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Introduction

Sustainable social protection systems are at the forefront of the global debate.

While this has been true for decades, its relevance has increased due to changes in
demography, climate change, global economic shocks, the recent Covid-19 pandemic
and the emergence of new technologies and forms of work. The International
Organisation of Employers (IOE) is an active participant in global debates and has
contributed to the design of objectives and strategies for the improvement of social
protection systems. This document seeks to inform that debate and contribute with
examples and good practices.

Expanding coverage and improving social protection systems can foster inclusion,
productivity, and economic development. But for this to happen, social protection
expansion can only be achieved progressively to secure sustainability. Economic and
social realities vary greatly from country to country, and thus, there is no one-plan-
fits-all solution. When designing a reform, it is key to consider the macroeconomic
situation, the strength of the labour market, and the degree of government fiscal
space. Without acknowledging limitations and opportunities, countries risk negatively
affecting labour markets, employment, formalisation, and economic development.
Social protection is an integral component of the economy and the labour market. As
such, governments need to evaluate the efficiency of the revenue system and spending
mechanisms to promote inclusion and growth.

Social protection is key for the productive transformation of the economy, especially
the structural shifts to higher productivity activities. It works toward the inclusion of
people in vulnerable situations, including women, migrants, people with disabilities,
youth, and the elderly. Enhancing labour supply, strengthening and stabilising
aggregate demand, and improving the allocation of labour also depend on a strong
social protection system. In designing this policies support, countries need to avoid
poverty traps and policies that incentivise informality. Lack of registration stands as a
barrier to social protection expansion as it narrows the tax base, affects revenues, and
reduces fiscal space. Transitioning from informality to the formal economy is one of
the most desirable ways to increase the fiscal space and allow further steps towards
universal coverage.

This document is intended for members of the IOE members, to summarise the global
state of social protection and present the future challenges and opportunities from the
standpoint of employers. The first section describes the Social Protection Floors (SPF),
which are part of the International Labour Organization’s (ILO) work on the promotion
of social protection around the world. This is followed by a description of the state of
global social protection benefits and spending, highlighting the impact of Covid-19
and the remaining coverage gaps. Section 3 discusses opportunities and limitations for
increasing investment in social protection and emphasises the problem of the informal
economy. Section 4 focuses on pensions, which represent a structural challenge to
sustainable SPF. Section 5 looks into the new challenges that digitisation and the gig
economy present to the current systems and explores the current debates on how to
address this issue. Finally, Section 6 reviews innovative experiences around the world
that can work as blueprints for other countries.



IOE thanks its member federations and the International Federation of Pension Fund
Administrators (FIAP) who contributed to the preparation of this paper.

1. Social Protection Floors

Social Protection Floors are basic social security guarantees that seek to ensure
minimum access to essential health care, income security, and goods and services
over the life cycle of a person. The ultimate objective of the floors is to alleviate
poverty, vulnerability, and social exclusion. The SPF include four social security
guarantees: Access to essential health care, including maternity care; basic income
security for children; basic income security for persons of active age who are unable
to earn sufficient income, particularly in cases of sickness, unemployment, maternity,
and disability; and basic income security or pensions for older persons.

Itis the IOE position that SPF are more relevant than ever, and that developing
comprehensive social protection systems requires strategies and policies that
put sustainability at the forefront. A social protection system needs to enable
and promote a growing economy and the creation of decent jobs, as this is an
underlying condition for sustainability. While most countries share the goal of
universal social protection, the path and speed required for that goal will be different
in every case. Given that premise, the achievement of adequate coverage must reflect
the social characteristics and economic circumstances of each country.

Two international agreements
showcase the importance

of SPF. Firstly, ILO’s It is the IOE position that SPF are more
Social Protection Floors relevant than ever, and that developing
Recommendation N° 202 comprehensive social protection systems
invites the Member States requires strategies and policies that put

sustainability at the forefront. A social
protection system needs to enable and
promote a growing economy and the
creation of decent jobs, as this is an
underlying condition for sustainability.

to formulate nationally
defined strategies through
inclusive social dialogue and
broad-based consultation.
This mechanism favours the
design of policies to close
coverage and adequacy gaps and give coherence and coordination to the system.

It provides a policy vision on how to attain universal floors through a comprehensive
social security system and progressively achieve higher levels of protection.
Secondly, United Nations Sustainable Development Goals (SDGs), adopted in 2015,
encourage countries to implement universal social protection systems for reducing
and preventing poverty." The SDGs promote integrated and transformative policies to
tackle development challenges, among which SDG 1.3 promotes the implementation
of nationally appropriate social protection systems."

SPF are an important investment that can foster growth if done responsibly and
sustainably. Strengthening social safety nets to reduce income inequality through
social assistance spending and active labour market policies has shown to have
a positive impact on growth and income distribution.” Investing in people is an



investment in productivity, and thus a development pathway. Developed countries
with high productivity invested in the early stages of their development, and OECD
countries with higher productivity are those with higher social expenditure per
capita. In developing countries, fiscal space is a limitation for extending SPF. Social
investments do not need to displace other productive investments but must generate
a positive reinforcing dynamic. Fiscal deficits can hinder growth, so social protection
floors must be developed progressively as more fiscal space is made available.

