
necessary social services, to security in the event of sickness, disability, widowhood,
old age and unemployment, and to special care and assistance for motherhood and
childhood (article 25). The International Covenant on Economic, Social and Cultural
Rights, 1966, recognizes “the right of everyone to social security, including social in-
surance” (article 9).

It goes without saying that the practical implementation of this right requires a
major undertaking by the State and the community. The ILO’s social security Conven-
tions recognize that in practice the ideal may be difficult to attain. For example, the
Social Security (Minimum Standards) Convention, 1952 (No. 102), requires in the
case of sickness and old-age benefits, for instance, that persons covered shall com-
prise:

� prescribed classes of employees, constituting not less than 50 per cent of all em-
ployees; or

� prescribed classes of the economically active population, constituting not less than
20 per cent of all residents; or

� all residents whose means during the contingency do not exceed prescribed limits.

These alternatives are intended to facilitate ratification of the Convention by coun-
tries, whatever type of social security system they may have. Later Conventions such
as the Invalidity, Old-Age and Survivors’ Benefits Convention, 1967 (No. 128), con-
tain more exacting standards, but provide a similar choice.

The Plantations Convention, 1958 (No. 110), applies to workers hired by agricul-
tural undertakings in the tropical or subtropical regions of the world. In terms of social
security its standards are less exacting than those of Convention No. 102. It requires
that plantation workers be covered by workers’ compensation and maternity protec-
tion, including a minimum of 12 weeks’ paid leave. The Convention also contains
provisions relating to medical care.
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During the 1990s new ILO instruments have sought to promote social security
coverage for persons outside regular wage employment. Thus, the Home Work
Convention, 1996 (No. 177), provides that national policy on home work shall
promote, as far as possible, equality of treatment between homeworkers and other
wage earners in areas including statutory social security protection and maternity
protection. The accompanying Recommendation (No. 184) proposes that social
protection can be achieved through the extension and adaptation of existing social
security schemes and/or through the development of special schemes or funds.
The Job Creation in Small and Medium-Sized Enterprises Recommendation, 1998
(No. 189), recommends that labour and social legislation be reviewed inter alia to
determine whether social protection extends to workers in these enterprises,
whether there are adequate provisions to ensure compliance with social security
regulations covering the standard contingencies and whether there is a need for
supplementary social protection measures for workers in these categories. The
Part-Time Work Convention, 1994 (No. 175), states that social security schemes
shall be adapted so that part-time workers enjoy conditions equivalent to those of
comparable full-time workers.

THE PROBLEM OF NON-COVERAGE

A very large proportion of the population in most regions of the world still does not
enjoy any social protection or is covered only very partially. This is the case for the
vast majority of people in developing countries, and even in some of the richest indus-
trialized countries there are large and growing gaps in social protection.

Informal economy workers are not covered by social security for a variety of
reasons. One is the extreme difficulty of collecting contributions from them and, as
the case may be, from their employers. Another problem is that many of these work-
ers are unable to contribute a relatively high percentage of their incomes to financing
social security benefits and unwilling to do so when these benefits do not meet their
priority needs. Their most immediate priorities tend to include health care, in par-
ticular where structural adjustment measures have reduced access to free services.
They feel less need for pensions, for example, as for many of them old age appears
very remote and the idea of retirement perhaps unreal. Unfamiliarity with social se-
curity schemes and distrust of the way they are managed add to their reluctance to
contribute.

The problem of low coverage is of course not new, especially in countries where
large numbers of people work in subsistence agriculture. However, in recent years,
prospects of resolving or at least mitigating it have taken a dramatic turn for the worse,
as an increasing proportion of the urban labour force is working in the informal
economy, inter alia as a result of structural adjustment.

In Latin America and many other parts of the developing world in recent years
most of the increase in the urban labour force has taken place in the informal
economy. In most countries of Africa, a growing proportion of the urban labour force
is active in the informal economy, reflecting the (at best) sluggish growth of wage
employment, the massive migration to the cities and the need for workers to supple-
ment falling wages with earnings from the informal economy. For example, in the
case of Kenya, informal employment accounted for almost two-thirds of total urban



Extending the personal coverage of social protection 27

employment in 1996, compared with just 10 per cent in 1972.1  Several developing
countries of Asia have expanded wage employment substantially but the informal
economy remains very important almost everywhere. In India, for example, if agricul-
ture is included, more than 90 per cent of workers are to be found in the informal
economy.

It should be noted that the informal economy is not a “sector” as such. It is in fact a
phenomenon to be found in almost all sectors. And it includes workers of all different
categories: employees, self-employed, homeworkers, unpaid family workers, etc.
Informalization is not restricted to small-scale enterprises; in many countries it includes
unregulated wage labour throughout the economy: in Argentina and Brazil, for example,
approximately 40 per cent of urban wage earners are in informal employment.

In many countries a higher proportion of women work in the informal economy, to
some extent because there they can more easily combine work with their heavier bur-
den of family responsibilities, and partly for other reasons related, for example, to
discrimination encountered in the formal economy. ILO statistics show that in two-
thirds of the countries for which separate figures are available, the informal economy
accounts for a higher share of total female urban employment than is the case for men.2

There is a widespread tendency for women to remain trapped in the informal economy
for much of their working lives, whereas for men — in the industrialized countries at
any rate — it is less likely to be permanent. For long-term income security (in old age
for instance), this difference has especially important implications, as women tend to
live longer than men.

Informal economy workers have little or no security of employment or income. Their
earnings tend to be very low and to fluctuate more than those of other workers. A brief
period of incapacity can leave the worker and her or his family without enough income to
live on. The sickness of a family member can result in costs which destroy the delicate
balance of the household budget. Work in the informal economy is often intrinsically
hazardous and the fact that it takes place in an unregulated environment makes it still
more so. Women face additional disadvantages due to discrimination related to their
reproductive role, such as dismissal when pregnant, or upon marriage. Women in the
informal economy do not benefit from safeguards and benefits related to child-rearing
that in principle apply to women in formal wage employment (such as family allow-
ances, paid maternity leave, nursing breaks or assistance with the cost of childcare).

It is now widely recognized that there is a pressing need to find effective ways to
extend social protection. The recent past has seen a stagnation in the proportion of the
labour force covered. Given current economic trends, failure to take action is very
likely to lead to a reduction in the rate of coverage or even in the absolute numbers of
workers protected, as has occurred in parts of sub-Saharan Africa.

POLICIES TO ACHIEVE THE EXTENSION OF COVERAGE

Outside the industrialized world, policy-makers have found few remedies for the
lack of social protection. This may be because existing social protection policies are

1 ILO: Kenya: Meeting the employment challenges of the 21st century (Addis Ababa, East Africa
Multidisciplinary Advisory Team, 1999).

2 World Labour Report 2000, op. cit., statistical annex, table 7.
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inappropriate. It may be because insufficient efforts have been made to implement
these policies. Or it may be because the lack of social protection is related to much
wider economic, social and political problems. If policy-makers define the problem
too narrowly, their chances of finding feasible solutions may be greatly reduced. It is
therefore necessary to give due consideration to the wider context in which social se-
curity systems have to operate.

The economic, social and political context

The first point to consider is the nature of a country’s governance. Among market
economies, experience shows that, with few exceptions, there tends to be a correlation
between the level of democracy and the adequacy of social protection. For the most
vulnerable members of the population to have their needs for health care and basic
income security met, it is vital that they should at least be able to make their voices
heard. In the long run a democracy which does not ensure adequate social protection is
unlikely to survive.

The second issue which must be considered is the macroeconomic situation and
the state of the labour market. The scope of social protection is likely to extend nat-
urally (the means by which it may do so are considered below) if and only if the labour
market is strong. So long as demand for labour remains weak, few people will obtain
decent jobs and most will depend on ill-paid and unprotected work in the informal
economy. Conversely, if the demand for labour increases, more workers may look
forward to better-paid and generally better-protected employment in the formal
economy. However, the informal economy — in its many manifestations — is hardly
likely to disappear either naturally or quickly, and it is of the greatest importance that
governments work towards social protection policies, which must be both innovative
and imaginative, that will promote improved conditions for such workers.

A third point is that excessive demands should not be placed on social security sys-
tems. They are no substitute for adequate macroeconomic, regional education and hous-
ing policies and they cannot be expected to achieve a fair distribution of income on their
own. Many social security systems redistribute from the rich to the poor, but this is not
their main objective. The prime objective is to provide security for people when they are
sick, disabled, unemployed, retired, etc. Schemes which represent reasonable value for
money for all the insured have the best chance in practice of achieving high compliance
rates, that is, of ensuring that legislation providing for wide coverage is actually imple-
mented. Social security is just part — albeit an important part — of the broader package
of measures necessary to reduce poverty and improve income distribution.

