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4 COOPERATION SOUTH

SOCIAL RISK AND POVERTY
When people need help in preventing or

dealing with social risk and economic

vulnerability and cannot obtain that help

from market mechanisms, government

programs such as unemployment insur-

ance, health insurance, income mainte-

nance, or pensions attempt to fill the gap.

Social insurance “necessarily involves

redistribution from taxpayers in general

to people at social risk in particular.”1 A

new broader definition is that social pro-

tection is “human-capital-oriented public

interventions to assist individuals, house-

holds, and communities better manage

risk, and to provide support to the inca-

pacitated poor”2. 

In Latin America, widespread social

exclusion occurred as a result of the struc-

tural adjustment and market-economy

policies introduced during the l990s.

Mostly designed by organizations like the

World Bank and International Monetary

Fund, the main concern of these policies
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was macroeconomic and fiscal stability.

To compensate for the social cost of these

economic reforms, Latin American gov-

ernments embarked on a wide range of

state interventions to protect the most

vulnerable. In the end, neither the eco-

nomic nor the social policies worked out

properly. Governments failed to provide

social security systems that could elimi-

nate the social risk and economic vulner-

ability which accompanied the shocks so

common in the region. 

The current state of social protection

in most Latin American countries resem-

bles that of European countries before the

Second World War. But this does not

mean that Latin America should take the

same path as Europe did after the war.

Instead, it should learn from its own

painful experience and develop social pro-

tection policies suited to its needs and the

problems of the most vulnerable in the

region: poor workers in the informal sec-

tor, adolescents, children and the elderly. 

Social expenditure in the Latin Amer-

ican region is less than 10 per cent of

GDP, while in industrial countries it

ranges from 16 per cent in the United

States to 30 per cent or more in conti-

nental Europe. In fact, this comparison

understates the gap, because most Latin

American countries include education in

their expenditure on social protection;

industrial countries do not, since they

already guarantee education access for

the great majority of the school-age pop-

ulation as a human-capital investment. 

Recent findings show that basic social

services are far from universal for Latin

Americans (Ganuza, León and Sauma,

UNDP-UNICEF, 1999). Furthermore,

public agencies in charge of implement-

ing social policies have very limited effec-

tiveness and efficiency. In some cases like

Peru, the basic problem is not only limit-

ed resources, but also and most impor-

tant, the quality of the social manage-

ment (Vásquez, 2000).

In industrial countries, as many as 

five categories of risks are covered by

social protection systems: old age, health,

employment, income and family. The first

two risks are covered by social security

instruments which are more or less close

“substitutes to market insurance”, while

unemployment, income and family risks

are covered by pure social insurance.

Old age insurance and pension sys-

tems, which are compulsory in industrial

countries, have become extremely com-

plex. Debate centers on whether pension

systems should remain pay-as-you-go,

because proportionately smaller working

populations in industrial countries make

it increasingly difficult to cover the elder-

ly whose population share is growing. In

Latin America, on the other hand, debate

has centered on whether pension systems

should be privately or publicly funded, as

well as whether they should remain pay-

as-you-go or move to individual accounts. 

Health insurance. Industrial countries

have made considerable progress in the

postwar period in establishing quasi-uni-

versal health insurance schemes. There is

no consensus on whether they should be a



public or private responsibility, and it is

generally accepted that their performance

is not satisfactory. The United States

remains the only industrial country with-

out some kind of national health insur-

ance system3. 

Rapidly increasing health care expen-

ditures have led some countries to seek

better control of the sometimes excessive

prices charged by service providers and to

assure patients’ rights to service. This

means a two-tier price structure, with

higher tariffs for those able to pay, and

reduced tariffs or free service for low-

income families or individuals, but in no

case is treatment denied. Health main-

tenance organizations (HMOs) have

become a popular private model, not

only in industrial countries like the Unit-

ed States, but also in Latin America.

However, this is not a solution for coun-

tries with high levels of informal-sector

employment, which has no provision for

an HMO health insurance plan. The pri-

vate option should focus on helping to

increase coverage for those currently

uncovered and not just compete for

those already covered. 

Unemployment insurance systems, as

experience shows, are incomplete unless

they are associated with low-income

social insurance to reduce the risk of indi-

vidual or family income falling below an

unacceptable level. Otherwise, some pro-

portion of individuals with no job or no

access to the formal labor sector could not

claim any unemployment benefits. With

the rise of unemployment in Latin Amer-

ican countries during the 1990s, this hap-

pened frequently. In particular, young

workers without prior experience found 

it almost impossible to get a decent 

wage and adequate job. Hence, “in some

instances, minimum income guarantee

schemes have to be set up precisely to

respond to this kind of situation”. This

form of safety net — unemployment and

low-income insurance working together

— has proven very effective.

Income maintenance programs, on

the other hand, have generated a differ-

ent kind of debate. Ensuring a strict min-

imum income level might, in some cir-

cumstances, “significantly reduce labor

incentives” and result in a ‘poverty trap’4.

If the benefits are relatively higher than a

formal wage, labor becomes more expen-

sive and individuals may prefer to remain

unemployed — or be employed at wages

below the legal minimum, thus benefiting

from the program. This negative byprod-

uct of a well-intentioned program has

become an economic burden for States,

which have enacted various reforms to

avoid it. Some of these include earned-

income tax credits in the United States

and United Kingdom, where individuals

who work a minimum number of hours

and remain below some gross income

limit receive a negative income tax as an

incentive. This increases the participa-

tion rate of the target population without

increasing the income risk. An efficient

tax and revenue system is required to

ensure its sustainability and transparency.

Social protection systems affect both
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the supply and demand sides of the labor

market, since “social protection con-

tributes to an increase in the cost of labor

and therefore to a fall in employment.”

This is especially relevant in countries

with a minimum wage policy where the

contribution necessarily comes from the

employer, while in countries with no 

minimum-wage policy the contribution

comes from employees, thus reducing

their net salaries. Since 1990, the Euro-

pean Commission’s recommended policy

has been that social security contributions

from low wages should be reduced “so as

to increase the demand for unskilled

workers” and thus reduce unemployment

among those at higher social risk — poor,

unskilled individuals.

Reasons for economic insecurity 
in Latin America
Economic insecurity creates social risk

and the need for social protection. It is

important to understand the origin and

causes of economic insecurity in Latin

America in order to assess different ways

of managing it. Three of its causes are the

trauma of the 1980s, high macroeconom-

ic volatility, and inadequate response by

social and political institutions5.