Adequate and sustainable social protection systems require coordination with
employment policies. On the one hand, informality is the main barrier to closing
the coverage gap. The formal economy is the main source of financing for social
protection, so itis necessary to increase the fiscal space that will allow further
steps towards universal coverage. On the other hand, it is necessary to consider
traditional elements of the labour market that put pressure on the social security
systems (e.g. ageing population, youth unemployment, informality, etc.) as well
as the transformation the world of work is facing. New and diverse forms of work,
digitalisation, and new business models should be addressed not only as challenges
but as opportunities to boost entrepreneurship, facilitate work transitions, foster
economic growth, and expand social protection.

2. The current state of social protection around the world

There is a long path ahead if countries want to achieve the goal of universal coverage.
Firstly, current expenditure is insufficient to guarantee national SPF. Especially in
low-income countries, the financing gap stands as the main challenge. Closing this
gap requires increasing the domestic fiscal space which, if not done progressively
and sustainably, could stagnate growth and inclusion. Secondly, long-standing and
emerging challenges such as demographic transformation, informality, migration,
and new employment realities (i.e. digitization and new forms of work) require the
adaptability of the social protection policies to provide protections that are designed
to contemporary needs.

Social protection spending before the
Covid-19 pandemic represented an average
Social protection spending of 12.9% of GDP globally. Averages, however,
before the Covid-19 hide the significant heterogeneities in the
pandemic represented system: high-income countries spend an

an average of 12.9% of average of 16.4% of GDP, twice as much as
upper-middle-income countries, six-time as
much as lower-middle-income countries, and
15 times as much as low-income countries"
The heterogeneity is also present across
benefits. According to the ILO database,
almost 55% of the global spending goes to old-age benefits while family and children
spending account for 9%, sickness and disability 4.6%, and social exclusion 3.2%. The
remaining spending goes to survivors’ benefits (3.2%), housing (2.7%), unemployment
benefits (1.5%), and unclassified programmes (20%)."

GDP globally. Averages,
however, hide the
significant heterogeneities
in the system.




With that level of spending, the cost of providing universal social protection in low-
and middle-income countries for the four social protection areas (children, maternity,
disability, and old age) was estimated at USS 1,040.8 billion. Out of this total, 72.8%
account for upper-middle-income countries, with lower-middle-income and low-
income countries accounting for 23.2% and 4% respectively. Analysed by benefit type,
old age benefits would take up 55.2% of the spending, while the remainder of the cost
will be distributed across disability (18.9%), children (17%), and maternity (4.1%).""

Figure 1 shows the estimated cost of a four-area social protection universal coverage
and the estimated financing gap for 2020 (pre-pandemic). The total cost of providing
the four social protection benefits to all potential beneficiaries in low- and middle-
income countries is 3.3% of GDP, and the financing gap is estimated at 2.2%. This
aggregated number varies greatly across different income realities. The cost of social
protection benefits is 8.5 % of GDP for low-income countries, 3.4% for lower-middle-
income countries, and 3.2% for upper-middle-income countries. The gap, on the
other hand, is 7.4% of GDP for low-income countries, 2.4% for lower-middle-income
countries, and 2.1% for upper-middle-income. If health coverage is factored into the
analysis, the financing gap becomes significantly greater. The gap rises to 15.9% of
GDP for low-income countries, 5.1% for lower-middle-income countries, and 3.1% for
upper-middle-income.”

Figure 1 - Cost of a universal package of four social protection benefits and
financing gap in 2020, as a percentage of GDP

Low-income Lower-middle-income Upper-middle-income All-low-and middle-income

B Cost of Universal Package M Financing Gap

Source: Duran-Valverde et.al. (2020) Op. Cit. based on World Social Protection Database 2020 and Stenberg
et al. (2017) using WHO methodologies and databases (2017).

Social protection faced a critical juncture in 2020 with the emergence of the Covid-19
global pandemic. This unprecedented circumstance was a turning point for SPF, as it
brought to the forefront the importance of adequate protection and the role it plays
in economic recovery. Countries worldwide responded to the crisis through policies
aimed at ensuring access to healthcare, protecting jobs, and guaranteeing minimum
income. For this, they had to either extend the coverage of existing programmes or
introduce new ones to fill gaps. The pandemic has shown that social protection varies
from country to country and that coverage and benefits are diverse.

The latest research indicates that social protection policies cover approximately 1.55
billion people in low- and middle-income countries. These policies include benefits



for old age, maternity, children, and disability, and the basic income security benefit
that covers a person’s life cycle. However, significant differences in coverage exist
across benefits. The highest coverage rate is found in old age benefits, which reach
63.8% of the potential population of these countries. In contrast, maternity, disability,
and children benefits cover 34.8%, 18.5%, and 29.7% of the potential beneficiaries,
respectively. When health care is considered, the total coverage increases by almost 6.6
billion people, reaching 58% of the population in low- and middle-income countries.”

Coverage is heterogeneous across benefit types but also varies highly across countries
(Figure 2). Old age benefit coverage is almost six times higher in upper-middle-income
countries than in low-income ones. Maternity benefits coverage is 4.5 times higher in
upper-middle-income countries, while the coverage for Children benefits is four times
higher. In the case of disability, the difference is staggering, as low-income countries
have almost no coverage. Finally, health benefits coverage is closer than the other
benefits, but it is still almost twice as much in upper-middle-income countries than in
low-income countries.”

Figure 2 - Coverage rates by social protection benefit area and country-income
group (low- and middle-income countries), 2020

100 89,9
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Source: Duran-Valverde et.al. (2020) based on World Social Protection Database 2019 and WHO 2017.