Finally, public confidence in social security systems is crucial if they are to attain
and maintain wide coverage. This requires not only efficient administration and high
standards of financial probity, but also a strong degree of commitment by the govern-
ment itself to ensure the long-run health of the system. Where this confidence is lack-
ing, people will always find ways to avoid contributing, even though their need for
social protection may be very high.

Strategies for extending social protection

There are essentially four ways to extend social protection:
� extending social insurance schemes;
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� encouraging micro-insurance;
� introducing universal benefits or services financed from general state revenues;
� establishing or extending means-tested benefits or services (social assistance), also

financed from general state revenues.
None of these approaches should be excluded a priori. The appropriate mix of

different mechanisms will depend on the national context and on the national strategy
adopted. Careful thought has to be given to their respective roles and to the linkages
between them. Achieving a better understanding of these is essential if progress is to be
made. There is a need for research, experimentation and innovation. No doubt, in this
process, distinctions will be drawn between groups of countries, depending on their
level of economic and social development. Within the developing countries, there are
those in the middle-income category, some of which already have well-developed so-
cial security institutions. These countries, and indeed the industrialized countries
where coverage is incomplete, may aim at extending compulsory coverage to all or
most of the population, using the existing social insurance schemes or modifying them
to suit the needs of the new categories of the population to be covered. Secondly, there
is the large group of low-income countries where, if any real increase in coverage is to
be achieved, it will almost certainly have to be by some of the other means mentioned
above.

Extending social insurance schemes

Whenever social insurance schemes have been made compulsory for a limited sec-
tion of the labour force in the formal economy, legislators have usually envisaged ex-
tending their coverage at a later stage. The initial restriction of coverage has almost
invariably been justified by invoking practical constraints: for example, the adminis-
trative infrastructure did not exist which would permit the collection of contributions
from workers in small firms or from the self-employed, or health care facilities did not
exist in rural areas, so workers there could not be required to contribute. These reasons
were and, in many cases, remain perfectly valid. However, the question that should
always be asked is what is being done to remove these constraints.

Unfortunately, the answer in many cases is that very little has been or is being
done, and this for a variety of reasons:
� a lack of effective political pressure from those who are not protected and limited

awareness of the benefits that social protection can bring;
� a lack of effective and efficient social partnership within certain countries and at

the international level;
� the unwillingness or inability of governments to assume new and potentially costly

commitments; and
� institutional inertia.

The first and, to some extent, the second reasons reflect the relatively low level of
organization among people who are unprotected. The third reason has to do with the
fact that subsidies, which governments sometimes provide for the minority of the
population covered by the existing system, would become very much more expensive
if protection were significantly extended. As for the fourth, the institutions which pre-
pare proposals to extend coverage are often those responsible for administering the
existing system and often have to do so in difficult conditions; they may have little
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incentive to propose extensions of coverage where these would make it still harder for
them to discharge their existing responsibilities.

Removing constraints on freedom of association and strengthening democratic in-
stitutions would help address the first problem and measures to foster collective bar-
gaining and tripartite institutions would be relevant to the second. The adverse
implications for the state budget of extending social insurance coverage could be at-
tenuated by a reduction or reorientation or, if necessary, the elimination of state subsi-
dies — particularly where they benefit only a minority and could not conceivably be
extended to the majority of the workforce. As for institutional inertia, this may be at
least partially remedied by government action, for example to release the social secur-
ity institution from civil service rules when these impose unrealistic limits on staffing
and on pay levels, and to give it clear instructions to formulate, within a certain time
frame, legislative proposals to extend coverage.

Most commonly, compulsory coverage is extended in stages by bringing into the
scheme successively smaller enterprises. Each extension naturally expands the number
of insured workers, but disproportionately increases the number of enterprises with
which the social security system must deal. The smaller enterprises may present addi-
tional problems, given their rudimentary accounts and arrangements for paying work-
ers and their stronger tendency to non-compliance. Many less developed social
security systems understandably hesitate to try covering all employees, including those
in the smallest enterprises. However, experience in numerous countries has now
shown that it is feasible. Indeed, it can be advantageous to abandon any threshold and
so remove an incentive for employers to report artificially low numbers of workers.
Many enterprises usually claim to be just below the threshold, and it is very difficult in
practice to prove otherwise. Besides, a rule which encourages enterprises to remain
small can seriously hamper their development and constrain productivity growth. The
most compelling reason for covering even the smallest enterprises is that it is their
workers who tend to be the lowest paid and to have least job security — they need
social security even more than other employees.

Attempts to extend existing social insurance schemes to cover the self-employed
have met with mixed success. Few join these schemes on a voluntary basis, as they are
unwilling — and indeed frequently unable — to pay the combined worker and em-
ployer contribution. Only in some cases do people not subject to compulsory coverage
have a strong incentive to contribute voluntarily, for example in order to preserve their
pension entitlements or to complete the minimum period required to qualify for a pen-
sion. As for compulsory coverage of the self-employed, this is difficult to achieve,
given the problems involved in identifying who the self-employed are and what they
earn. Some special schemes for self-employed workers tend to have more success,
particularly if the government is willing to subsidize them. Specially adapted social
insurance schemes can take account of the lower contributory capacity of most self-
employed workers by providing a more limited benefit package than the employees’
scheme. Lower contributions and concentration on benefits which are of greatest inter-
est to the self-employed (recent ILO work in several developing countries suggests that
these include not only health care, but also survivors’ and invalidity insurance) make it
easier to achieve compliance.

Most of the financial support currently given (via tax concessions) to voluntary
coverage tends to go to supplementary private pension and health insurance schemes
and thus to favour the higher-income groups. It is important to quantify the support that
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the State gives to such schemes. Such data will inform the public debate on social
protection and help to define priorities in the use of public resources, so that in future
state support for voluntary coverage could be much better targeted than it is now.

Recent examples of successful extensions of compulsory coverage

In 1995 Namibia launched a new scheme covering maternity, sickness and death
(funeral) benefits. By 1999 an estimated 80 per cent of formal sector workers were
covered and the scheme enjoyed wide popularity. The scheme provides three months
of maternity benefit at 80 per cent of covered wages, and up to two years of sickness
benefit at 60 per cent of wages for six months and 50 per cent thereafter. 3  The success
of the scheme is attributed to its efficient administration, its low contributions and the
absence of organized financial interests opposing it.

Following Bill Clinton’s first election as President of the United States, one of his
nominees for a senior administration appointment was asked during her confirmation
hearing whether she had paid social security contributions for the person she employed
to look after her young child. It turned out that she had not and the same was the case of
many other nominees. Congress then rewrote the law in order to improve enforcement.
The changes made it easier to pay the contributions and increased the penalties for not
doing so. Many more domestic workers were subsequently covered.

The Republic of Korea’s national pension system, which previously covered 7.8
million workers, was extended in 1999 to cover a further 8.9 million persons, compris-
ing the urban self-employed and employees of firms with fewer than five workers. The
previous year the unemployment insurance scheme, initially applicable from 1995
only to employees in firms with 30 or more workers, was extended, as planned, to
firms with ten or more workers; later the same year, as a result of an agreement reached
in the Tripartite Commission, the scheme was further extended to workers in enter-
prises with five or more workers and in 1999 to part-timers.

In Spain the 1986 legislation establishing a national health service extended health
care to 99.8 per cent of the population by the 1990s, bringing in all dependants of
insured persons (regardless of age), recipients of social pensions and those who had
previously had to have their health care financed out of poor relief.

Encouraging micro-insurance and specific schemes
for informal economy workers

In recent years various groups of workers in the informal economy have set up
their own micro-insurance schemes. In these schemes, the insurance is independently
managed at the local level and sometimes the local unit links into larger structures that
can enhance both the insurance function and the support structures needed for im-
proved governance. Such schemes typically have the advantages of cohesion and di-
rect participation, although this is not true of provider-based systems. They can also
achieve low administrative costs, but views differ widely about their cost-effective-
ness. They may operate within the context of a credit scheme, such as the Grameen

3 Elaine Fultz and Bodhi Pieris: Social security schemes in southern Africa: An overview and
proposals for future development, ILO SAMAT Discussion Paper No. 11, Dec. 1999, p. 28.
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Bank, which has already had experience with the collection of contributions and ad-
ministration of payments. On the other hand, as in Argentina, mutual benefit organiza-
tions may set up credit schemes in order to subsidize their activity in the field of health
care. They have in some cases developed jointly with organizations such as the Self-
Employed Women’s Association (SEWA) of India which have a good understanding
of the needs of their members.