The 1980s debt crisis created a deep

depression in Latin America, leaving the

region with high unemployment rates,

weak social insurance institutions and

weak publicly provided safety nets. Real

income declined around 20 per cent in

countries like Argentina, Chile, Mexico

and Venezuela, while in Brazil it dropped

only 10 per cent. On the other hand,

Peru’s decline was about 35 per cent,

comparable to the United States in the

great depression of the 1930s. Comparing

the 1930s great depression and the 1980s

debt crisis helps to explain the rise of eco-

nomic insecurity in Latin America. Both

events produced a negative perception of

free market instruments for social securi-

ty among the most vulnerable individu-

als. For the U.S. in the 1930s, the next

logical step was the creation of the “wel-

fare State” with strong public social insur-

ance institutions. Latin America in the

1980s, however, lost confidence not only

in its private sector as a prime suspect in

causing the debt crisis, but also and main-

ly in an out-of-control public sector. 

The response at the time was a leap

into the free market. Most countries in

the region had externally imposed trade

restrictions, public enterprises, fiscal

deficits and microeconomic mismanage-

ment. Instead, governments thereafter

adopted policies aimed at free trade and

financial liberalization, privatization of

publicly run companies, and deregulation

— for which most of the weakly industri-

alized economies of the region were not

prepared. The result: the complete anni-

hilation of the Peruvian middle class,

high devaluation risks in Ecuador, Brazil

and Argentina, high unemployment rates

in Brazil, financial and economic crisis in

Mexico, Brazil and Peru, and macroeco-

nomic volatility in the region.

Entering the 1990s, Latin America

found itself in, and unprepared for, a high-



ly volatile environment driven mainly 

by erratic capital flows. Newly opened

economies left the region’s macroeconom-

ic policy and growth potential dependent

on the “fancies of short-term foreign

investors”. Most governments shifted

efforts towards attracting foreign capital

to fill the void left by capital sources

which had fled. Eventually, their macroe-

conomic policy divorced itself from the

real economy, social expenditure suffered

the most in relative terms, social risk and

vulnerability increased, and so did eco-

nomic insecurity.

Weak social and political institutions

were responsible for, and further weak-

ened by economic insecurity in the

region. The late 1980s and early 1990s

served as killing fields for democratic

institutions, labor unions and political

parties. Trade unions were unable to

develop strategies for dealing with job

insecurity, both caused by and contribut-

ing to their loss of members and political

power. Ironically, the very institutions

which should have responded to the basic

social needs of the population, but could

not respond, found their constituencies

so weakened that there was almost no

protest from the people most affected. 

Furthermore, the “Washington con-

sensus view of development policy,

sharply constrained by the ‘requirements’

of global economic integration, has pre-

vented the emergence of an alternative

(or at least complementary) vision of eco-

nomic reform driven by local concerns

and national aspirations”. These policy

‘guidelines’, ‘recommended’ by interna-

tional economic and financial agents,

drove most countries to a stalemate in

economic growth, which they now have

to face, along with rising unemployment

rates, few international reserves, high

exchange rate volatility, and an unavoid-

able dependence on foreign capital. 

Dealing with social risks
How do governments and individuals

respond to the rise of economic insecu-

rity and social risks? More important,

when should governments respond, and

when should they leave individuals and

the private sector to deal with risks?

How do individuals or families behave

when confronted with risk?

Three approaches to social insurance

by individuals have been identified by

Gill and Ilahi (2000): market insurance

(i.e. unemployment insurance), self-

insurance (i.e. precautionary savings)

and self-protection (i.e. investment in

human capital)6. Arguably, precaution is

preferred and therefore social insurance,

provided by the public sector, should

concentrate on mechanisms for self-

protection. For example, when market

insurance does not exist for certain risks

or does not cover the poor and extreme

poor, the government should step in to

provide it. Unemployment insurance,

for instance, is offered by governments

as a substitute for market insurance,

which does not guarantee individuals a

stable wage. The United States uses

employer experience ratings and/or indi-
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vidual unemployment history to fix

unemployment insurance premiums. 

Self-insurance, on the other hand,

implies that the individual seeks instru-

ments or assets that will maintain or

increase their value in the event of a neg-

ative shock. However, individuals may

not have the necessary information to

make the right decision or lack access to

good instruments, such as diversified

financial assets. As a result, they may self-

insure using bad instruments, such as

land, which can lose value after a nega-

tive financial shock. In this case, the gov-

ernment could step in to promote the

development of stronger financial mar-

kets, for example, prudentially regulating

the capital market — including banking

deposits, deposit insurance, non-bank

financial intermediaries — or fostering

the market for long-term public bonds.

Finally, self-protection involves the

use of some type of asset that will lower

the probability of risk. Investment in

human capital, i.e. education, reduces the

probability of unemployment. Therefore,

government policies to improve educa-

tional access and quality will be an impor-

tant component of social protection and

may help to substantially reduce the risk

of future economic downturns7. However,

this approach provides poor collateral

since individuals cannot borrow against

their knowledge or skills in case they lose

jobs. Because no market exists for human

capital, private agents are induced to seek

a more easily collateralized form of capi-

tal. In Latin America, this form of social

protection is usually the only possible one

for the poor and the unemployed who

have no access to government programs

or fully-funded pension systems based on

earmarked payroll taxes. 

Education and health
Arguably, the most important human cap-

ital initiatives are education and health.

For developing countries, improved edu-

cational access is important as a strategy

for eradicating poverty across generations,

especially in rural areas, which are short

on proper educational services. When

families cannot reduce their social risk

through education for children, they seek

to enhance their protection by breeding

more children as a source of cheap labor

for economic slumps and as a “household

safety net” for the parents’ old age.

Health care should be universally

covered by social insurance. If resources

are scarce, increased health coverage

should be given priority, even over pen-

sion benefits, which in any case typical-

ly go in large share toward health care

for the retired elderly. Fortunately, pub-

lic health insurance is still the most

important way of financing health ser-

vices for the population; HMOs and pri-

vate insurance are only accessible to

those with the means and who have for-

mal employment. Workers in the infor-

mal sector, for instance, would not have

access to HMO coverage. In the Latin

American region, public health insur-

ance is typically provided by at least two

health care systems: “One provided by



social insurance, which mainly covers

the salaried labor force, pensioners and

family dependants of both; and another

by the Ministry of Health, which offers

public health care to the non-insured

poor and low-income population”8. Only

Cuba has a universal standardized sys-

tem, offered by the Ministry of Health. 

Private health insurance is provided

by either voluntary contributions (which

are extremely low in the region) or ear-

marked payroll deductions. Hence, pri-

vate insurance is only accessible to “for-

mal workers” and wealthy individuals

who can voluntarily contribute towards a

health insurance plan. Few alternatives

for reducing or dealing with health risks

are available to workers who are not part

of the formal workforce and to their fam-

ilies and dependants.

Some general policy recommenda-

tions are derived from this:

First, it is clear that the availability of

all three forms of insurance instruments

will improve individual and family wel-

fare, thus reducing social risk and eco-

nomic insecurity. 