In this heterogeneous context, the COVID-19 pandemic forced the fast adaptation

of countries to the new reality. On average, governments spent 2% of GDP on social
protection during the pandemic. But inside this average, there are stark differences.
High-income countries have spent 90 times more than low-income countries.” Fiscal
packages of advanced economies cost an average of 27.8% of GDP, while emerging
economies spent 6.7% of GDP and low-income economies an average of 1.8% of GDP.X"

While countries with extended social protection systems increased financing of
statutory schemes, those with weaker social protection systems had to fill gaps by
introducing new programs, extending and adjusting benefits, and adapting delivery
mechanisms.** Most of the enacted measures took the form of social assistance
policies (61%), followed by supply-side labour market programmes (20%) and social
insurance (19%). Social assistance actions were mostly cash transfer programmes and,
to a lesser degree, in-kind transfers such as food assistance and school feeding. Labour



programmes took the form of wage subsidies, changes in labour market regulations,
shorter work time arrangements, and activation policies -training and placement
assistance- aimed at providing flexibility and maintaining income. Finally, social
insurance responses were related to pension schemes, such as contributions waivers,
early savings withdrawals, subsidies, and additional benefits.*

Figure 3 shows Covid-19 social protection measures by component across different
income-country groups. High-income countries implemented a lower number of
social assistance measures than the rest (50%) and put more emphasis on social
insurance (23%) and labour market actions (26%). This reflects the high level of
formality and, consequently, the higher coverage of social insurance policies. In
lower-income countries, the number of social assistance actions increased, and

the number of social insurance actions decreased. This is due to the large informal
economies in these countries.

Figure 3 COVID-19 Social protection measures by component and country income

100 T
80 |

60 |

0 HIC UMIC LMIC LIC World

B Social Assistance M Social Insurance B Labor Market

Source: World Bank.

3. Promoting sustainability and inclusion

Strengthening social protection systems requires ensuring the quality of benefits and
services and sustainable and equitable financing structures. Countries should develop
social protection policies, which take into consideration the technical and financial
capacity to implement them. They must explore diverse funding options, both
contributory and non-contributory, mandatory and voluntary, as an appropriate
mix of policies that can foster sustainability. In this process, coordination between
employers and workers is essential for achieving greater policy coherence, creating
synergies, and exercising maximum impact.* Dialogue must be institutionalised and
built around transparency and accountability to generate positive outcomes. Only
when priorities and objectives are coordinated, can countries define blueprints to
achieve social improvements.

The diversity in the capacity to develop robust social protection systems is based on
the macroeconomic situation in the country and the strength of the labour market.



But the degree of fiscal space stands as the main barrier to the expansion of the
social protection floor. It represents the resources available as an aggregate
result of all sources of government revenue. The expansion of the fiscal space can
be broken down into eight financing options: (i) expanding social security coverage
and contributory revenues, (i) increasing tax revenues, (iii) eliminating illicit financial
flows, (iv) improving efficiency and reallocating public expenditures from socially less
desirable areas, (v) tapping into fiscal and foreign exchange reserves, (vi) borrowing or
restructuring debt, (vii) adopting a more accommodative macroeconomic framework,
and (viii) increasing aid and transfers.

De-linking social protection from labour contracts or complementing contributory
schemes with tax-financed schemes can facilitate flexibility and labour mobility
without reducing protection, as they provide for portability, broad risk-sharing, and
sustainable and equitable financing. " Governments in consultation with employers
and workers must discuss the optimal balance of different financing strategies. The
emphasis on the exploration and utilisation of each financing option reflects each
country’s political and economic dynamics and policy decisions. For example, options
(i) or (ii) seek to raise domestic revenues by expanding the fiscal base, while option (iv)
aims at improving the effectiveness of the current tax structure.

Balancing equity and financial sustainability require a systemic approach to social
security. Each revenue source has an interactive effect, so it’simportant to consider
second-round behavioural effects. The dynamic impact of taxes can change the
composition of income between consumption and saving, the expenditure patterns
due to relative price changes, or the incentives for informality and tax avoidance.™

Countries can improve not only taxation efficiency but also expenditure efficiency.
Improving targeting and transfer mechanisms can produce better results. For example,
moving from food and/or energy subsidies to social protection safety nets.* Targeting
poverty is a challenge to universality and might exclude populations that require a
safety net to advance economically. Means-tested schemes are not always suitable

for addressing social protection deficit and promoting poverty reduction and equity.”
Women, young people, or low-skill workers, among others, require resources such as
quality childcare policies, promotion of gender equality, policies promoting first job
opportunities, skill development programs, etc.

Labour market informality and exclusion put obvious challenges for sustainable
schemes, as they reduce revenues and coverage. They also have long-lasting negative
effects on human capital and economic development. Informality represents between
25% and 40% of GDP for emerging and developing countries and more than 60% of
the labour force* This phenomenon is multicausal and requires a battery of actions.
Firstly, workers’ formality is dependent upon the economic unit. More than 80% of
the world’s economic units are informal and small and micro-informal enterprises are
the largest employers of informal workers.*" Costs derived from taxation, licensing,
insurance, land rights, payroll taxes, etc., can prevail over the legal risks of informality.
A second barrier is costly and complicated labour regulations. Inefficient taxes and
disproportionate labour regulations can bind protection to a minority of workers
generating inefficiency, inequality, and, more importantly, hindering formality among
unregistered workers.