The term “micro-insurance” refers to the ability to handle small-scale cash flows
(by way of both income and expenditure), not to the size of the scheme, although often
such schemes are in fact local and have a very small membership. The primary aim of
many of these schemes is to help their members meet unpredictable out-of-pocket
medical expenses. They do not usually aspire to provide comprehensive health insur-
ance, still less to pay income replacement benefits.

It is estimated that these schemes usually attract about 25 per cent or less of the
target population in the localities where they exist. The only schemes which manage to
achieve high penetration rates (between 50 and 100 per cent) are those in particularly
close-knit communities or those that all members of the target group (such as a trade
union or professional association) are required to join. This percentage, though far
from satisfactory, is much higher than that achieved by social insurance schemes open
on a voluntary basis to all the self-employed, no doubt because micro-insurance contri-
butions are very much lower and because the schemes focus on providing only those
benefits which are perceived by people as most urgently necessary.

These schemes may have the potential to increase social protection coverage sub-
stantially, by collaborating with each other and by working together with statutory
social insurance schemes, local and national government and other large-scale organ-
izations. There are various ways in which the State can promote micro-insurance
schemes:
� financial support: help with set-up costs, facilitating reinsurance options, payment

of subsidies in the form of matching contributions, etc.;
� creation of a legislative and regulatory framework within which such schemes may

operate, for example ensuring democratic and economically sound management.
It remains to validate the potential of micro-insurance schemes in practice. Argu-

ably there is justification for these schemes to receive more support and certainly they
should be the subject of further research.

Examples of specific government-supported schemes for workers in the informal
economy are the labour welfare schemes in India, financed from resources derived
from a tax on the output of about 5 million workers in the cigarette (beedi) and cinema
industries as well as in certain mines. A similar scheme operates in the Philippines for
sugar workers. In general, however, the level of resources generated is low and only
limited social protection is provided.

Introducing universal benefits or services financed
from general state revenues

Universal cash benefits are to be found in a number of industrialized countries, but
only rarely in developing countries, one example being Mauritius. Universal services,
particularly public health services, are more common. However, in recent years the
universal character of these health services has been greatly eroded by the imposition
of user charges, from which only the destitute tend to be exempt.
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By definition, universal schemes extend coverage to 100 per cent of the target popu-
lation, for instance those over a certain age, without any contribution condition or income
test. They avoid many of the problems involved in contributory systems. Naturally, they
will tend to cost more to the extent that they are providing benefits to more people. How-
ever, it must be borne in mind that eligibility conditions, such as pension age, may be
quite restrictive and benefit levels rather low. Universal health care systems are able to
achieve much more effective cost control than other types of health care systems and do
not need to spend money on administering systems of insurance and patient billing. An-
other difference between contributory schemes and universal schemes is that the latter do
not provide higher cash benefits to higher earners, but a single flat-rate amount to all who
qualify. This too helps to hold down the cost of universal schemes.

Universal schemes can greatly enhance gender equality. They cover people re-
gardless of their employment status and work history, and women receive the same
rate of benefit as men. The benefits typically provided by universal schemes are all of
particular importance to women: old-age pensions (as women have a longer average
life expectancy); child benefits (as women are typically more involved in caring for
children); and health care (as the health of children and issues of reproductive health
are of special concern to women).

The real problem with the existing universal schemes, which are mainly to be
found in the industrialized world, is not so much their aggregate cost (which is usually
less than that of contributory schemes), but the fact that — unlike contributory
schemes — they have to be financed from general government revenue and therefore
have to compete every year with all the government’s other expenditure priorities.
What may be perceived as affordable one year may be less so the next, if policies or
economic conditions have changed.

The widest possible form of universal cash benefit is the citizen’s income, which
would be provided not only for groups such as children and the elderly — who are not
expected to earn their living — but also for the able-bodied of working age. This type
of proposal has excited much interest in recent years. According to some of its propo-
nents it would replace income-tested benefits such as social assistance; for others it
would replace all existing social security schemes, including social insurance.

Establishing or extending means-tested benefits or services
(social assistance)

Social assistance is to be found in virtually all industrialized countries, where it
serves to plug at least some of the gaps left by other social protection schemes and thus
to relieve poverty. In developing countries social assistance is much less widespread.
Where it exists, it is usually restricted to just one or two categories of the population,
such as the elderly.

The relative paucity of social assistance schemes in the developing world testifies
to the problems which many governments have in devoting adequate resources to it.
This should not be seen purely as a reflection of the low absolute level of national
income or of government revenue. It may be questioned whether governments, in es-
tablishing their priorities, always give sufficient weight to their social assistance
schemes, whose beneficiaries are rarely in a position of political strength.

Social assistance is targeted only at those in need and the means test can in theory
be made rigorous enough to exclude all but those whose needs are greatest. In practice
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things tend to be different, even in the most sophisticated social assistance systems. On
the one hand, no means test is foolproof, so some people who are not eligible neverthe-
less succeed in obtaining benefits — particularly in countries where there is a thriving
informal economy. Such errors are serious not only because they cost money, but
above all because they undermine public confidence in the system. On the other hand,
social assistance benefits fail to reach many of those in greatest need for one or more of
the following reasons:
� they are unwilling to apply because of social stigma;
� they may be unaware of their rights under the legislation;
� they find it difficult to submit an application for benefit, as procedures are often

complicated and time-consuming;
� social assistance is often subject to considerable administrative discretion, opening

the way to favouritism, clientelism and discrimination.
The more rigorous the means test, the greater the likelihood that people will be put

off from applying and that those in real need will fail to obtain benefit. Self-selection
mechanisms are often more appropriate than means testing, especially in the context of
developing countries. These tend to be used, for example, in the provision of paid work
in labour-intensive projects and of basic food aid.

Means-tested social assistance has another major drawback, as it can discourage
people from saving (or encourage dissaving) if they think that any savings they have
will simply be deducted from the benefit that they would otherwise receive. Similarly,
it may act as a disincentive from contributing to other forms of social protection. Thus
it can help to create situations of need because of the perverse incentives inherent in
means testing.

On the other hand, social assistance can be useful for specific vulnerable groups,
such as the elderly and children. It may well be the only solution for widows who have
not been able to contribute themselves to pension schemes or whose husbands were not
covered by survivors’ insurance. It is often also a way of helping poor households with
children; in various countries the provision of such benefits is now linked to school
attendance.

Linkages between different components of social protection

Most social protection systems are mixed and there are linkages between their
different components. One obvious linkage is that certain benefits are designed to sup-
plement others. Compulsory contributory benefits may supplement universal benefits.
Voluntary contributory benefits may be intended to supplement one or both of these.
The linkage between social assistance and the other components of social protection is
of course quite different. If a person receiving social assistance is eligible for other
social benefits, then the latter will be deducted from what would otherwise have been
paid by social assistance. If these other benefits are contributory, the result is that the
person has contributed for nothing.

This suggests that the relationship between means-tested schemes and contribu-
tory schemes has to be carefully thought through. Among the issues which deserve
attention are: the sequence in which social assistance and contributory schemes should
be established; the relative levels of benefits provided by each; and whether eligibility
conditions (such as pension age) should be different. These issues give rise to real
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dilemmas. As policy-makers become more aware of them, they may be more prepared
to give universal schemes serious consideration, in order to minimize perverse incen-
tives.

Social protection is constantly changing and the direction in which it is likely to
change is often highly dependent on what has gone before. Policy-makers should be
conscious of these dynamic linkages, since otherwise the final result of their decisions
may diverge significantly from their intentions. For example, they may be very keen to
encourage the establishment of contributory schemes, in view of the many advantages
which such schemes obviously have. However, if these schemes fail — and with non-
statutory schemes in an unregulated environment this is quite likely to happen — then
people’s trust in such ventures may be destroyed for a long time to come. Or to take
another example, tax policies may result in the establishment of voluntary contributory
schemes for some workers, creating vested interests (notably among the financial insti-
tutions involved in managing them) which would stand in the way of establishing a
national social security scheme covering all workers.

The existence of these various linkages serves to underline the need to develop an
overall public policy concerning social protection, defining priorities and the financial
involvement of the State. The key issues are to determine the institutions through
which to channel state subsidies and the categories of the population which are to ben-
efit. It is also important to recognize possible complementarities, for example, support
for the creation of health care facilities and support for the development of insurance
mechanisms.

CONCLUSIONS

Those lacking social protection tend to belong to the economically weaker sections
of society. The aim in the long term should be to bring them into a national system
covering the whole population (or the entire labour force, as the case may be) where
they can benefit from risk-pooling and solidarity. In the medium term this may be
possible for middle-income developing countries, but not for the low-income coun-
tries. Such schemes are difficult to enforce, especially for some sections of the self-
employed, but plans should be drawn up (and included in legislation) to extend
compulsory coverage in a step-by-step manner, at least to all employees. The State
may facilitate and support micro-insurance schemes for those whom compulsory
schemes are for the time being unable to reach, although it is clear that many of those in
greatest need will never choose or be able to contribute to such schemes and will thus
never benefit from any support which the State provides to them. Micro-insurance
schemes should be encouraged to develop in a way that will facilitate their possible
integration into the national scheme and eventually the generalization of compulsory
coverage.