Second, demand for social insurance

does not decrease with economic devel-

opment and improvement of welfare,

nor is the clamor for better social insur-

ance “an indication of worsening eco-

nomic circumstances”. On the contrary,

as societies develop, they require more

and better public goods and services,

including social insurance.

Third, financial market strengthening

should be considered the central element

of any social policy since it can augment

the availability of the three forms of

insurance. Hence, governments ought

not to divorce their social protection

policy from macroeconomic and microe-

conomic policies.

Fourth, governments should seek new

and better alternatives for the most vul-

nerable people, whose sole social protec-

tion mechanisms are based on the family,

the community and their own personal

capital accumulation mechanisms.

Even when fiscal adjustments are craft-

ed so that the poor experience minimum

effects from cuts, there is no way to know

the extent of such effects in advance. In

Latin American countries it is usually

nonsocial spending that is protected from

cuts.9 As a powerless minority, the poor

have no political influence over the allo-

cation of public spending and their share

of the benefits. Evidence shows that pub-

lic spending on social protection is pro-

cyclical: during recessions, when there are

more poor people, less is spent on them10.

Brown and Hunter (1999) found that

Latin American democracies are more

likely to protect social spending during a

recession11, while authoritarian regimes

tend to reduce social spending during a

crisis and expand it afterwards12.

Fiscal adjustments in the region have

not been in the best interests of the poor.

This suggests that the safety nets suppos-

edly provided by social spending did not

live up to expectations. Specific public

insurance programs, well-targeted social

funds and poverty relief efforts have
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therefore taken the spotlight in social

policy recommendations for social pro-

tection in the region. Among the differ-

ent options put forward in the region

should be mentioned social funds and tar-

geted conditional transfer programs, and

unemployment and health insurance. 

Social funds
While social funds vary from country to

country, some characteristics remain con-

stant. Among the most important opera-

tional characteristics they share are that

social funds:13

■ promote, finance and implement

small social projects, but do not

participate in the maintenance or

operation of such projects.

■ help establish the formal parame-

ters to support investments bene-

fiting the poor.

■ enjoy some kind of operational

autonomy, even though they are

part of the public sector. 

■ In a highly centralized government,

however, such autonomy might be

subordinated to the central govern-

ment’s own policy desires. 

In 1987, the world’s first social fund

was created in Bolivia — Fondo Social de

Emergencia. Since then, their number has

increased considerably and, today, almost

all countries in the Latin American

region have one. All of them share cer-

tain objectives and trends from which

various lessons may be obtained. 

The main objectives of most social

funds include improving the infrastruc-

ture for the provision of social services,

such as sanitation, roads, bridges, schools

and health centers. In the absence of an

emergency — such as a natural disaster

— unemployment is typically the prime

objective of social funds in the initial

stage. Other objectives include: commu-

nity development, commonly reached by

a “learning-by-doing” process where the

social funds finance projects promoted,

managed and implemented by the com-

munities; improved delivery of basic

social services, with emphasis on training

service providers; and support for decen-

tralization of social protection — as is

the case for social funds in Chile, Hon-

duras and Bolivia.

Among the most important general

trends observed in social funds worldwide

is that they are becoming more integrat-

ed into countries’ overall social and eco-

nomic efforts. In the absence of strong

social and political institutions, as in

most Latin American countries, this

might become a force against the devel-

opment of an efficient welfare state. As

social funds pay more attention to popu-

lar participation, the individuals and fam-

ilies who benefit tend to ask for more

social services — such as health and

nutrition services, occupational educa-

tion, etc. Peruvian experience in FON-

CODES has shown that popular partici-

pation has positive impact on the results

of the projects implemented by the fund.

Participation of beneficiaries helps cor-

rect mistakes in the design and focus of

projects and make them more effective,



implying that the poor are better at decid-

ing what is best for them.

Some other trends include increasing

decentralization of social funds and

demand for more income-generating sub-

projects. These trends arise not from the

search for better management and opera-

tion of social funds, but from the wider

political and economic environment

which favors, for example, more popular

participation and more emphasis on micro-

finance in many developing countries.

Some lessons about what works and

does not work in social funds should be

carefully considered when Latin Ameri-

can governments are formulating social

policy. In general, they have done well

in adjusting rapidly to changing circum-

stances, promoting community partici-

pation to enhance sustainability, and

targeting poor communities — though

more effort is needed with the poorest

and marginalized groups. Compared to

other public sector agencies, they have

done well in achieving cost efficiency

and accountability and in generating

trust among communities toward the

public sector — though in some coun-

tries corruption and public funds embez-

zlement is common.

Not all lessons have been positive.

The most important deficiencies include

poor performance in microcredit pro-

grams; poor beneficiary rates and gaps in

coverage for the “poorest of the poor”;

inability to integrate with collaborative

programs in other public institutions, so

as to improve efficiency; inconsistency

with the social policy framework, which

confuses beneficiaries and detracts from

capacity building; inadequate impact

indicators; and inability to provide assis-

tance with mass impact, especially with

regard to unemployment. For example,

the Peruvian social fund, FONCODES, 14

has experienced mixed outcomes in edu-

cation, and very high degrees of leakage

(50 per cent) and gaps in coverage (68

per cent) in nutrition programmes15.

Even so, social funds in Latin Ameri-

ca have proven to be a cost-efficient way

of relieving social risk and economic inse-

curity, with few exceptions. While their

deficiencies can be easily corrected, some

critics maintain that social funds do not

accomplish what is expected, do not

reach the poor, build infrastructure that is

not staffed or maintained, do not produce

long term impact, etc. While this is true

for some countries in the region, their

true potential should not be overlooked.

If well administered, social funds could

represent one of the main sources of

social insurance for the poor and vulner-

able. If well targeted, social funds could

reduce social risk by building the capaci-

ty to manage risk.

Beyond social funds: a universal 
social protection system?
While social funds are indeed good safe-

ty nets, the poor and the unemployed

need more than that: they need a

“springboard” out of their risky and vul-

nerable situation. One such springboard

in the long term, for instance, could be

S
O

C
IA

L 
P

R
O

T
E

C
T

IO
N

 P
O

LI
C

IE
S

 I
N

 L
A

T
IN

 A
M

E
R

IC
A

12 COOPERATION SOUTH



S
O

C
IA

L P
R

O
T

E
C

T
IO

N
 P

O
LIC

IE
S

 IN
 LA

T
IN

 A
M

E
R

IC
A

13NUMBER TWO—2001

high-quality education, which breaks

the chain of poverty carried generation

after generation. The uneducated poor

represent one of the strongest problems

that all social protection systems face in

the region. Poor education levels may be

the main cause of low income, lack of

access to social protection services, and

lack of political power to press for gov-

ernment intervention.16

Beyond the safety net myopia of social

funds, expanded coverage is the big issue.