10



Fostering transition to formality is key for promoting coverage and financing and for
an integrated more inclusive social protection system. The reinforcing mechanism
between formality and growth directly impacts social protection systems.
Government revenues in developing economies with above-average informality are
about 5-12 percentage points of GDP below those in other developing countries,
and so are their expenditures. This constrains governments’ actions, as seen during
the pandemic, where countries with high informality implemented discretionary
fiscal support packages that were only three-quarters the size of countries with
below-median informality. "

A social protection system should be
sustainable, meaning that contributions and
taxes must be aligned with the contributory Fostering transition
capacity of enterprises and workers. Among to formality is key for
the actions taken worldwide to promote promoting coverage and
registration, we can mention: amending financing and foran
tax legislation to encourage compliance; 1ntegrated more el
reduced tax rates for low-wage earners; tax LIl el Atk
exemptions and reductions in sectors that
rely on undeclared work; single tax schemes
for self-employed workers and micro-enterprises; targeted educational campaigns
at specific sectors; special schemes for highly informal activities; increasing access
to information; and administrative reforms to improve enforcement.*

4. Structural challenges: Pensions

Pay-as-you-go pension systems have been losing sustainability at the same rate as
the dependency ratio has been deteriorating as a result of the demographic changes
the world is experiencing.

In Europe, the number of people between 25 and 64 years old for every person

aged 65 and over stood at 6.1 in 1950, 2.9 in 2020 and will reach 1.7 in 2050.%*" In
other words, over the next 30 years pensions would have to fall by 41% if this were
the only adjustment variable for balancing the pension system. While population
ageing is occurring worldwide, it is even more accelerated in Latin America and
Asia. In Latin America, demographic changes will equal a 52% drop in pension value
over the next 30 years. In any case, the demographic impact is significantly lower in
individually funded systems, as they do not depend on the fertility rate (number of
births per woman of childbearing age).

To mitigate this effect, for several decades, countries with pay-as-you-go systems
have been introducing parametric changes, such as increasing the retirement age
(64 countries); decreasing the value of benefits (67 countries) or increasing the
contribution rate (82 countries), all of which has been insufficient considering the
levels of public debt that have been incurred to finance pensions (implicit debt
is 2.5 times the GDP of Spain, almost four times the GDP of Italy and nearly 9 times
the GDP of Greece).

Thus, the best way to deal with the unsustainability of pension systems is to base part

of their financing on individual capitalisation, which has the advantage that while
11



pay-as-you-go systems are financed solely through contributions, in funded systems,
the resources come predominantly from investment returns. In Chile, Mexico and Peru,
more than two thirds of pension savings correspond to profitability, while only one-
third corresponds to workers’ contributions.

Since individually funded systems increase savings levels, they have had positive
macroeconomic effects, leading to higher GDP, employment and wage growth,
thereby increasing the resources available to finance pensions. In other words, the
individual accounts system has generated a virtuous cycle. According to various
studies?, the individual capitalisation system has contributed 12.9% of Mexico’s annual
growth, 12.8% in the case of Colombia and 8.1% in Chile. "

They also implied substantial improvements in management transparency. The OECD
concluded that’the individual capitalization systems have corporate governance laws
that contribute to promoting transparency, independence and competition because
they establish the requirements and responsibilities of both the directors and managers
of the administrators, compliance with rules to control potential conflicts of interest
and require the administrators to act in the best interest of the system’s members.*

During the time that they have operated as a replacement for pay-as-you-go systems,
as is the case in Latin American countries, they have had a very positive impact on
pension financing since investment returns have averaged 7.04% per year in real terms
(as of December 2021).

Resolving the situation of workers who contribute regularly and can finance their
pensions, it has created the slack required to help the sectors most in need.

To face the demographic challenge and make pension systems sustainable, some
countries, including most Latin American countries, have replaced all or part of
their pay-as-you-go systems with funded systems. In contrast, others have gradually
incorporated funded mechanisms that are helping to finance a significant portion of
the pensions.

In 1999, 17 countries incorporated individual savings; in 2009 there were 39, and in
2022 there will be 46, either as a single system, in competition with the pay-as-you-
go system or as a complement to it.**This demonstrates a global trend towards
capitalisation.

5. Modern challenges: Digitisation and platform economies

Countries are facing the challenge of adapting their social protection system to

new forms of employment. Digitisation and the gig economy are generating debate
about forms of employment, informality, and decent work requirements. Unlike past
technological revolutions, the world is now facing the role of technology as a new way
of organising work. Thus, several aspects of current labour regulations are affected,
from employment relationship, working hours, wages, autonomy, control, and access
to social security, among others.*

' SURA study “ The private pension system’s contribution to Latin American economic development” (2013). 12



Digitisation generates new challenges for the labour market that require new
responses from social security schemes. The question that has a direct impact on
social protection policies is whether gig and platform workers are dependent on the
companies, given the control and direction exercised by them, or whether they are
autonomous due to the freedom and autonomy that workers can exercise. It seems
difficult to frame as a dependency employment relationship that can be activated
and deactivated at the worker’s will > Currently, in many countries, protections are
connected to an individual’s employer rather than the individual. People today more
often engage in work through diverse modes and contracts across their working lives.
Existing safety nets need to align to avoid the crude choice between flexibility
and security. In this context, it will be important to consider how social protections
can be designed to be more fluid and flexible and can encompass and accommodate
new ways of organising work and the consequential needs of workers rather than
reverting to silos and classifications previously relied upon.