Apart from contributory schemes, the other main types of social protection are
financed from general government revenue and may take the form of means-tested or
universal benefits. Governments in developing countries have been slow to develop
either of these, being already under intense pressure to cut existing public expenditure,
within the framework of structural adjustment programmes. However, such benefits
need not be very costly: the category of persons eligible can be quite narrowly defined,
at least at the initial stage, in order to limit the impact on the state budget. Over time, as
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the benefits prove their worth and gain political support, it should be possible to devote
greater resources to them and to provide them on a less restrictive basis. Both types of
benefit provided by the State can help those who are in greatest need. Universal ben-
efits tend to cost more but they are simple to administer and they are a foundation on
which individuals can build better income security for themselves and their families.
They can be a powerful tool to promote gender equality and, more generally, to en-
hance individual autonomy, since they can free people from destitution without sub-
jecting them to the controls and conditions usually associated with poor relief.

The goal of social protection is not mere survival, but social inclusion and the
preservation of human dignity. As governments seek to extend coverage, they would
do well to study the experience of countries where social security is popular and enjoys
a high degree of public support. The huge task of extending social protection is one for
which they will need all the public support they can get. There are no simple solutions,
and the prospects of success of the various strategies will vary according to the national
context. More research, accompanied by experimentation and innovation, can help to
inform policy to achieve progress towards ensuring that all working people and their
families enjoy decent social protection.
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CHAPTER IV

GENDER EQUALITY

Gender equality issues are to be found in virtually all aspects of social protection.
While problems of unequal treatment are also dealt with in other chapters of this re-
port, the present chapter attempts to give an overview of the topic as a whole.

The first point to emphasize is that gender equality in social protection is more than
a question of securing equal treatment of men and women in the formal sense. It is also
a matter of taking account, in an appropriate way, of gender roles in society, roles
which differ between societies and have in recent years undergone immense change in
very many countries. Thus social protection schemes should be designed, on the one
hand, to guarantee equality of treatment between men and women and, on the other
hand, to take into account different gender roles and serve as a tool for the promotion of
gender equality.

After briefly reviewing what ILO social security Conventions and Recommenda-
tions have to say on discrimination on the basis of sex, this chapter looks at the link
between social protection and gender and at the impact which labour market inequali-
ties have on different forms of social protection. It then proceeds to consider actual and
potential measures to promote gender equality through social protection.

Gender equality in social security systems is a complex matter which involves two
types of discrimination, direct and indirect.

Direct discrimination can be traced to: (i) differences in treatment between econ-
omically active married women and men, based on the idea that the woman is depend-
ent on her husband, so that her social insurance entitlements are derived rights based on
his insurance rather than personal rights based on her own; (ii) differences in rates of
benefits or contributions based on actuarial calculations made separately for men and
women, taking into account factors such as different life expectancy, risks of morbidity
and disability, anticipated work patterns, etc., such differences being found in systems
of individual savings accounts in which there is no pooling of risk or solidarity.

Indirect discrimination results from measures which, although often defined with-
out distinction as to sex, do in practice affect women and men differently because of
the nature of their occupational activity, marital status or family situation. Women
workers predominate in the sectors not covered by social security, such as domestic,
part-time or occasional work or in the informal economy. Certain conditions, such as
long qualifying periods, also penalize women.

Many women spend much of their lives outside paid employment and are thus
economically dependent on their husbands. In social security systems based on gainful
employment, derived rights allow a dependent spouse to benefit from health care and
survivors’ benefits. The issues to be considered here include: the adaptation of derived
rights to changing family structures such as common-law unions, divorce and separa-
tion; the change in the concept of social protection which implies equal treatment of
widows and widowers; the introduction of measures for all single parents (of which
widows are but a subcategory).
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INTERNATIONAL LABOUR STANDARDS AND GENDER EQUALITY

In the ILO’s early years, standards related to women aimed primarily at protecting
female workers in terms of health and safety, conditions of work and special require-
ments related to their reproductive function. Over time, there has been a change in the
types of standards relevant to women — from protective Conventions to Conventions
aimed at giving women and men equal rights and equal opportunities. The adoption of
the Equal Remuneration Convention, 1951 (No. 100), the Discrimination (Employ-
ment and Occupation) Convention, 1958 (No. 111), and the Workers with Family Re-
sponsibilities Convention, 1981 (No. 156), marked a shift in traditional attitudes
concerning the role of women, and a recognition that family responsibilities affect not
only women workers but the family and society as well. The mid-1970s marked the
emergence of a new and more ambitious concept aimed at equality of opportunity be-
tween men and women in all fields. This concept found its expression in the debates
and texts that came out of the 60th Session of the International Labour Conference held
in 1975. Since then the protection of working women has been based on the principle
that women must be protected against the risks inherent in their job and profession on
the same basis and according to the same norms as men. The special protective meas-
ures which remain permissible are those aimed at protecting women’s reproductive
function.

Most of the ILO social security instruments contain no provision forbidding dis-
crimination on the basis of sex, having been adopted at a time when the prevailing
opinion (often at variance with reality even then) was that men were the breadwinners
and that women would normally stay at home to take care of the family. Two social
security Conventions do however prohibit discrimination. One is the Maternity Protec-
tion Convention (Revised), 1952 (No. 103), which states that any contribution shall be
paid in respect of all men and women employed by the enterprise without distinction
on the basis of sex. The other is the Employment Promotion and Protection against
Unemployment Convention, 1988 (No. 168), which requires equality of treatment for
all persons protected, without discrimination on the basis inter alia of sex, while allow-
ing member States to adopt special measures to meet the specific needs of categories of
persons who have particular problems in the labour market.

Other ILO Conventions not specifically relating to social security do of course
expressly prohibit discrimination on the basis of sex, namely Conventions Nos. 100,
111 and 156 mentioned above. With a view to creating effective equality of opportu-
nity and treatment for men and women workers, Convention No. 156 prescribes that all
measures compatible with national conditions and possibilities shall be taken to take
account of the needs of workers with family responsibilities in social security. The
Discrimination (Employment and Occupation) Recommendation, 1958 (No. 111), rec-
ommends that all persons should, without discrimination, enjoy equality of opportu-
nity and treatment in respect of social security measures.

The protection of the reproductive function of women is intimately linked with the
promotion of gender equality. Maternity insurance benefits are critical for allowing
women and their families to maintain their standard of living when the mother is un-
able to work. Throughout its history the ILO has been concerned to ensure that women
workers enjoy this entitlement, from the adoption in 1919 of the Maternity Protection
Convention (No. 3) to the adoption in 2000 of the Maternity Protection Convention
(No. 183) and Recommendation (No. 191).
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THE LINK BETWEEN SOCIAL PROTECTION AND GENDER

Most social security schemes were initially set up on the basis of the male bread-
winner model. Thus, for example, they usually provided widows’ but not widowers’
benefits and, in some countries, wives who engaged in paid employment did not have
to contribute to the scheme. A lower pensionable age for women was also in some
ways a reflection of a model in which the labour force participation of women was
regarded as secondary. As more and more women have joined the paid labour force,
ideas about gender roles have evolved and social security schemes are gradually being
reformed.

Within social protection there are two complementary approaches leading towards
gender equality:
� prescriptions/measures to level the playing field and ensure that equal treatment is

granted to men and women. The goal is to eliminate discriminatory practices in
programme design; but women remain in a disadvantaged position in terms of
social protection as long as social security benefits are tied to labour market em-
ployment, where pervasive gender inequalities persist;

� prescriptions/measures to equalize outcomes and compensate for discrimination
and inequalities generated outside the social security systems, for example in the
labour market.

THE IMPACT OF LABOUR MARKET INEQUALITIES ON DIFFERENT

FORMS OF SOCIAL PROTECTION

Women are often in a disadvantaged position in the labour market. Their situation
is determined by the division of labour, in which they undertake a very large share of
unpaid caring work. The latter role often prevents women from taking up or remaining
in full-time employment. It affects the type of work they can undertake and the number
of years they spend in employment covered by social security. It often has an adverse
effect on their earnings, on their ability to pursue their training and on their prospects
for professional advancement. Even women who currently have no caring responsibili-
ties may be affected, if employers assume that they will have in future.