A good social protection system would

have the potential to bring in previously

excluded groups, such as the unemployed,

women, the elderly, people with disabili-

ties and workers in the informal sector.

Do social funds have the right tools to

identify and incorporate those who

remain uncovered? Evidence tends to

suggest that a better alternative is needed. 

Social security in industrial countries

is universal, and employment and contri-

bution to a fully funded system are not

required for inclusion.17 These pay-as-

you-go (PAYG) systems obtain their

funds from general revenue and do not

need criteria to establish eligibility for

benefits. However, in Latin America,

universal programs have many political

and practical difficulties. 

First, they are fiscally unsustainable.

Individuals have many incentives to

avoid paying and get “a free ride” in the

use of services.18 Since universality means

using general revenues to finance social

protection with uniform benefits regard-

less of income, people who contribute

more are likely to oppose such a redis-

tributive system — hence the shift

towards HMOs and private insurance.

Even when fully funded systems are fiscal-

ly sustainable and include efficiency stan-

dards in their practice, they have the “side

effect of creating a class of uninsured”. 

This happens when insurance compa-

nies, seeking high returns, try to reduce

risk and avoid insuring the most vulnera-

ble groups, especially the elderly, women

in reproductive ages19 and disabled indi-

viduals whose levels of dependency are

extremely high20. This practice, known as

“cream skimming”21, implies that in the

absence of universal public insurance only

the rich would be protected. In Chile, a

poorly regulated health insurance market

and an inadequate public/private mix

with the state acting as ‘lender of last

resort’ ended in a dual model: private

insurers covered the young and rich, while

the state took care of the other 65 per cent

of the population.22

Private market insurance is an option

only for those who have the means to

afford it and those who are given no

choice by their employees. HMOs, for

instance, cover the entire workforce of a

given institution, giving employees no

option but to accept the payroll deduc-

tion as a contribution that entitles them

to health benefits provided by the insur-

ance company. According to many

physicians, this practice damages the

quality of the health care service provid-

ed. It is also out of reach for those

employed in the informal sector or self-



employed, whose only alternatives are

public insurance, self-insurance and self-

protection. In the Latin American con-

text, this means that uncovered individ-

uals and families will seek self-insurance

and self-protection inside the tradition-

al social protection system — their fam-

ilies and communities.23

Social protection must therefore be

led by the public sector and complement-

ed by private initiatives that help increase

coverage, not only in social insurance

(protecting against negative events), but

also in wider social protection. The gov-

ernment must administer resources and

programs that provide poor and vulnera-

ble families with a minimum decent stan-

dard of living. One of the most innova-

tive programs implemented in the region

to satisfy these basic needs are the target-

ed conditional transfer (TCT) programs.

Targeted conditional transfer (TCT) 
programs
Basically, TCT programs in Latin Ameri-

ca involve cash grants to poor families

with young children on the condition that

they keep their children in school and, in

some cases, visit health centers24. They

represent a shift in social policy away from

subsidies (mainly food and fuel) to income

transfer programs targeted to the poor that

require certain conditions from the bene-

ficiaries. TCT programs do not cover

workers in the informal sector, seasonal

and self-employed workers, though they

could cover the unemployed if carefully

designed to avoid creating incentives to

remain unemployed. Representative pro-

grams in the region include Bolsa Escola

in urban Brazil, PETI in rural Brazil, and

Progresa in Mexico, the first being a

decentralized institution, while the others

are managed by the federal government. 

These TCT programs have five main

objectives. First, to achieve an increase

in educational attainments and substan-

tial health improvements for young

school-age children, which would reduce

future poverty. Second, to reduce short-

term poverty by targeting grants to the

poor. Third, to decrease child labor by

requiring a minimum school attendance

by children in beneficiary households as

an explicit or implicit objective. Fourth,

to provide income support to poor fami-

lies acting as a safety net against adverse

shocks that could throw them deeper

into poverty. Finally, to achieve integral

development of child education and

health by providing supply-side financial

support to schools and health centers. 

These programs are badly needed in

Latin America. They address education-

al, health and nutrition indicators which

are particularly low for the poor in the

region, especially for children, the most

vulnerable group. They bring together

supply and demand in a rational way so

that, for example, the number of school-

rooms is increased in line with higher

school attendance. Political acceptance,

support and sustainability are high,

though fiscal sustainability, on the other

hand, is sadly not secure.

The effectiveness and success of TCT
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programs can be measured by looking at

three of their main objectives: 

(1) Targeting the poor. At the design

stage, the poorest regions of the country

are selected in federally administered pro-

grams, and decentralized programmes tar-

get the municipalities where the condi-

tions for their interest groups — the poor,

rural child workers, etc. — are the worst.

Actual selection of beneficiaries, howev-

er, differs substantially. In urban Brazil,

Bolsa Escola rates various aspects of the

beneficiaries’ living standards, while PETI

in rural Brazil looks for per capita income

lower than half the minimum wage and

for working children of school age (7-14).

Progresa in Mexico requires beneficiaries

to have total family income less than the

cost of a standard food basket and uses a

specific index to score the household’s

characteristics. Others like Honduras’

PRAF-BID II simply include all families

in the chosen poorest municipalities.

Successful outcomes of Bolsa Escola

have been attributed in part to the rat-

ing system. Other less successful pro-

grams, mostly the decentralized ones,

have been unable to serve as much as 43

per cent of their potential beneficiaries,

mainly for financial reasons. Centralized

programs like Progresa, on the other

hand, show low gaps in coverage rates,

14-16 per cent, but high leakage rates25,

of about 35 to 38 per cent.

(2) Increasing human capital. The

programs have had successful outcomes

in both education and health/nutrition.

Substantial positive effects in both fields

were observed among the beneficiaries

of the Progresa program in Mexico.

Bolsa Escola had success in bolstering

school attendance, but its program does

not include the health component. 

(3) Reducing child labor. These results

were not as positive. Progresa reduced paid

child labor by 25 per cent among children

aged 12-13, but the results for children

aged 14-15 were substantially negative; in

fact, the incidence of paid child labor sig-

nificantly increased.

From these experiences, it is possible to

put forward some policy recommenda-

tions for TCT programs in Latin America. 

First, involvement by municipalities

helps achieve efficient operations. Pro-

grams should be decentralized, with a

local share in funding as well as federal

or central government financing.

Second, TCT programs should not be

seen as substitutes for social funds, other

social protection policies or education-

related interventions. 

Third, it is important to determine in

advance a fair and clear grant amount

that families will receive. The question

is whether to award grants on a per child

or per family basis. Grants on a per fam-

ily basis means that families with more

children may not satisfactorily increase

their income and reduce their social risk.

