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1. Introduction: The case for a basic social
security floor

Social security is a human right

Article 22 of the Universal Declaration of HumargRis states: “Everyone, as a member
of society, has the right to social security” andide 25 formulates it in a more precise
way as “...the right to security in the event of updmgment, sickness, disability,
widowhood, old age or other lack of livelihood iincamstances beyond his control”. But
almost 60 years after its adoption, this right rieiea dream for 80 per cent of the global
population, who are still without access to sositurity: We know that to many, even a
basic set of benefits could make the differenceveen a liveable and a miserable life,
often between life and premature death. Millionscbildren under five die every year
because they have no access to adequate healtanchtkere is no income to secure their
food.

Current levels of poverty and inequality are
unacceptable

At the beginning of the 21st century, half of therld lives below the two-dollar-a-day
poverty line. According to the United Nations (UX)e richest 10 per cent of the world’s
adult population receives 85 per cent of globallthean contrast, the poorest 50 per cent
barely gets 1 per cent of it. Given that the baseff global economic growth do not
automatically reach all, a Global Social Floordispensable to ensure a social dimension
to globalization.

Basic social security reduces poverty faster

We know very well that social protection is a pofukrttool to prevent and alleviate
poverty and inequality. Social security systemsmany developed market economies
reduce poverty and inequality by half or more. Ehare also a growing number of
successful examples regarding the role of soaaisfers in combating poverty in Africa,
Latin America and Asia, delivering much faster Hssihan the ones expected from a
trickle-down effect from economic policies. Foraavtincome country, even a basic social
security system can make the difference betweeigwnly or not achieving Millennium
Development Goals (MDG) 1 of halving poverty by 20t can enhance the achievement
of other MDGs and would contribute to the Decentrk\dgenda.

It generates growth

Social security transfers serve as cash injecttoncal economies, having a positive
impact on their development. Raising the incomesthaf poor it increases domestic
demand and, in turn, encourages growth by expandiognestic markets. At the

! The term “social security” and “social protectiohve been used interchangeably within the
present document. In the literature and public telom social issues, the term “social security”
which widely used for decades, is often understamthe set of transfers that originate from formal
sector employment. “Social protection” is considiet@ be a wider concept (Cichon et al., 2004).
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macroeconomic level, a growing number of evidenhews that redistribution has a

positive effect on growth in particular in counsri@here inequalities are high (AFD 2004).
The net costs of early investments into a basicobeiocial security benefits may even

become zero or negative, because the fiscal cogfist ibe offset by positive economic

returns and the enhanced productivity of a bettieicated, healthier and better nourished
workforce.

It promotes peace, stability and social cohesion
through social justice

Poverty and gross inequities, and their associatedse social tensions, are more likely to
result in violent conflict, ultimately destabilizgrgovernments and regions, causing waves
of irregular migration, and may make people morsceptible to terrorist appeals and acts
and other forms of criminality. Social security reeges by preventing and alleviating
poverty and by making the outcomes of economice®nmore equitable enhance peace,
stability and social cohesion. Providing socialusiég is one of the most effective policies
that a state can implement to gain legitimacy amgrovide stability in post conflict
situations.

It is an indispensable part of the institutional tissue of
an efficient market economy

Development experience of all now developed magkenomies proved this to be true.
There is no successful market economy that doebawa a fairly extensive social security
system. Social security systems have been thegrartaisf the societal fabric supporting the
national development process. Market economies wmthsing or weak institutions,
including institutions of social protection/secyriire not able to ensure sustainable
economic growth and social development in the dining world.