These labour market inequalities affect the position of women in some types of
social protection much more than others. Some of the strongest effects are to be seen in
company pension and health plans: women are more often excluded from these
schemes than men, because they are in lower grades, or have insufficient years of
service, or work part time. Company schemes also exclude those workers who, for one
reason or another, are not covered by social insurance schemes. Company schemes
provide benefits that are related to the level of previous earnings and to length of serv-
ice, both factors which tend to favour men. In addition, some are final pay schemes,
which are particularly advantageous for employees who have moved up most in the
company and for those who have long periods of uninterrupted service. Again this is
more likely to be the case for men than for women.

All sorts of savings schemes for old age tend to reflect, and indeed to amplify,
labour market inequalities. Workers in low-paid and precarious jobs, among whom
women are disproportionately represented, cannot afford to save much and often fail to
do so, even in countries where the law has supposedly made retirement savings
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schemes mandatory. Those whose savings are small or irregular typically get a lower
net return, as a greater proportion of their savings is eaten up by administrative costs,
owing to the higher costs of small accounts. In savings systems there is no solidarity or
redistribution. Because of their greater life expectancy, women’s pensions are lower
than those of men, even if their savings are of the same value.

Social insurance schemes frequently do not cover categories such as home-
workers, domestic workers and part-time workers, in which women are heavily repre-
sented. Workers in the informal economy — where so many women spend much of
their working life — are also unprotected. Interrupted careers, shorter contribution
records and lower pay adversely affect women’s entitlements under social insurance as
in other employment-related schemes. This affects not only pensions but also unem-
ployment benefits, which many unemployed women do not receive. (If they are single
they may be able to obtain social assistance benefits, but these are usually lower and
subject to numerous restrictions. If they have a partner, the household means test usu-
ally disqualifies them from social assistance, as explained below.) However, social
insurance schemes do have certain features which attenuate labour market inequalities,
such as minimum pensions or weighted benefit formulae favouring the lower paid.

For workers in the informal economy, notably in developing countries, micro-
insurance schemes can help to fill the gap in social protection, and some of them cater
especially for women; given the voluntary character of such schemes, however, there
tends to be little systematic redistribution from men to women.

Universal schemes — national health services, child benefits, universal old-age
benefits — usually give women the same rights as men, regardless of employment and
earnings history. As noted in Chapter III, they can greatly enhance gender equality.

As for social assistance schemes, these may, in formal terms, provide for equal-
ity of treatment and, since they cater for the poor, tend to redistribute income in
favour of women (at least to those who are single). However, social assistance ben-
efits are means-tested against the earnings of a spouse or partner; given that men
usually have higher earnings than women, the result in practice is likely to be that a
married woman has less chance of receiving benefit than a married man. And where
a male partner succeeds in establishing entitlement to social assistance, the element
of the benefit intended to meet the needs of his female partner will be paid to him, not
to the woman.

Finally, it should be borne in mind that not only do labour market inequalities
affect social protection, but social protection also has an impact on labour market in-
equalities. For example, a well-functioning system of unemployment benefits (includ-
ing both unemployment insurance and unemployment assistance for those without
insurance entitlements) helps to minimize the problems of low-paid, low-productivity
jobs. Childcare and other social services are also of crucial importance in helping
women to compete in the labour market on a more equal footing with men.

MEASURES TO GRANT EQUALITY OF TREATMENT IN SOCIAL PROTECTION

AND TO PROMOTE GENDER EQUALITY THROUGH SOCIAL PROTECTION

A wide range of social protection measures have been used or may potentially be
used to promote gender equality. These and some other issues relevant to gender equal-
ity are examined below under the following headings:
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� survivors’ pensions;
� divorce and pension-splitting;
� pensionable age;
� pension credits for persons with caring responsibilities;
� sex-differentiated annuity rates;
� parental leave and benefits and childcare services;
� child benefit.

Survivors’ pensions

Survivors’ pensions are based on the notion of dependency: they link benefit en-
titlements to the contributions paid by (or on behalf of) the deceased spouse, they insure
against the loss of the breadwinner and (in many countries) they may be suspended if the
recipient remarries. Traditionally survivors’ benefits were provided only to the widow
and to orphans, not to the widower (unless he had a disability and was for that reason
dependent on his wife). This discrimination has been abolished in the social security
systems of many countries, including the United States and most Member States of the
European Union. Discrimination against widowers was ruled to be unlawful in occupa-
tional pension schemes by the European Court of Justice in 1993.

Mainly as a result of the developments described above, elements of income testing
have been introduced in the statutory survivors’ benefits schemes, for example in France,
Greece, Italy, Netherlands and Sweden. Other countries have restricted the payment of
benefit to survivors above a certain age (at which it is judged to be difficult to enter
employment) and to those caring for young children. As a result of such restrictions,
some women are worse off than they would have been under the old legislation. Those
who are younger than the specified age may experience real difficulty finding employ-
ment. And even for many who are employed, the death of the husband may lead to seri-
ous financial difficulties, if no widow’s pension is payable: the household budget in most
cases is then less than half of what it was. The main aim of these restrictive measures has
been to limit the increase in the cost of survivors’ benefits resulting from their extension
to widowers. It is no doubt significant that equal treatment of survivors was introduced at
a time when social security systems already faced financial problems. The issue has
given rise to a debate between those who feel it is reasonable that women should now-
adays normally be expected to earn their living and those who point out that this was not
what was expected of many women entering married life in past decades. Should those
becoming widows now suffer because values and attitudes have changed?

In numerous pension systems, women who are not legally married do not qualify
for a survivor’s pension upon the death of their partner. However, some countries do
grant a pension provided that there is evidence of dependency or cohabitation. Such is
the case, for example, in Costa Rica, Denmark, Luxembourg, the Netherlands,
Norway, the United Kingdom and Venezuela.

The position of widows in developing countries, particularly in Africa and South
Asia, is very much more difficult than in the industrialized economies, not only be-
cause the social security systems are more rudimentary, but also because widows are
often subject to discrimination, social isolation and even physical violence. If a country
has a universal pension (or a social assistance pension available on conditions that are
not too restrictive), this is of immense assistance to older widows, few of whom will
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have any contributory entitlements whatsoever. However, it should be remembered
that many widows are not nearly old enough to qualify for an old-age pension, particu-
larly in societies with a tradition of child brides and in countries seriously affected by
AIDS and by wars. (High mortality rates from AIDS, among both men and women, are
also leaving many orphans, most of whom have no benefit entitlements.) Various
states in India have extended means-tested pensions to cover destitute widows, but
problems of implementation have limited the impact of such measures.

Divorce and pension-splitting

The last three or four decades of the twentieth century saw a rapid rise in the rate of
divorce in many industrialized countries. For example, in both Canada and the United
Kingdom they were six times higher in 1990 than in 1960. Between the mid-1970s and
the mid-1990s the rate doubled in the Republic of Korea, Thailand and Venezuela.
This trend has profound implications for the old-age security of divorced women, par-
ticularly where they have not themselves been in pensionable employment. If the
former husband remarries — as is most often the case — they may lose some or all of
their entitlement to a widow’s pension.

To deal with this problem, pension systems in various countries have introduced a
refinement commonly known as “pension-splitting”. All the pension entitlements
earned by both partners while they were married to each other are added up, then di-
vided equally between them. Such a system has existed in the social security schemes
of Canada and Germany for almost a quarter of a century. More recently, it has been
introduced in Ireland, South Africa and Switzerland. It has recently also attracted at-
tention in relation to occupational pension schemes.

Pensionable age

Numerous countries either have or have had until recently a lower pensionable age
for women than for men, as shown in table 4.1. Why did legislators in these countries
(the overwhelming majority of whom were men) decide to make this difference? It has
been suggested that it may be related to the tendency for men to marry somewhat
younger women and for them to wish to retire about the same time. Another possible
explanation is that the age for women is lower to compensate for the double burden
they have borne, by going out to work and also doing most of the work in the home.