On the other hand, grants on a per child

basis could be an incentive to have more

children, which would increase both the

total costs of household social services

and the social risk.

Fourth, TCT programs could be



designed to work as safety nets to those

living in poverty and high unemploy-

ment risk. 

Finally, all programs should provide

explicit financial support to guarantee a

minimum service quality, thus augment-

ing the role of the “supply side.”

However, the key question in the

entire debate on social protection reform

is: are TCT programs fiscally sustainable

in the long run? To succeed, they need

long-term commitments by public author-

ities; that would require political as well as

fiscal stability, which are far from possible

in the region. Seeking fiscal stability

through loans or aid from the World Bank

or International Monetary Fund means

accepting economic, trade and fiscal poli-

cies that are beyond the scope of social

policy. Funding is thus a crucial issue to

resolve before it is safe to consider TCT

programs as alternatives to a universal

public insurance system. 

Social risk management: an option? 
The World Bank has introduced the

concept of social risk management

(SRM) into its definition of social pro-

tection. SRM involves using prevention

strategies, mitigation strategies and cop-

ing strategies to “manage” risk and thus

decrease economic insecurity26. Preven-

tion and mitigation strategies are to be

put into practice before a negative shock

occurs. Prevention strategies include

economic and macroeconomic policy,

public health policy, and education and

training strategies, among others. Miti-

gation strategies, on the other hand,

seek to protect against variations in

income — for example, by diversifying

its sources, and by providing informal or

formal insurance. Social funds play an

important role in providing such insur-

ance to the poor and vulnerable. Finally,

coping strategies seek to reduce the

impact of a shock once it has occurred.

For example, an individual could relieve

the situation by drawing on savings,

unless a lifetime of poverty has prohibit-

ed an accumulation of assets that could

offset a sudden loss of income. 

By no means an alternative to social

protection, SRM can help individuals

manage risk and vulnerability by strate-

gies that avoid the consequences of being

uninsured or partially insured. 

The instruments used for each strategy

will vary among individuals and families.

These can be informal/personal arrange-

ments, such as marriage, mutual communi-

ty support and real state assets; formal/mar-

ket based arrangements, such as financial

assets and insurance contracts; and for-

mal/publicly mandated or provided

arrangements, such as rules and regula-

tions, protection of property rights, social

insurance, transfers and public works. The

following table summarizes the interaction

between strategies and arrangements under

the concept of SRM and the mechanisms

available for individuals to deal with risk.

As shown in the table above, the

absence of market-based and publicly

provided social insurance has a negative

social effect. Risk coping, which by far is
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the most popular way of dealing with risk,

induces households to send children to

work, thus augmenting their vulnerabili-

ty and economic insecurity. The implica-

tion is that filling this void should have

high priority for the government. 

The aim of the SRM approach is to

change households and governments

from the usual coping strategy they

adopted in response to shocks, econom-

Table 1—STRATEGIES AND ARRANGEMENTS OF SOCIAL
RISK MANAGEMENT

Arrangement Informal/ Formal/ Formal/
strategies personal market-based publicly mandated

Risk Reduction

•Less risky production •Labor standards
•Migration •Pre-and-in-service training
•Proper feeding and •Labor market policies

weaning practices •Child labor reduction 
interventions

•Disability policies
•Good macroeconomic policies
•AIDS and other 

disease prevention

Risk Mitigation

Portfolio •Multiple jobs •Investment in multiple •Multi-pillar pension systems
•Investment in human, financial assets •Assets transfers

physical and real assets •Microfinance •Protection of property rights 
•Investment in social capital (especially for women)

•Extending financial markets 
to the poor

Insurance •Marriage/family •Old-age annuities •Mandated/provided insurance 
•Community arrangements •Disability, accident and for unemployment, old age, 
•Share tenancy other insurance disability, survivorship, 
•Tied labor sickness, etc.

Risk Coping

•Selling of real assets •Selling of financial assets •Transfers/social assistance
•Borrowing from neighbors •Borrowing from banks •Subsidies
•Intra-community •Public works

transfers/charity
•Sending children to work
•Dis-saving in human capital

Source: Jorgensen, Steen Lau and Julie Van Domelen, Helping the Poor Manage Risk Better: The
Role of Social Funds; p.6 in Lusting, Nora, “Shielding the Poor: Social Protection in the Developing
World”, Brookings Institution/Inter-American Development Bank, Washington, D.C., 2000.



ic insecurity and probable risk, towards a

risk management strategy that prevents

or at least mitigates against negative

effects. Preventing problems is prefer-

able to coping with them, and cheaper,

but until now social funds have mainly

contributed to coping. Turning those

funds in the direction of SRM is similar

to designing TCT programs which try to

reduce the probability of future risk and

to mitigate it in the mid term. Using the

SRM approach, social funds should tar-

get according to vulnerability and not

only poverty. The ones who suffer the

most during economic crises and budget

cuts are not only the poor, but also those

above the poverty line who have no per-

manent income, are unskilled, have

large young families and lack access to

market-based insurance. Furthermore,

there should be more community partic-

ipation in projects to develop organiza-

tional capacity, conduct training, offer

legal assistance, provide preventive

health services, and generate income.

Another look at the table shows that

several personal and market-based meth-

ods of risk coping leave individuals and

families in worse situations than before.

A family’s vulnerability is increased if it

sends its children to work, sells real or

financial assets, or borrows money from

banks or neighbors. Public instruments

in this case only alleviate the problem in

the short term, serving as a safety net

when they should act as a springboard.

Under consideration in Peru is a solution

to this apparent flaw in the SRM scheme

— creation of a social protection net,

omnipresent and designed to satisfy indi-

vidual needs and prevent, mitigate and

cope with specific risks. 

PENSION REFORM

Background
Old-age insurance or pensions seek to

secure a minimum standard of living for

the elderly after they leave their jobs.

Three alternatives for dealing with old-

age pensions are: (i) A universal social

security system which obtains its funds

from general revenue and covers every-

one without any qualifying criteria; (ii) a

contributory social security system — or

fully funded system — which is funded by

earmarked payroll taxes as required con-

tributions towards pension benefits in the

future; and (iii) resources of the family

and the community, which remains the

most traditional system in the region to

deal with risk and social protection27.

During the 1990s there was a shift

from the first to the second alternative in

Latin American countries. This change,

initially promoted by Chile, called for

the elimination of the publicly run pen-

sion system (PPS) to be replaced by a

fully funded new private pension system

(PrPS). However, most countries in the

region did not drop the first alternative

and created a multi-pillar system; the

first being the public “universal” 28 secu-

rity system, and the second the private

contributory social security system. In

many cases, an informal third pillar also
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exists in the form of private investment

in land, homes, tools or education.