The status of these workers has an impact on the provision of social protection
guarantees. However, the flexible nature of their work arrangement opens up the
possibility of social protection schemes based on contributory and non-contributory
programmes. If the focus is put on protections and not on revenue sources, it is
possible to finance safety nets from a variety of sources providing universal coverage
that includes new forms of employment. Such a systemic approach to social
protection allows for the growth and development of new labour relationships without
sacrificing social protections.

Social and policy innovations include tailoring social protections to offer coverage
to the entire workforce and integration of new labour market representatives. Key
success factors for these social innovations are the involvement of platform workers
and platforms and the recognition that regulations need to consider today’s more
diverse labour market with a focus on more proportional approaches to risk-pooling
and portable approaches to accrued entitlements.

Currently, the world is debating intermediate responses to the problem of
dependence and decent work in the platform economy. The possibility of a mix
between dependency and independence is being evaluated for its pros and cons.
Such an option varies from country to country, and it takes the name of “dependent
self-employment”, “dependent contractor”, or “para-subordinate”. Such an
arrangement exists in several countries and applies to all self-employed workers,
regardless of their activity. Under this logic, the worker is registered as self-employed.
Still, when he/she exceeds an established level of dependence (hours, salary, etc.),
he/she begins to earn social security benefits. This makes it possible to incorporate
dynamism into the employment relationship and breaks the dichotomy between

autonomy and dependence.

Adapted mechanisms are needed to preserve the positive aspects of these new jobs
while ensuring appropriate regulation and protection of workers. The way forward

for such a balance is to build job protection based on transparency, intelligent use of
data, and agreement between workers and companies, rather than relying exclusively
on the type of working relationship. Digitisation and the platform economy offer great

2 Organization for Economic Co-operation and Development - OECD (2019)- “OECD Reviews of Pension Systems: Peru’™ 13



opportunities for dialogue and new thinking. It is necessary to take advantage of the
benefits of the technological revolution that we are experiencing without losing sight
of its implications for social protection "

6. Innovative experiences

This section highlights efforts on social protection extension around the world.
Examples from five countries were selected: Belgium, Costa Rica, Indonesia,
Kyrgyzstan, and South Africa. They represent different regions of the world, separated
by distance and culture, but brought together by their efforts to extend social
protection. These cases show efforts to close coverage and adequacy gaps and to give
coherence and coordination to the system. This is achieved by putting employment
and sustainable economic growth at the forefront. More importantly, these cases
exemplify processes of dialogue and consensus between government, business
representatives, worker’s unions, international organisations, and specialists. With
the ILO Recommendation N° 202 as a roadmap, Costa Rica, Indonesia, Kyrgyzstan, and
South Africa carried out significant transformations in their social protection system.
While those transformations are not over and require further efforts, these countries
can serve as examples for those in the process of reforming their social security
systems. Belgium, in contrast, is a matured social protection system built on dialogue
and agreements, that show the importance of adapting to changing realities over the
years. Social protection schemes need to be built on the basis of lessons learned from
countries that have already made a successful journey in developing social security
systems or those that are facing challenges and have learned from their mistakes.

Belgium

The social security system in Belgium was instituted in 1944. It originated
through dialogue and has maintained that spirit ever since. Leaders of

trade unions and employers * organisations wanted to make a pact on the
maintenance of purchasing power, the future of labour relations, and the need
for a social security system. While not official, the social pact was the cornerstone
of the Belgian welfare system. Its initial model was Bismarkian, built on the
principle of social insurance, which meant it was a contributory system of work-
based social insurance. But as society evolved and tripartite dialogue continued,
the system was modified. During the 60s and 70s, the coverage was extended

in terms of beneficiaries and benefits, incorporating a non-contributory system
of social assistance. The shift toward a more solidarity system aims to protect
the population according to their needs, and is organised in such a way as to
activate those that can play a role in the labour market.*" The system relies on
the detection of needs, risk coverage, and monitoring.

Currently, the Belgian social protection system is financed by employer and
employee contributions, State subsidies, and a share of tax revenues. Social
security is contributory-based and provides a variety of benefits: in the event of
sickness, unemployment, allowances in the event of incapacity for work through
sickness or invalidity, allowances in the event of accidents at work, allowances
in the event of industrial disease, allowances in the event of full or partial career

14



interruption for family or care reasons, family allowances, and pensions. While
social security is conditional on payment of contributions, social assistance is
a non-contributory system based on solidarity and financed through general
taxation. Unlike social security benefits, social assistance is means-tested. It
includes “living wage” (a form of minimum income), an income guarantee for
the elderly, guaranteed family allowance, payments for disabled people, and
payments for help to the elderly.

Belgium is known for its social consultation system, which is best expressed in
the system of collective labour agreements between workers and businesses

at the sectoral level. These establish working conditions and salaries, resulting
in higher productivity and peaceful industrial relations. At the national level,
employment policies are also based on consultation between social partners.
The main national dialogue institution on social security is the National Social
Security Office, a public institution that collects contributions and allocates
funds between the institutions responsible for the administration of the
different branches of social security. “The institution is managed by a committee
composed of an equal number of representatives of employers and employees.
The Committee makes decisions regarding the administration and distribution
of the funds. It acts as a consultant when new regulations that concern the
activities of the fund are on the agenda.” Other instances of social dialogue

are the National Labour Council (CNT/NAR), which deals with social and labour
issues, and the Central Council on the Economy (CCE/CRB), which deals with
economic policies. "

Although the Belgian social security system is based on a deeply rooted
philosophy and long practice of social dialogue and a system of paritarian
governance, it cannot be denied that it has become increasingly difficult for
social partners, and in their wake, the federal government, to reach agreement
on fundamental reforms of the system. Undoubtedly, this failure of future-
oriented reform poses a threat to the long-term social adequacy and financial
sustainability of the system and thus to the credibility of paritarian governance.