A lower pensionable age for women constitutes formal discrimination against
men. The difference, where it still exists, is now widely questioned. That women do
bear a double burden is undeniably true, but whether this affects their ability to re-
main in employment until the same age as men is far from evident. Indeed their
higher life expectancy might even suggest the opposite. A consensus is tending to
emerge in favour of a common pensionable age, as already exists in Canada, France,
Germany, Japan, the United States and many other countries. However, what that
age should be is often the subject of heated debate. Many women are understandably
reluctant to see their pensionable age increase or to receive reduced pensions at the
existing pensionable age. On the other hand, if the age for men were to be reduced,
the cost would be enormous. This would in any case be inadvisable, since the pro-
jected rise in the ratio of pensioners to workers suggests that pensionable age should
rise rather than fall.
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Many countries which are increasing pensionable age have introduced an element of
flexibility that allows workers to continue drawing their pension from the previous pen-
sionable age, subject to an actuarial reduction. Generally speaking, women have opposed
proposals to increase their pensionable age and/or to reduce the benefits granted at the
existing pensionable age. However, some women workers may stand to gain, if the in-
crease means that they can stay longer than before in employment and build up bigger
pension entitlements. For women who have taken time out of the labour force to raise a
family, this may be a real advantage, assuming of course that they do wish to carry on
working and that they are actually obliged to retire at the standard pensionable age. To be
regarded as equitable, increases in pensionable age usually have to be introduced

Table 4.1. Differences in standard pensionable ages for men and women, 1999

Country Men Women

Algeria 60 55
Armenia 62 57
Australia 65 61.5 (rising to 65 by 2013)
Austria 65 60
Belgium 65 61 (rising to 65 by 2009)
Brazil 65 60
Bulgaria 60 55
Chile 65 60
China 60 50; 55 (if salaried);

60 (if professional)
Colombia 60 55
Cuba 60 55
Hungary 60 (62 by 2009) 57 (rising to 62 by 2009)
Iran, Islamic Rep. of 60 55
Iraq 60 55
Israel 65 60 (65 for housewives)
Italy (old law, for persons working before 1996) 64 59
Pakistan 60 55
Poland 65 60
Romania 60 55
Russian Federation 60 55
Slovakia 60 53-57 (according to number

of children raised)
Slovenia 63 58
South Africa 65 60
Sudan 60 55
Switzerland 65 62 (rising to 64 by 2005)
Turkey 55 50
Ukraine 60 55
United Kingdom 65 60 (rising to 65 by 2020)
Uruguay 60 56 (rising to 60 by 2003)
Venezuela 60 55
Viet Nam 60 55

Source: United States Social Security Administration: Social Security Programs throughout the World, 1999 (Washington, DC, 1999).
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gradually. For example, a formula commonly suggested in Central and Eastern European
countries has been to raise the age each year by three months — thereby phasing in a five-
year increase over a 20-year period. This is necessary, not only to give the working popu-
lation time to adjust to quite a profound change, but also to allow time for the labour
market to adjust: a more rapid increase could lead to significantly higher unemployment.

Pension credits for persons with caring responsibilities

Many women reach retirement age with low or even zero pension entitlements in
their own right — either because their unpaid work as carers has prevented them from
participating in the paid labour force or because their caring responsibilities have
obliged them to participate only in peripheral forms of employment, which are poorly
remunerated and not covered by social security systems. In order to help remedy this
problem, numerous countries have introduced provisions under which persons staying
at home to care for young children (and for others unable to look after themselves) are
awarded pension credits for the period in question as if they had been employed and
paying social security contributions. Among the countries with such provisions are
Germany, Norway, Sweden and Switzerland. Ireland and the United Kingdom have
implemented a variant of the caring credit through a procedure called home responsi-
bilities protection which provides for years of low or zero earnings to be disregarded in
the calculation of the pension amount. In 1996 Ireland increased the number of years
for which such protection could be available by raising the age of qualifying children
from six to 12. These measures contribute to gender equality not only as they help to
provide better income security for the many women who leave the labour force to raise
a family, but also as they are available to husbands who look after the children while
their wives pursue their careers. Another approach, which in practice helps more to
promote labour market equality, is the provision of childcare services.

Sex-differentiated annuity rates

In most of the mandatory retirement savings systems that have been introduced to
date, particularly in Latin America, workers upon retirement have the option between
the purchase of an annuity and a phased withdrawal of the money in their account.
Under this type of system — unlike the existing social insurance schemes — there is
no pooling of risk or solidarity between men and women (who have a substantially
longer average life expectancy). Hungary and Poland, however, have provided in their
legislation for mandatory lifetime annuities using unisex rates. It remains to be seen
how easy it will be to enforce such legislation upon competitive annuity companies, all
of which will have a strong preference for male customers. The male/female pension
differentials in the Latin American countries concerned may be widened not only by
the introduction of gender-specific parameters, such as lower annuity rates for women,
but also perhaps by the increase in the standard pensionable age for women and the
associated actuarial reductions for women unwilling or unable to postpone retirement.

Parental leave and benefits and childcare services

Social security can promote gender equality not only by compensating unpaid
carers for lost periods of pensionable employment, but also by making it easier for



Gender equality 45

either men or women to assume the caring role and for them to do so without abandon-
ing their careers. Parental leave and parental benefits (which replace their lost earn-
ings) contribute significantly to this objective:
� as they are available to the mother or the father or can be shared by both;
� as they usually also provide for a number of days per year on which either parent

may take time off work to look after a child who is sick.
The provision of high-quality and affordable childcare services, often under the

aegis of social security institutions or social service agencies, also plays an important
role in promoting gender equality. The need for these services has risen as the partici-
pation of women in paid work has increased. In many countries a higher proportion
of the workforce is faced with the competing demands of work and family responsi-
bilities.

Child benefit

Child benefit is also a measure that favours gender equality in more ways than one.
It is a benefit that is nowadays usually paid to the parent effectively caring for the child.
This is an important consideration as the distribution of income within the single-
breadwinner family is often highly unequal and breadwinners sometimes abuse the
dominant position that receipt of the household income confers. While common
in industrialized countries, child benefits are to be found in very few developing
countries.

Recent years have seen a large rise in the proportion of families that are headed by
a lone parent. Since 1960 this has more than doubled in countries such as the United
Kingdom and the United States. This trend is related to the enormous increase in births
to unmarried mothers (up more than fivefold in these and other countries), as well as to
rising divorce rates. The vast majority of lone parents are women, most of them young.
Given the high cost of childcare in many countries and the limited access of young
mothers to reasonably well-paid jobs, many of those concerned find that they have
little choice but to stay at home with the child and live on social assistance or other
means-tested benefits. But if child benefit is paid, this can, in combination with earn-
ings from employment, provide them with a viable alternative. For those who are try-
ing to develop a career and are often at an early and crucial stage, having the option to
enter or remain in employment may be extremely important for their future earnings
potential.

In developing countries the provision of child benefit conditional upon school at-
tendance can be a powerful instrument for ensuring that both girls and boys receive an
education and for combating the scourge of child labour. Such benefits can take the
form of waivers of school fees, which is probably the most powerful incentive for
children to go to school. The experience with cash grants to families and children
shows that they are a useful initial incentive for families to withdraw their children
from work and send them to school. If possible these should be reinforced by other
provisions such as school lunches, books, uniforms, pads and pencils, transport, ac-
commodation and counselling, which encourage children to attend school and to re-
main in school. The Bolsa Escola programme in Brazil, for example, has shown how
cash grants can help very poor families to keep their children in school. Its major im-
pact is to allow poor children to remain in school when they would otherwise be
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excluded owing to inadequate academic performance. Although only a minute number
of families has benefited so far from the programme and the amount they receive does
not eliminate poverty, in-depth assessments have indicated a significant impact on
beneficiary families.

CONCLUSIONS

Reflecting the opinions prevailing at the time of their adoption, most ILO social
security Conventions contain no prohibition of discrimination on the basis of sex, al-
though certain other ILO instruments touch briefly upon the subject.

Social security can enhance gender equality by:
� extending coverage to all workers, or at least to all employees, including the par-

ticular categories in which women are heavily represented;
� helping men and women to combine paid employment and caring work, for exam-

ple through paid parental leave and child benefits;
� recognizing unpaid caring work either through the award of credits under contribu-

tory schemes or through the provision of universal benefits;
� granting dependent spouses entitlements in their own right, thereby safeguarding

their position in case of separation or divorce.
The introduction of gender equality with regard to parameters such as pensionable

age or survivors’ benefits may, however, have an adverse effect on women, as it can
lead to a levelling down of entitlements, rather than a levelling up. Where, for econ-
omic or other reasons, this is judged to be unavoidable, there must at least be a careful
and gradual transition process.

Finally, all social security reforms should be closely scrutinized for possible ad-
verse implications for women and for gender equality.
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CHAPTER V

THE FINANCING OF SOCIAL SECURITY

Many contemporary national social security systems — financed largely on a pay-
as-you-go (PAYG) basis — are presently criticized on the grounds that they will be-
come unaffordable, inefficient or ineffective in the face of ageing populations, or
owing to the competitive forces in the new global economy and to the growth of the
informal economy. The main point made in this chapter is that affordability of social
protection will remain much more a question of national income policy preferences
than of objective economic circumstance. There may be social transfer levels that
some countries cannot afford, but very few are too poor to share enough resources at
least to avoid destitution. However, globalization will require new policy responses.