However necessary was the reform,

the shift towards a private system

increased the number of “uninsured and

partially insured individuals who have

contributed little or nothing in their

working years and may be left in pover-

ty in old age”. This newly created group

does not exist in countries where “they

have universal flat (uniform) or very

broad means-tested old-age security ben-

efits”. It consists mainly of the following: 

■ Individuals who worked mainly

inside the household (primarily

women).

■ Individuals with disabilities which

have kept them from working in

the formal sector 29.

■ Individuals who worked mostly in

the informal sector where contri-

butions are not collected.

■ Self-employed individuals. Farmers

in particular are very likely to live

in poverty or extreme poverty, and

have little or no access to social

insurance or pension systems.

Furthermore, the new system raises a

new issue: the coverage problem which

results when private pension providers

seek to reduce risk and therefore avoid

the most “difficult groups”. These groups

include, for instance, farmers, self-

employed workers and disabled individu-

als, whose contribution is not mandatory

and would require large pension benefits

in old age. Instead of developing incen-

tives to promote their participation, pri-

vate providers engage in “cream skim-

ming,” the same practice as in health

insurance (discussed above). This con-

sists of leaving the high-risk poor portion

of the elderly without insurance30 and

only covering those with higher incomes

and lower vulnerability and poverty risks.

This raises the question of whether pri-

vate insurance concepts contribute to the

welfare of the most vulnerable and diffi-

cult groups31. Most of the Latin American

population is unemployed, employed in

the informal sector or self-employed, and

not part of the “formal” workforce. There-

fore, it is safe to say that moving away

from a universal system only increases the

number of the uninsured. Even if private

pensions in all their variations did cover

all formally employed workers, they would

not provide for those in the informal sec-

tor, including women workers in the

household and sporadic workers, since

they are not contributory programs based

on earmarked payroll taxes. 

Pension reform in Latin America
“Young or old, Social Security affects

everyone. and virtually everyone believes

that it won’t be there for future genera-

tions like it has been in the past”32. That

belief in itself indicates there are reasons

for pension reform. Chile’s reform took

place over a decade before other Latin

American countries and set the standards

for changes made in the PPS of Colom-

bia, Mexico and Peru. These reforms,

including Chile’s, are still very recent, and

real results have not yet been observed. It



is thus difficult to know how well the new

private pension systems are covering the

poor and most vulnerable people.

Broadly speaking, during the first half

of the 1990s, the PPS in most Latin

American countries found themselves on

the verge of financial breakdown. In

Peru, for instance, hyperinflation and

price distortions sent the real value of the

system’s assets plunging, while simultane-

ously the overall obligations of the system

expanded as a result of the popular poli-

cies adopted during the 1980s33. Follow-

ing Chile’s experience, new pension sys-

tems were put into practice with three

main objectives: First, to establish a solid

private pension system that would create

individual accounts and provide workers

a reasonable pension after retirement,

directly proportional to their contribu-

tions. Second, to generate a considerable

investment fund through which the new

system would contribute to the develop-

ment of the financial and capital markets,

as well as increase domestic savings.

Third, to eliminate inefficiency in the use

of resources by the PPS, in which all

retired workers receive the same pension

regardless of their contributions.

Developing countries, unlike industri-

al countries, have a large young workforce

that could easily finance retirement pen-

sions for the elderly. However, this work-

force is mostly unemployed or in the

informal sector. Therefore, reform should

aim at increasing the number of people

contributing to the system by providing

incentives such as individual accounts.

Lessons of reforms 
Colombia. The Colombian pension

reform of 1993 is unlike the reforms in

other countries such as Chile or Peru. In

Colombia, a system of competition was

established between the existing pay-as-

you-go (PAYG) system and a new fully

funded system (FFS), similar to the pri-

vately run Chilean system.34 Competition

means that affiliates may choose between

the FFS and the PAYG, based on their

own assessment of expected future returns

in either system. To maintain certain sta-

bility, affiliates must wait three years to

switch between systems and six months

within the FFS. In any case, the PAYG

system ends up operating as a last-resort

option for workers who would otherwise

take the risk that a higher-than-average

portfolio return implies.

The system of competition immedi-

ately increased the contribution rate and

effectively reduced the benefits by delay-

ing retirement age by two years. This

reduced fiscal expenditure by about 1 per

cent of GDP annually. However, the 

fiscal costs of the transition are still too

high, in part because of additional 

concessions to public servants, delay in

making new retirement conditions effec-

tive, and the costs of operating the

PAYG system as insurance against a loss

in the FFS, which induces high mobility

between the systems. 

Following the reform, pension contri-

butions increased from 6.5 to 14.5 per

cent of earnings. The PAYG system,

which seems inefficient, and one of the

S
O

C
IA

L 
P

R
O

T
E

C
T

IO
N

 P
O

LI
C

IE
S

 I
N

 L
A

T
IN

 A
M

E
R

IC
A

20 COOPERATION SOUTH



S
O

C
IA

L P
R

O
T

E
C

T
IO

N
 P

O
LIC

IE
S

 IN
 LA

T
IN

 A
M

E
R

IC
A

21NUMBER TWO—2001

causes of the reform, was kept “basically

for those who were risk averse and pre-

ferred to have defined benefits as an

alternative to a defined contribution sys-

tem35. Thus, the defined benefits system

remained public and the defined contri-

bution system, private, although switch-

ing is allowed between them.”

An important aspect of the reform is

that competition between the PAYG

system and FFS added to the last-resort

quality of PAYG and forced the FFS to

ensure at least a minimum expected

return, thus promoting efficiency and

caution. Lower-than-expected returns

would not only have considerably nega-

tive effects on the private pension

administrators, but also on the affiliates

and the economy as a whole. 

The Colombian pension reform

needs a series of “second-generation”

reforms to address the fiscal burden men-

tioned before. First, concessions granted

to special groups of public servants

should be eliminated. Second, retire-

ment two years later for both male and

female workers should be made effective

sooner than the 20-year period estab-

lished. Third, the retirement age should

be further increased by three years

(60/65, female/male), in accordance with

the rise in life expectancy. Finally, high

payroll taxes need to be substituted by

regular taxes to avoid damaging effects

on employment and international com-

petitiveness, since the current payroll

deductions only create incentives for

informal employment.

Mexico. The 1995 Mexican pension

reform was prompted by demographic

tendencies, PPS financial health, and

evasion. Though Mexico, like most

developing countries, has the demo-

graphic advantage of a large young work-

force, the 1990s seemed the right time

for reforms to avoid future problems —

especially given rapidly decreasing child

mortality and birth rates, and increasing

life expectancy36. The strongest reason

for reform, however, was the severe

financial disequilibria in the public sys-

tem, which predicted a deficit of around

141 per cent of GDP in current value

(1994) for a horizon of 75 years. Finally,

evasion was high mainly because of the

lack of proportionality between contri-

butions and benefits, tempting employ-

ees to declare lower salaries or cross over

to the informal labor sector.