Costa Rica

Costa Rica illustrates the extension of its social protection system, especially to
the informal economy, as 72% of the population are active contributors. Social
guarantees in Costa Rica began a process of universalization early on and are
enshrined in the constitutional reform of 1961. It is one of the first countries to
provide universal health care, which currently covers 94% of the population
But more recently, in 2015, Costa Rica launched the Bridge to Development
Strategy initiative (Estrategia Puente al Desarrollo) that brought together the
uncoordinated group of policies existing.

The first stage of this new strategy aimed at improving the impact of social
investment, articulating the supply of services to individuals and households

15



living in poverty, combating leakages in selective social programs, and
developing more inclusive practices. With a significant increase in social
protection coverage, Bridge to Development designed a second stage that
included improvements in health coverage, education, skill development, and
labour policies.

All social insurances are managed through the Costa Rican Social Security
Fund (CCSS for its Spanish acronym). The CCSS is run through a tripartite board
composed of nine representatives equally divided between the government,
employers represented by their business association, and workers represented
by unions, cooperatives and solidarity associations. The institution provides
social health insurance and health care services, a publicly funded, integrated
purchaser-provider system.® Health coverage is universal and combines social
security schemes for four groups into a single national pool: salaried workers
and their families, self-employed workers and their families, pensioners and
dependents, and fully subsidised beneficiaries. The CCSS also provides other
benefits such as sickness and maternity benefits, disability, old age, and death
benefits.* Contribution subsidies have been crucial in extending pensions and
health coverage to self-employed workers. In addition to contributory categories,
Costa Rica partially subsidises contributions of low-income self-employed
workers, proportional to their level of income. i

Since its independence, Costa Rica has been characterised by building the
foundations of its society around social dialogue. In addition to the CCSS, the
most visible tripartite entities are the Vocational learning institute (INA), the
Superior Labor Council, the Occupational Health Council, and the National
Wages Council. The Superior Labor Council is a permanent body that contributes
to the economic and productive development of the country by analysing and
proposing reforms to labour, employment, and social protection systems. ™ The
National Wage Council is the oldest tripartite body in Costa Rica and its creation
appears in the country’s Constitution. Its exclusive competence is the setting of
minimum wages. Finally, the Occupational Health Council, a technical body, was
created in 1982 to develop a national occupational health plan for the short and
long term.

The functioning of these bodies has, nonetheless, been irregular. This has
generated the need to create other “ad hoc” spaces to address different socio-
labourissues. In 2017, for example, the “Roundtable on the Transition from the
Informal to the Formal Economy in Costa Rica” was established, to implement
the Tripartite Agreement based on ILO Recommendation No. 204. That same
year, the “Round Table of the Social Sectors for the Sustainability of the

Pension Insurance of the CCS” was created, to analyse and prepare proposals
for strengthening the system and thus guaranteeing its financial sustainability.
Among the recommended measures was the increase in social security coverage
in informal sectors, such as domestic service and non-wage labour.'
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Indonesia

Indonesia made significant improvements in the extension of social protection
through dialogue and organised stages. In 2002, a Task Force was created to draft
legislation for the extension of the national social security system. This Task Force
was tripartite and chaired by the Ministry of Manpower. There were 36 members,
including representatives from various ministries, employers’ organisations, and
trade unions. In early 2004, the Task Force agreed on a draft bill and submitted it
to Parliament. Later that same year, the bill was approved after some adjustments.
The law aimed at achieving universal coverage in a phased manner. In the
explanatory notes to the law, the legislators state that “although membership is
mandatory for all citizens, its implementation will take place in accordance with
the economic capacity of the people and the Government as well as the feasibility
of the program. The first stage will start with workers in the formal sector, in parallel
with a voluntary membership of the informal sector workers, including farmers,
fishermen and the self-employed.” "

The 2004 social security law achieved through social dialogue is a success story
that contributed to the expansion of the social protection floors and has been
central to its economic, political, and social development. The Law established
non-contributory schemes for the poor, contributory schemes for the self-
employed, and statutory social security schemes for formal sector workers.

Since 2015, five social security schemes have been operatives: health insurance,
employment injury, old-age (lump sum), pensions, and death benefits. These
schemes replaced existing fragmented programmes and operate as a three-pillar
social security system:

* Social assistance/service. Funded by the State through taxes, it benefits
old and poor people, schools, and micro-business grants. It also benefits
informal workers through health, work injury, death, and old-age benefits."

e Compulsory savings. Every worker must pay into a provision fund to
benefit from a public pension.

» Social insurance. Everyone makes contributions or pays a premium, which
is compulsory. For poor people, the health care premium is paid by the
government.™

Indonesia currently presents tripartite consultation bodies at national, provincial,
and district levels. There are several national tripartite bodies, among which the
most relevant are the National Tripartite Cooperation Institution, the National
Wages Council, and the National Occupational Safety and Health Council.