GLOBAL TRENDS IN SOCIAL SECURITY EXPENDITURE

Worldwide social security expenditure has been on the increase for decades. In
market economy countries sharp increases were observed in the overall social ex-
penditure ratio (i.e. social security expenditure measured as a percentage of GDP) in
the 1960s and 1970s, followed by a stagnation during the second half of the 1980s and
most of the 1990s. Social security expenditure reached an average of about 18 per cent
in the mid-1990s in the OECD countries (25 per cent in the EU Member States). In the
former planned economies, economic transition placed a heavy strain on the badly
prepared social transfer systems during the 1990s, yet total social security expenditure
was maintained at about 15 to 20 per cent (excluding subsidies on certain goods and
services) — albeit of contracting levels of GDP. In the developing world the picture is
more heterogeneous. As a general rule expenditure has increased in recent decades.
But it grew from a level which on the whole was about ten times lower than in devel-
oped countries in the 1960s and is still three to five times lower. Table 5.1 shows
aggregate worldwide and regional levels of social security expenditure in 1990, the
most recent year for which fairly complete data are available.1  The social expenditure
ratio is an aggregate measure and does not reveal how the redistributed resources are
allocated equitably to specific population groups or whether they are allocated ef-
ficiently. However, it is useful as an indicator of general trends.

Under status quo conditions it is to be expected that formal social expenditure will
continue to increase for some time. Schemes in developing countries will mature, their
scope will expand and new schemes will be introduced. In the more developed econ-
omies overall social security expenditure could grow further if dependency ratios were
to continue to rise. Dependency will remain high or will increase further if female

1 For more detailed data, see the statistical annex at the end of this report.
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labour force participation in some major economies remains relatively low (compared
to that of males), if the average age of entry into the labour market continues to rise and
if de facto retirement ages continue to drop.

It is often maintained that there is a simple relationship between social security
expenditure and GDP levels. In other words, as countries get richer they tend to spend
more on social security. Figure 5.1 shows that this is only partly true. It approaches the
problem through a straightforward two-dimensional regression. While the exercise
may be methodologically simple, it produces some interesting results.

The graph indicates that the mathematical correlation between GDP per capita and
social security expenditure as a percentage of GDP is relatively weak (even using a
non-linear, i.e. exponential, regression line).2  However, it also reveals a more complex
picture. The advanced industrialized countries clearly have a higher level of transfers
through the social protection system than lower-income countries. The higher- and
lower-income countries actually form two clusters around the regression line. How-
ever, neither cluster is very dense. This means that the level of social security spending
varies substantially between countries with similar GDP per capita. Clearly, the level
of social expenditure (measured as a percentage of GDP) does not — at least exclu-
sively — depend on the level of GDP. Thus there are poorer societies which decide to
devote a similar percentage of their GDP to social security expenditure to that spent by
societies which are far better off. This indicates that social spending is also to a large
extent a matter of political choice.

SOCIAL SECURITY AND ITS MAIN CHALLENGES

Contemporary social protection financing systems face three major challenges.
They are said to be ill-equipped to deal with the ageing of the population and with
globalization, and the financial burden placed on contributors and taxpayers in all

Table 5.1. Aggregate levels of social security expenditure, 1990

Region1 Total social security Of which:
expenditure (% of GDP)

Pensions Health care

All countries 14.5 6.6 4.9
Africa 4.3 1.4 1.7
Asia 6.4 3.0 2.7
Europe 24.8 12.1 6.3
Latin America and the Caribbean 8.8 2.1 2.8
North America 16.6 7.1 7.5
Oceania 16.1 4.9 5.6
1 Averages refer only to countries for which data are available. For the countries included in each region, see the statistical annex at the
end of this report.

Source: World Labour Report 2000, op. cit., statistical annex, table 14.

2 The R square measure is only 0.2858, which is not normally taken to indicate a measurable
correlation.
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countries is said to have reached the limits of affordability. This section briefly analy-
ses the arguments, then sets out the options at the national and international levels to
deal with the challenges.

Figure 5.1. Relationship between social security expenditure (as a percentage of
GDP) and GDP per capita (in thousand US$), selected countries, mid-
1990s
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Does social security face an ageing crisis?

Ageing — often misrepresented as the key challenge for the financing of formal
social transfer systems — will pose a major problem only if rapidly ageing societies
cannot contain overall social dependency. However, even in Europe — where the age-
ing process is at a relatively advanced stage — dependency could be reduced substan-
tially through increased retirement ages and greater labour force participation of
women. An ageing society need not face any crisis, as long as it is able to provide jobs
for its ageing workforce. After decades of heavy investment in health care through
social protection, people are remaining fit and healthy until later in life and should be
able to work longer. In addition, modern and more flexible lifetime working patterns
should be able to accommodate employment patterns needed by parents and older
workers. ILO model calculations show that in a typical rapidly ageing European coun-
try with a de facto retirement age of 60 and a female labour force participation rate like
that of the Netherlands, the combined unemployment and old-age pensioner depend-
ency ratio would have been on the order of 62 dependants per 100 employed persons in
1995. If the country were to (a) raise the de facto retirement age to 67 by 2030 and
(b) increase female labour force participation to the present highest levels in Europe
(i.e. the Swedish level) then the combined dependency ratio in 2030 would amount to
about 68 per 100 employed. Under status quo conditions (i.e. unchanged de facto re-
tirement age of 60 and unchanged labour force participation of women) that ratio
would be 80 to 100, or about 18 per cent higher. Employment is the key to the future
financing of social protection in all societies. Ageing is not so much a threat for social
security systems as a challenge for economic and social policy-making and for the
labour market.

Or does social security face a globalization crisis?

The statistical annex shows that up to now some of the countries with the most
open economies have the highest levels of social spending (for example, most of the
Nordic countries, Austria, Germany, the Netherlands). Open national economies in a
global economy do not have to have lower social spending. On the contrary, a higher
level of social protection would appear to be necessary in countries that are more ex-
posed to external risks or which have to undergo difficult structural adjustments.

However, the data reflect economic realities in the mid-1990s. In the meantime
political realities appear to have changed to some extent. Globalization not only
channels liquid financial resources from one part of the world to another, it also
exposes whole industries to new competitive pressures; pressures which sub-
sequently trickle down — as pressures on wages and non-wage labour costs — to
employees. Credible threats to relocate enterprises or actual closures due to competi-
tive forces can in practice limit the power of the nation State to tax or collect contri-
butions.

National fiscal policies may react by seeking to move to income sources which are
not exposed to globalization pressures or do not negatively affect the country’s com-
petitive position, or by taking measures to curb expenditures in systems that are seen to
affect labour costs. Containing overall labour costs is an explicit policy objective in
most highly industrialized countries as well as many developing countries. There is
wide agreement among economists that social security contributions and taxes are not
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driving labour costs.3  Labour markets determine the price of the overall compensation
package of employees. Nevertheless, since wages — the major component of that
package — are often hard to change directly, the labour cost debate often concentrates
on other elements of labour costs, notably on social insurance contributions. If alterna-
tive sources of financing cannot be found, benefit levels in public social security
schemes tend to be reduced.

The diminishing fiscal sovereignty of the nation State as a result of globalization is
one of the major new challenges for national social protection systems.

Has social security reached the limits of its affordability?

It is the case in all societies (assuming the intention to treat their members with
decency) that income is shared, to a greater or lesser extent and by more or less trans-
parent means, between those who have the capacity to earn it and those who are unable
to do so. However, the levels of transfers recorded in national statistics do not appear to
correspond very closely to the economic potential of different countries. This suggests
that the measurement of transfers, in most countries, is very inexact. In countries where
extended family and kinship structures remain relatively strong, these may well pro-
vide the major vehicles for transfers, on an informal basis, whereas other countries
have moved towards more formal redistributive mechanisms, such as national pension
schemes. Overall, it seems certain that the differentials between countries in total (in-
formal and formal) transfers are much smaller than shown in national and international
social statistics.

A simple quantitative exercise may illustrate the point. It is assumed here that the
economically active population (including the unemployed) earn all the income in a
country (i.e. profits and wages) and would share this income with children, inactive
persons in the active age group and persons beyond active age. It is assumed also that
the ratio of consumption of an active person to that of an economically inactive person
(in any decent society) is 1 to 0.666.4 Based on these assumptions a hypothetical trans-
fer ratio can be calculated for selected regions. Figure 5.2 displays the estimated total
transfer ratio and also compares the estimated extent of informal transfers to the statis-
tically known extent of formal transfers.

One has to bear in mind that this exercise is to some extent speculative, as the data
basis is far from perfect. However, it appears that worldwide, only about half of the
total transfers are presently channelled through formal social protection systems. Most
of these formal transfers are taking place in Europe. In the developing world only a
small fraction of total transfers is channelled through formal systems. For the time
being the overwhelming part of all transfers in these societies is still achieved by infor-
mal arrangements. The total transfer ratios calculated show that the formal social pro-
tection expenditure projected for even the Western European countries is smaller than
the total estimated transfers.