The Mexican pension reform was built

around three pillars: A first public-run

pillar with a redistribution objective; a

second private-run pillar based upon

mandatory contributions capitalized in

individual accounts; and a third pillar of

voluntary savings. The second pillar

involves active management of individu-

al accounts, pension funds and withdraw-

al mechanisms by private agents. This pil-

lar creates a direct relation between

contributions and pension benefits, thus

eliminating the incentives for evading

contributions. On the second pillar rests

all the structure of the pension system. 

The reformed Mexican system has

unique interaction between public and



private agents, unlike the Colombian

(competition) and Chilean (fully pri-

vate) systems. It was designed to:

■ Augment equity, efficiency and sus-

tainability of the pension system.

■ Build the foundations of a finan-

cially stable pension system.

■ Limit the fiscal impact.

■ Strengthen the development of

the financial system, and reduce

its volatility by increasing private

financial intermediaries and

instruments available.

■ Increase domestic long-term sav-

ings and overall aggregate savings. 

Peru. During the first half of the

1980s, the Peruvian PPS began to show

clear signs of financial weakness. Rising

unemployment rates reduced the number

of contributors, while new retired workers

claimed their pension benefits every day.

This created a heavy burden on the sys-

tem. It was not able or not interested to

increase returns on pension fund invest-

ments. It was on the verge of financial

breakdown by the start of the 1990s and

was draining resources from other areas of

the budget. Hyperinflation, low employ-

ment and high informal employment

prompted its reform.37 Whether the

reform was the right one is not very clear.

As in Colombia and Mexico, the pub-

lic system created too many incentives for

evasion and was unable to produce a

strong sustainable fund that would not be

affected by demographic, economic and

political changes. In 1993, Peru created a

private system like Chile’s in addition to

the public system, with contributors own-

ing individual accounts and receiving

pension benefits proportional to their

contributions and the return on pension

fund investments. However, contribu-

tions in the Peruvian system are made

entirely by the employee, while in Chile

they are shared with the employer.

In 1995, Peru made a series of modifi-

cations and “second-generation” reforms

in the private system in order to eliminate

existing differences between the two sys-

tems. Among the most important changes

were measures to promote the affiliation

of independent workers, eliminate imper-

fections in taxation affecting the develop-

ment of the private system, level the costs

in both systems, guarantee a minimum

pension benefit (similar to those in

Colombia and Mexico), and promote vol-

untary savings in the private system. In

1996, more modifications were made to

reduce inefficiency in the systems arising

from the high incidence of evasion. The

financial crisis and the “El Niño” in 1998

helped intensify the existing problems.

Also, the constant changes in the legisla-

tion may backfire by creating insecurity

and instability in the system. 

One of the most important problems,

which the government has not yet

addressed, is the high commission that

private agents charge to affiliates. At 3.8

per cent, it is the highest in the region

compared with 3.5 per cent in Colom-

bia, 2.89 per cent in Chile and 2.6 per

cent in Uruguay. Whatever the reason,

high commissions also create aversion to
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the system, and this contributes toward

reduced coverage.

Another limitation is the lack of

financial instruments to generate future

returns to the pension funds (aside from

the ban on investing in foreign assets).

This is important because 70 per cent of

the private system affiliates are under 35

years of age, meaning that pension ben-

efits will not be paid in the short term.

Long-term financial instruments or

investments are rare in Peru, mainly

because of political instability. 

Another limitation is that the “Clas-

sifying Commission” determines which

assets and bonds the private agents can

and cannot invest in. Present debate

centers on proposed reforms in these

investment limitations. In view of the

current economic recession in the coun-

try, private agents will be used to inject

fresh long-term investment into the

economy and to invest in the real estate

and construction industries as part of a

government program for housing facili-

ties for poor families. 

Human effects of the reform: 
forgotten again?
Private pension systems have extended all

over Latin America. Argentina (1994),

Bolivia (1997), Colombia (1993), Chile

(1981), El Salvador (1997), Mexico

(1995), Peru (1993) and Uruguay (1996)

adopted new systems such as the ones dis-

cussed in this section. In all cases, private-

ly managed pension funds are the most

influential force on the domestic capital

markets38. However, this entails invest-

ment risks, individual longevity risks, and

demographic risks.

The investment risks can be system-

atically decreased by diversifying pension

fund portfolios, but inflation and

exchange risks cannot be avoided. Indi-

vidual longevity risks — some individuals

require more resources because of unex-

pected longevity — can be managed if

affiliates with surplus income voluntarily

save more than private pension providers

require. The demographic risk is that a

group will have different-than-expected

longevity, requiring establishment of

State guarantees or reinsurance with

domestic or foreign pension funds or

insurers39. These risk reductions should be

coupled with transparent investment

strategies, accountability, and clear reform

legislation that will last enough to gain

the trust of the affiliates, provide incen-

tives for workers to join the private sys-

tem, and broaden its pension fund. 

How well are the new private pension

systems covering the most vulnerable

and poor? Unlike the reforms in social

insurance, pension reforms have appar-

ently not yet created a new group of

uninsured. Since they cover only depen-

dent workers (employees), private pen-

sion systems under the reforms have not

solved the situation regarding unem-

ployed individuals and those employed

in the informal sector, or the needs of

women who work at home and make no

contributions to any pension system. In

1997, only 49.4 per cent of the econom-



ically active population in Lima (Peru’s

capital city) was employed in the private

formal sector40. Latin America’s large

informal sector and unemployment rates

require a pension system that covers

more than half of all workers. 

In the year 2000, seven years since

Peru’s reform, less than 30 per cent of

the working population, including 18.9

per cent of the formal workforce, was

covered by some sort of pension insur-

ance41. It could be argued that, in Peru,

the public and private systems compete

for the same socially included popula-

tion, and therefore coverage is low.

However, if the PPS was to be eliminat-

ed as in the Chilean pension reform, a

larger group of uninsured could appear.

The informal sector would need to be

canalized towards the formal sector and

sporadic and seasonal workers would

need a special contributory system in

order to ensure decent old age benefits. 

Reports show that in the entire region,

except Chile, not even half the formal

labor force has been affiliated to the new

systems mandated by the reforms. Not

even in Chile are all workers (including

those in the informal sector) affiliated to

some kind of old-age pension scheme.42 

A solution seems to be a multi-pillar

system. The first pillar, the PPS, would

ensure retirement benefits for the unem-

ployed by providing temporary low-wage

jobs in activities of social interest. The

PPS would be able to benefit from the

management skills and investment port-

folios of the second pillar, the private

pension system, and produce higher

returns in its pension funds43. Such a

solution may eliminate the competition

system and turn it into a “collaboration

system” between public and private pen-

sion providers, more or less like the

reformed Mexican pension structure

where both systems interact. 