These bodies advise on implementing the national social security system, with

a special focus on health and Labor," wage policies and regional minimum
wages, "'and safety audits and campaigns."In addition, social dialogue in
Indonesia covers industrial relations, freedom of association, the right to
organise and collective bargaining, consultation, the examination of grievances,
and settlement of industrial disputes." Among the achievements reached by the
tripartite dialogue in Indonesia, we can also mention the Indonesia Job Pact, the
Decent Work Country Programmes, and the increases in minimum wages. ™
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Kyrgyzstan

Kyrgyzstan transitioned to a market economy in 1991, and social protection played
a key role. The country initially maintained the existing social insurance schemes
and began introducing new social assistance and labour market policies. 1n 2014,
Kyrgyzstan began a review of the country’s social protection system. The Ministry
of Labor and Social Development launched an Assessment-Based National
Dialogue (ABND) bringing together other ministries, several UN counterparts,
representatives of workers’ and employers’ organisations, and members of civil
society. Its objective was to identify social protection coverage gaps and key
priorities for expansion. The exercise followed the lifecycle approach laid out by
the ILO Social Protection Floors Recommendation No. 202.%

The multi-stakeholder working group initially adopted in 2016 a “Resolution on
the extension of social protection floors”, which contains four priorities: increasing
the pension level; increasing the monthly benefit for low-income families with
children; increasing the maternity benefit; and improving the social services
system. A year later the ABND developed an estimation of the cost for different
implementation scenarios as well as policy recommendations to extend social
protection and establish social protection floors." The scenarios presented a
staged process that started with coverage of formal workers, farmers, and self-
employed, and will continue with the coverage of informal workers and finally be
extended to the entire population.”"

The Governmentnt of Kyrgyzstan has also launched policies to improve productive
employment, reduce the imbalance between labour supply and demand,

and strengthen support to citizens employed in internal and external labour
markets. The efforts were put into training programmes, paid public works and
the provision of microcredits to support small businesses. This has resulted in a
reduction in unemployment and an increase in the total labour force.¥In parallel,
it has also undertaken measures to reach the low-income population through the
provision of quality social services and the increase in the size of social benefits.
This resulted in a reduction of total benefits over time, due to better targeting and
a decrease in poverty that resulted in a fewer number of people in need of social
assistance.™

While the country has achieved some positive goals in its efforts to expand the
social protection floor, strengthen the labor market and develop economically,
the road ahead is still lengthy. On the one hand, it will be necessary to improve

the fiscal balance, as social spending is high compared to the region and requires
expanding the fiscal space to guarantee benefit standards and sustainability.” On
the other hand, the informal economy is still a significant driver of the economy i
This requires continuous efforts to improve productivity and develop active labour
market policies that promote the registration of new jobs created by the economy.
Nevertheless, good practices of low-income countries suggest that Kyrgyzstan’s
strategy for extending social protection floors to all is feasible in the medium term
if the country can reach a political consensus over the objectives and the means to
reach them. "
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South Africa

South Africa’s social protection system has the highest coverage in Africa, and

its social and economic rights are institutionalised through the ratification

of international agreements and legislation. The Constitution states that the
government must take reasonable legislative and other measures, within its
available resources, to achieve the progressive realisation of the right to health,
social security, and social assistance.”™Nevertheless, there’s still a gap to mind
before universal coverage can be achieved in South Africa. Coverage of its social
protection programmes reaches over 17 million beneficiaries, approximately 48%
of the population, and is highest among the elderly, followed by children and the
disabled. But working-age adults, especially those unemployed, have no direct
provision. ™

While it is true that working-age adults have no institutionalised direct provision
of coverage, South Africa has been providing a so-called “Social Relief of Distress”
grant to people above the age of 18 who do not qualify for any other form of social
assistance. This started in 2020 as a response to the socio-economic impact of the
Covid-19 pandemic. Although intended to be a temporary stop-gap measure, the
scheme has been renewed every year since its inception.

The country’s commitment to social protection has been clear since the 1996
post-apartheid constitution that recognised explicitly rights to social protection.
Since then, the country has participated as a signatory of important international
guidelines.” Among these, the Yaoundé Tripartite Declaration, adopted with

the participation of ILO during the 2" African Decent Work Symposium. The
Declaration recognises that social protection is a political, economic, and social
necessity and a necessary condition for sustainable inclusive growth. It states
that sustainable social protection systems require a reliable and benchmarked
resource base and urges strengthening the capacities of employers’ and workers’
organisations to participate in the design, governance, and implementation of a
comprehensive and sustainable social protection system. ™

South Africa has succeeded in progressively establishing a comprehensive social
security system through a mix of contributory and tax-financed schemes covering
poverty, vulnerability, and social exclusion. The country “s statutory and effective
coverage rates are above the region’s and, in some of its components, they meet
international minimum standards.™" The system is based on three pillars: non-
contributory schemes, mandatory social insurance, and voluntary insurance. The
first pillar is the floor of the social protection system. It includes targeted social
assistance and public employment programmes. ™ Social grants are the main
instrument to reduce poverty and inequality and have an age-related target (child
and old age grants) and a disease-related target (disability and care dependency).
The second pillar includes unemployment insurance and compensation funds
forinjuries and accidents. South Africa does not (yet) have a national or public
retirement fund scheme. Finally, the third pillar allows for voluntary schemes for
pensions and health care ™

The system, however, has some important gaps in the provision of social
protection and still lacks coordination between and among private and public
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schemes. There are various inadequacies in the provisions of the system. On the
one hand, the lack of mandatory pension coverage leads to the emergence of
private and occupational pension schemes that are welcome but only partially
fulfill old-age-coverage needs. On the other hand, while healthcare access is
almost universal, its poor provision fosters the use of private health insurance,
which helps to fill a certain gap but can also be deepening inequalities.™
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Conclusions

IOE, as an active participant in global debates, wants to contribute to the design of
objectives and strategies for the improvement of social protection systems. The SPF
operate as an ideal that countries can use as a reference, however, the road map to
reach such a goal is dependent on the economic and social situation of each country.
What is common, though, is that social protection expansion can only be achieved
progressively and by securing sustainability. Without acknowledging limitations

and opportunities, countries risk negatively affecting labour markets, employment,
formalisation, and economic development.