3 World Labour Report 2000, op. cit., p. 68.
4 This is of course a hypothetical assumption; it is assumed implicitly that the overall degree of

sharing of consumption is independent of the relative proportions of those dependent by reason of child-
hood and those dependent by reason of old age.
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It can be concluded that most countries (except possibly the poorest) are redistrib-
uting more societal resources than formal social transfer statistics indicate. There is no
reason to believe that formal social transfer levels have anywhere become excessive in
terms of the income redistribution which societies find necessary. The debate on the
affordability of social protection is thus really a debate on policy preferences for par-
ticular redistribution mechanisms.

NATIONAL FINANCING OPTIONS

Each country has to adapt its overall social protection financing systems to its
economic circumstances, its demographic situation and — most importantly — the
preferences of its citizens. Each country has a limited set of possible transfer mecha-
nisms at its disposal, ranging from completely informal intra-family transfers to uni-
versal systems financed from general government revenue, with many intermediate
possibilities. National policy choices and objectives are embodied in the selected fi-
nancing systems and the role of governments versus the private provision of social
transfers. This section attempts to discern these often implicit choices and objectives.

Financing systems

Financing systems can be described in terms of the following parameters:
� the extent of group solidarity;

Figure 5.2. Estimated total transfers and their composition in selected regions,
early 1990s (as percentage of GDP)
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� the level and pattern of funding; and
� the sources of financing.

The extent of group solidarity

The smallest group within which transfers occur is obviously the nuclear family.
The next smallest group is the extended family or the immediate neighbourhood, fol-
lowed by the community or by occupational groups. Unless mandated by specific legal
provisions (such as alimony provisions in family law), transfers within families and/or
small communities are most often of an informal nature. The extent of solidarity within
these groups varies greatly, depending on values and on specific family or community
circumstances. There are often no clear entitlements to benefits, even in community-
based schemes. Just as in informal family settings, community-based transfer levels
often depend on the level of income of the group as a whole rather than on the precise
needs of potential transfer recipients.

The theory of insurance suggests that the viability of a scheme increases with the
size of the insured group. National schemes or social insurance schemes with a wide
coverage generally have more stable income than schemes restricted to smaller groups.
The variance of the benefit experience of large groups (i.e. their financial risk) is inevi-
tably more stable than that of smaller groups, which in turn stabilizes their financial
position. Small groups also often face joint risks, such as unemployment in an occupa-
tional group, poverty in a family, or epidemics in a community. In other words larger
schemes can usually cope better with most risks, provided they are well governed. The
disaggregation of national solidarity into smaller solidarity groups inevitably leads to a
wider disparity of benefit levels. In various parts of the world, a trend may be observed
towards greater disaggregation of solidarity groups, the extreme case being that
of individual accounts. This inevitably creates greater benefit inequalities and
uncertainties.

The level and pattern of funding

Short-term benefit schemes (with the notable exception of private health insurance
schemes) are generally financed on a PAYG basis on all levels of group risk-pooling.
The rationale is that short-term benefits are short-term promises and can be adapted
relatively quickly to changing demographic or economic circumstances and hence do
not need to build up huge reserves for distant future liabilities. In the case of pension
schemes three financing methods are commonly distinguished:
� PAYG, i.e. virtually no advance funding;
� full advance funding; and
� intermediate or partial funding.

Private pension systems usually are fully funded, i.e. they have to have sufficient
resources to honour their obligations should the insurance company, the occupational
pension scheme or the sponsor of an occupational scheme be dissolved. If this condi-
tion is met, the scheme is fully funded. Public pension schemes, which are backed by a
societal promise guaranteeing their liquidity and — ideally — indefinite existence, do
not require the same level of funding. The level of funding in social security schemes is
determined by considerations other than the exclusive financial safeguarding of
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pension promises. Most social security pension systems are in practice partially
funded. Even systems which were originally designed to be fully funded often became
partially funded when inflation undermined the value of reserves. Recently several
countries with old PAYG schemes have begun to introduce defined contribution
funded second-tier schemes (Hungary, Latvia, Poland). Others are introducing reserve
funds in their PAYG schemes (e.g. Canada, France and the Netherlands). From a
purely financial point of view, there is no real difference between a partially funded
defined benefit scheme and a pension system which consists of an unfunded and a
funded tier. In aggregate terms, both are partially funded.

Recent years have seen an intense international debate on the merits or demerits of
increased advance funding of national pension schemes. While social security pension
schemes do not really require the financial security that a high level of funding may
provide for small private systems, extraneous reasons for advance funding of pension
schemes are frequently invoked. Funding, it is claimed, can increase national savings. As
shown in table 5.2, the evidence does not support that contention. High levels of national
savings may well coincide with low levels of pension reserves and vice versa. Funding is
often said to stimulate the growth of capital markets. But, here again, the evidence is far
from compelling: emerging stock markets have notched up very impressive growth rates
in various countries where there are few, if any, funded pension schemes.

It is often claimed that funding will help to insulate pension schemes against the
negative effects of ageing. While this is possibly true for small insured communities
within a society or a small country in a global economy, the same does not apply to
whole national societies or to global society as a whole. A society has to allocate a
certain amount of resources to provide a certain level of consumption for its elderly.
The shift from wage-based to capital-based financing does not change that fundamen-
tal equation. Ultimately the consumption of the retired population has to be financed
out of the current GDP produced by the active population (unless it sells real assets to
the rest of the world).

Table 5.2. National savings rates (1990-92) and occupational pension assets (1990-91)

Country National savings Pension assets
(as % of GDP) (as % of GNP)

Australia 18 39
Canada 15 35
Denmark 19 60
France 21 3
Germany 23 4
Ireland 20 37
Japan 34 8
Netherlands 25 76
Switzerland 30 70
United Kingdom 14 73
United States 15 66

Note: The savings rate is the total (private sector plus government) savings rate.

Source: Gerard Hughes: “Pension financing, the substitution effect and national savings”, in Gerard Hughes and Jim Stewart (eds.):
Pensions in the European Union: Adapting to economic and social change (Dordrecht, Kluwer, 2000).



The financing of social security 55

It must be expected that advance funded and PAYG financed pension schemes will
both be vulnerable to demographic change. Funded schemes operate on the principle
that pensioners are able in effect to sell their assets to (or use them as collateral to
borrow from) active generations in order to generate cash income. If the buyer genera-
tion contracts, then one must expect asset prices to drop, thereby reducing the retire-
ment income of the selling generation.

A heavy strain on national finances (as opposed to the real amount of transfers
needed to finance the consumption of the elderly) may arise if a country moves from
PAYG financing to advance funding (for example by replacing its social insurance
scheme wholly or partially with private funding arrangements), as a (long) transitional
period will be necessary during which funds must be accumulated by current workers
to finance future pensions while at the same time pensions must be paid to current
pensioners. There is then a real risk that the value of the social insurance benefits may
be allowed to fall, in order to achieve economies and to limit the amounts that govern-
ment would otherwise have to raise through taxation or borrowing or the sale of assets.

If funding per se does not increase the resources that can be allocated to the de-
pendent population and economic advantages of funding are uncertain, then the only
policy rationale for switching from PAYG defined benefit schemes to funded defined
contribution schemes (as in Latin America and parts of Eastern Europe) lies in the
stabilization of social security contribution or tax rates. As benefit levels are then de-
pendent on long-term capital market performance, certainty concerning contribution or
tax levels is achieved at the cost of uncertain benefit levels. This represents a complete
reversal of previous policy objectives.

Sources of financing

National social security systems are generally financed through the following
main sources of revenue:
� social security contributions paid by employers and/or workers;
� taxes, which may be either part of general government revenue or earmarked

taxes;
� investment income; and
� private out-of-pocket outlays or insurance premiums.
However, most national social security systems are in practice financed by a mix of
sources (see table 5.3). This even applies to subsystems such as pension schemes.

The present debate about high public spending on social protection may disguise
the fact that many government budgets have substantially benefited from the existence
of national social security schemes. Young pension schemes and unemployment ben-
efit schemes during periods of high growth normally produce large surpluses when
contributions are collected but no or few pensions are paid. These surpluses might have
simply been absorbed into the general government budget either through straight trans-
fers (as was the case in Central and Eastern Europe) or through lending (as was the case
in many African schemes). Many of these transfers were never returned and low inter-
est rates (often negative in real terms) were paid on the loans. In such cases, social
security contributions were thus to a large extent another form of taxation.

Governments often feel unable to finance social protection expenditure from gen-
eral tax revenue. The traditional solution has been to provide special legislation for