Vulnerable groups
The reforms have not secured coverage

for all. Indeed they have created a new

class of uninsured among the most vul-

nerable and poor — mainly informal

workers, women and the elderly, but also

other groups which are also victims of

discrimination such as the disabled, peo-

ple with AIDS, etc. 

The same fiscal unsustainability that

prompted the reforms damaged the for-

mal labor sector in many Latin Ameri-

can countries. International investment

and free trade augmented unemploy-

ment and forced many formal workers

into the informal sector. Informal work-

ers, under a fully funded system, do not

apply for pension benefits when old and

are entirely uninsured. Some of these

workers are employed on-and-off in the

formal sector and contribute to the pri-

vate pension system, albeit sporadically.

Private pension providers promote vol-

untary contributions, yet where these

providers exist, voluntary coverage for

self-employed workers is the lowest for

the region — Chile (11 per cent), Peru

(4 per cent), and Mexico (1 per cent)44.

This is not an alternative to increase
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coverage of the self-employed45.

Women remain largely uninsured in

Latin America. Their work, mainly inside

their own households, is not remunerat-

ed, and they usually “lack the labor force

participation that would entitle them to

contributory benefits, and even if cov-

ered, they are usually only ‘partially’

insured because their levels of education,

wages and years of service were low” 46.

Furthermore, women own little property

and hence are highly vulnerable to an old

age of poverty. 

Under current systems, when mar-

riages break up, most women are left

without a decent income or pension,

especially when such a break occurs at

an older age, although a series of mea-

sures could be taken “to extend the

implicit family contract into old age”.

Finally, the elderly, whose welfare is

the main purpose of pension systems, are

one of the most vulnerable groups. Time

of service requirements prevent most

elderly from seeking better pension bene-

fits in the private system and hence are

left in the public one. When pension

reform leads to a multi-pillar system, the

elderly may receive public pension bene-

fits. However, if the reform leaves only a

private system, these elderly contributors

to the former PPS would find themselves

uninsured by the private system when it

seeks to reduce their client risks.

CONCLUSIONS
A new word should be present in all pol-

icy discussions dealing with social protec-

tion and pension reform: uninsured.

Uninsured persons result from a mixture

of causes, including social exclusion,

cream skimming and permissive incen-

tives for free riding. Poor countries can-

not sustain large uninsured populations in

the long run because they will eventually

require support from old-age or health

benefits, no doubt at a cost to taxpayers

which drains scarce budget resources. 

In designing solutions to this problem,

countries in the Latin American region

should be guided by two basic financial

facts: (1) Contributory social security and

pension programs are a fiscal necessity.

(2) A large dose of redistribution between

the richer and the poorest is inevitable.

Any other approach would be financially

unsustainable and would not succeed in

providing social protection and pension

coverage for the poor. 

Over time, economic development

and increased female participation in the

labor force will result in greater social

protection coverage. However, to move

proactively on increasing coverage, mea-

sures are required on a national basis that

involve both rich and poor people, and

both the public and private sectors:

■ To protect the poor, a national

health care system or integrated

social insurance health systems

should be established. 

■ For the rich, it should be made

possible to obtain additional cov-

erage or better protection through

different providers, but without

fiscal subsidy. 



■ Private and public sector insurance

and pension systems should work

together to develop new services

and products that would increase

coverage. Free market competition

is of no use when half the country’s

population does not have the pur-

chasing power to access insurance.

When embarking on new social pro-

tection or pension reforms, the principal

focus naturally has to be placed on

achieving increased coverage for the

poor and vulnerable populations, and on

providing a springboard for all those who

are currently excluded, not just short-

term relief and a simple safety net. To

those ends, experience in the region

leads to some suggested guidelines:

■ Coverage should extend not only

to workers in the formal sector —

market-based and public — but

also to informal sector workers

and the unemployed. 

■ Though the current exclusion of

the poor and the extreme poor

needs urgent attention, rent, food

or fuel subsidy programs should be

avoided since they do not build up

or strengthen social, economic or

political capabilities. 

■ One approach is to encourage asso-

ciations or cooperatives of low-

income individuals, families and

groups which can facilitate, and pro-

vide incentives for, affiliation with

insurance and pension systems. 

■ A longer-term approach is to give

priority to children’s education,

since in later life that improves

income and access to social insur-

ance and protection. This priority 

is reflected in targeted conditional

transfer (TCT) programs which pro-

vide income support to poor families

on condition that children attend

school; however, TCT programs can

experience unsustainable costs and

serious shortcomings in coverage.

■ It is almost impossible for indepen-

dent workers to contribute volun-

tarily. Low-income workers have

relatively short life expectancy, so

it may make more sense for them

to use their meager incomes to sur-

vive at present rather than saving

for a distant future when they may

not be alive. 

However, social protection not only

involves insurance, but also relates to the

range of national programs and projects,

which are directed at eradicating poverty.

It is important that these programs draw

on the best available experience for their

design and the best mix of partners for

their execution.

First, as regards design, only a few

research centers study social welfare on a

regional basis, and more such work is need-

ed to draw on Latin American experience

and the lessons learned for the design of

new social protection programs. Some

cross-country comparative analyses have

been done by research networks, and some

studies have been conducted on health,

education, poverty and social security

issues. But most studies confine themselves
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to in-country research, and a lack of finan-

cial resources affects their sustainability. 

Second, as regards execution, one of

the main conclusions from the analysis of

social policy in Latin America is that the

private sector and civil society organiza-

tions need to play a more leading role.

They should be in charge of executing

those social programs where they have

competitive advantage, while the State

concentrates on monitoring and carrying

out impact evaluations. Nongovernmen-

tal organizations are big players in design-

ing cost-effective social programs, but

need to strengthen their relationships

with public institutions; the most inno-

vative practices in the region relate to

civil society participation in such pro-

grams as locally administered community

health, nutrition improvement through

“popular kitchens” and mothers’ clubs,

community banks for micro finance, and

local committees for conservation and

the environment.

Mobilizing these research findings

and these broader partnerships could

also help strengthen lobbying efforts,

develop political support, and attract

international cooperation, which can

bring about the needed redirection and

reinvigoration of social policies. In the

final analysis, better resourcing, design

and execution of social programs is

essential if poverty eradication is to suc-

ceed among the indigenous people in

Ecuador, the landless in Brazil, women

in Peru, and other poor and vulnerable

groups in Latin America. ■
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