This document has highlighted two main challenges. On the one hand, it described
how current expenditure is insufficient to guarantee SPF around the world. Especially
in low-income countries, the financing gap stands as a barrier that can only be
overcome progressively and sustainably, otherwise, it could stagnate growth and
inclusion. On the other hand, it discussed how long-standing and emerging challenges
such as demographic transformation, informality, and new employment realities (i.e.,
digitisation and new forms of work) require the adaptability of the social protection
policies to contemporary needs and resources.

The document has also supported the idea that investing in people is an investment
in productivity, and thus a development pathway. Strengthening social safety nets
to reduce income inequality through social assistance spending and active labour
market policies had a positive impact on growth and income distribution. But fiscal
deficit can hinder this growth, so SPF need to be balanced in relation to the fiscal
space. Countries can improve not only taxation efficiency but also expenditure
efficiency. They need to explore diverse funding options, both contributory and non-
contributory, mandatory and voluntary, as an appropriate mix of policies that can
foster sustainability. In addition, countries should improve targeting and transfer
mechanisms that can produce better results more efficiently. With growth and
formalisation at the forefront, countries can aim at the progressive realisation of the
right to health, social security, and social assistance.

The phased expansion of SPF based on progressiveness in expenditure as well as
taxation characterises successful case studies. The document explored the cases of
Indonesia, Costa Rica, Kyrgyzstan, South Africa, and Belgium to showcase a variety
of lessons learned from extending coverage and closing gaps through coherent
processes. A constant across these cases was the effort for dialogue and consensus
between government, business representatives, worker “s unions, international
organisations, and specialists. This process was essential for achieving greater
policy coherence, creating synergies, and exercising maximum impact. Successful
experiences show that dialogue must be institutionalised and built around
transparency and accountability to generate positive outcomes. Only when priorities
and objectives are coordinated, countries can define blueprints to achieve social
improvements.

Social protection schemes need to be built on the basis on lessons learned from
countries that have already made a successful journey in developing social security
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systems or those that are facing challenges and have learn from their mistakes.
Demography is one of these challenges. The demographic old-age dependency ratio
will more than double by 2075.

No one size fits all. Each country will develop its own model of social protection.
Emerging and developing countries will not inevitably move towards the current
model, based on open-ended full-time employment. The evolution of social
protection schemes in these countries will occur under different circumstances. But
here are some key elements to be taken into account in the building of futureproof
social protection systems:

Efficient transitions: Social protection is first and foremost a means of
providing safety nets and social stability. But it should also aim at facilitating
effective transitions from one job to another, as it is also about promoting
competitive economies and an appropriate business environment to
foster successful enterprises, promoting skills development and fostering
productivity.

Sustainability: The strong pressure on the financial sustainability of
social protection systems in many countries demands urgent reforms that
respond to the specific needs and be coherent with the socio-economic
context. Governments often lack openness about the different funding
options. They should explore all options without any prejudices, including
private schemes, and adopt an appropriate mix of policies. They also must
be cautious about the use of subsidies. While increasing aid and transfers
have proven effective for some countries and vulnerable sectors, it is not
fiscally sustainable in the long term. Countries should not just be looking
at the emergency but also how we built a sustainable future. Experience
from Latin America points to the pertinence of tackling the unsustainability
of pension systems by the diversification of their financing via individual
capitalisation schemes, which have the advantage of benefiting from
investment returns, along with principles of governance providing for
transparency, fair competition, independence and accountability for the
management and officers administering funds.

Informality: We need to look further at the root causes and elaborate on
innovative ways to tackle informality, which will be critical for the extension
of contributory coverage. The development of national social protection
systems needs to go together with policies to address the significant number
of workers in the informal sector, who are not covered or contributing to
them. As long as more than 60% of the global workforce is in the informal
economy, we will never be able to make decisive progress. At the same time,
it is key to improve the framework conditions for companies to ensure that
economic growth and employment are created in the formal sector.
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Fiscal space: We must be mindful of the lack of domestic resources and
fiscal space at the national level. Social protection financing gaps continue
to be anissue, especially in low-income countries. There is currently
competition for funds, on top of international donor fatigue. Governments
should evaluate the efficiency of the revenue system and spending
mechanisms to promote inclusion as well as growth. There are options to

increase fiscal space but enabling them will be easier through fostering
transitions from the informal to the formal economy.

Capacity building: There is a need to reinforce capacity building at
national level. In more fragile countries, political will and funding is not
enough to establish or develop social protection structures. Addressing the
know-how, the technical aspects will allow for the building of sustainable
systems in bringing the practical concerns of workers and employers. The
social partners can ensure that resource allocation meets real needs and, as
a result, achieve greater policy coherence and impact. Greater international
solidarity is also important, but it needs to go along with the technical
assistance to overcome implementation gaps.
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