The costs of keeping people excluded will be higher
and higher

Maintaining 80 per cent of the world population waitit basic social protection translates
into continuing poverty, increasing inequality atite growing likelihood of conflicts.
Among children, poverty and malnutrition damage ltheareduce body weight and
intelligence, resulting in lower productivity in @thood, a high tax for a country to pay.
At the international level, globalization will finflirther resistance, as this unprecedented
creation of wealth benefits few; for globalizatitmbe accepted, it needs to deal with its
social aspects: it needs a global social contRatt of such a contract would be a new,
internationally accepted, Basic Social SecurityoFlo

The Basic Social Security Floor

The Basic Social Security Floor is a part of thaaapt of a Global Social Floor or Global
Socio-economic Floor that was promoteder alia by the World Commission on the
Social Dimension of Globalization in 2004 (World i@mission on the Social Dimension
of Globalization 2004, pp 110). These concepts etsitain a base of social and economic
rights that are outside the realm of social segurit

The Basic Social Security Floor, as defined heomsists of a basic and modest set of
social security guarantees — implemented by sacakfers in cash and in kind - for all
citizens ensuring that ultimately:

2 Can low income countries afford basic social security?



m  All residents have access to basic/essential thealte benefits through pluralistic
delivery mechanisms where the State accepts thergleresponsibility for ensuring
adequacy of the delivery system and its financing;

m  All children enjoy income security at least at theverty level through various
family/child benefits aimed to facilitate accesstdrition, education and care;

m  Some targeted income support for the poor, uneyegin the active age group;

m  All residents in old age or with disabilities epj;ncome security at least at the
poverty level through pensions for old age, disghénd survivors.

The Basic Social Security Floor thus consists dbnof a guaranteed set of basic social
transfers in cash or in kind to all. It is form@dtas a set of guarantees rather than a set of
defined benefits. This leaves the option open wividual countries to realize these
guarantees by way of means-tested, conditionahwetsal transfers. The essential fact is
that everybody in a given society can access thssential transfers. While conceptually
these are a part of the country’s social securi¢hitecture, the benefits provided would
most likely have the character of social assistamtieer than social security benefits in
most countries. It is assumed here that most likedybasic/low benefits are financed from
general taxation. The transfers of the social fla@ granted to all residents as residents’
rights, thus their financing is generally a resjploiliy of the society as a whole. Social
security benefits on the other hand usually aredlsalt of rights acquired on the basis of
payment of contributions or taxes and usually bigh level of income replacement.

All countries have some form of social security lbenwv, outside of members of the
European Union (EU) or other high-income membershef Organization for Economic
Co-operation and Development (OECD) countries, ige®a basic social security floor for
all. Typical reasons for this severe undersupplysadial protection include the lack of
understanding of the benefits of investing in peppimited technical capacity, lack of
resources and low political will. These need taubgently addressed. The idea of a Basic
Social Security Floor has to be gradually translatto an internationally agreed standard
and then into national legislative provisions.

In particular, the results of research and expedeof the International Labour Office

(ILO) and that of other development institutiongwhthat the crucial prerequisite for the
implementation of the Basic Social Security Flaodeveloping countries is to ensure that
governments and other stakeholders understandt tteat be fiscally affordable and does
not have a substantial economic opportunity cost.

It is affordable

We know that the world can afford to make the righsocial security a reality not just a

dream. According to ILO calculations, less thane& pent of global Gross Domestic

Product (GDP) would be necessary to provide a setiof social security benefits to all

of the world’s poor. Six per cent of global GDP Wbbe needed to provide a basic set of
benefits to all who have no access to social sgcdrat investment in people is less than
10 per cent respectively 30 per cent of the td@ba investment in tangible assets. Most
of the resources needed will obviously have to ctnor national resources. The analysis
in this note shows that this should be possible.

Proposals to accelerate the establishment of spe@iection systems in low-income
countries have gathered strength in the early yafaitse millennium. These proposals are
being subjected to searching questions. One magstipn concerns “affordability” — with
which the rest of this paper seeks to deal.
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The question of affordability has to be considerethe context of the fiscal and broader
economic environment at the national level (Cichbal. 2004). In addition, it is important
to consider national institutional capacities anglegnance aspects. However, one has also
to consider the international context with respextthe need to ensure that global
competition does not drive countries and their gatiens below agreed minimum labour
and social standards, and to obtain internationgpart in financing provisions of
minimum basic social protection in low income coig® during the transitory period until
these countries have the necessary domestic Gapakity to do so themselves.
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2. ltis affordable: Evidence from costing studies?

The ILO has undertaken two costing studies in Afrend Asia that provide a first
estimation of the costs of a basic social protectiackage in low-income countries now
and over the coming decades. Twelve countries baea covered by this costing model
so far:

m  seven counties in Africa: Burkina Faso, Camer&tdhjopia, Guinea, Kenya, Senegal
and Tanzania (Pal et al., 2005); and

m five countries in Asia: Bangladesh, India, Nefdkistan and Viet Nam (Mizunoya
et al., 2006).

A similar study on Latin American will be finisheshon and will be the subject of another
policy brief.

2.1. Costing the package

Basic old

In the following sections, the rationale and reswf the ILO’s cost estimations are
summarized for the following elements of a basiciaoprotection package separately in
different variants:

(1) universal basic old age and disability pensions
(2) basic child benefits;

(3) universal access to essential health care;

(4) social assistance/100 day employment scheme.

It should be noted that while the model used fer phesent costing studies are based on
Mizunoya et al. (2006) and Pal et al. (2005), fue present study a new benefit from a
social assistance/employment scheme has been edacl#dirthermore, some of the data
and assumptions have also been updated such asagmpuprojections, medical staff
wage to GDP per capita ratio, limiting child beteto only two children per woman, etc.
The assumptions take into account suggestions émg@rfeom discussions on the basic
social protection benefits package. The assumptomgresented in Annex 1.

age and disability pensions

A number of middle and low-income countries haveoieiuced non-contributory old age
pensions for their elderly population. Countrieghwgocial pension schemes include
Brazil, Botswana, India, Mauritius, Lesotho, NarmaipNepal and South Africa. Some of
the schemes cover only targeted groups of the popal others, for example, Mauritius
or Namibia, have developed schemes widely appledlt elderly residents in their

populations. Evidence from those countries showat guch social pensions have a
remarkable impact on the living standards of eldpdrsons and their families, namely on
children (cf. Barrientos and Lloyd-Sherlock, 200Barrientos, 2004; Charlton and

2 Based on: C. Behrendt, K. Hagemejer: Can low-ire@ountries afford social security? in Peter
Townsend ed.Social Security - Building Decent Societifssthcoming.
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Figure 1.

McKinnon, 2001; Save the Children United Kingdomaét 2005). This experience also
shows that social pensions are feasible and abbe$sr low-income countries.

The basic pension was assumed at the level of B8gre of GDP per capita in order to

align the benefit level with national circumstanc&his was ascertained by data which
was available for Tanzania (National Bureau of iSiias Tanzania 2002) which formed

part of the study. In effect, in the case of Tamzahe 2000/01 Household Budget Survey
was based on two poverty line thresholds (per astylivalent for 28 days) for mainland

Tanzania: the Food poverty line of Tanzanian Stgllb295 (equivalent to approximately

0.43 US$ per day (Purchasing Power Parity PPP))th@edasic needs poverty line of

Tanzanian Shilling 7253 (equivalent to approxima®b9 US$ per day (PPP))n terms

of GDP per capita these represented respectiveby@f cent and 37.8 per cent.

It was assumed that the simulated universal oldamgkedisability pension would be set at
30 per cent of GDP per capita, with a maximum af ¥$ dollar (PPP) per day (increased
with inflation) and would be paid to all men andmen aged 65 or older; and to persons
with serious disabilities in working age (the dbigjity ratio was assumed to be 1 per cent
of the working-age population, which reflects ayweonservative estimate of the rate of
disability).

Based on these assumptions, the annual cost oidprgva universal basic old age and
disability pensions is estimated in 2010 at betw@énand 1.5 per cent of yearly GDP in
the countries considered (see Figure 1). Projemtsts for 2010 remain at or below 1.0 per
cent of GDP in six of the twelve countries, whilarBna Faso, Ethiopia, Kenya, Nepal,
Senegal and Tanzania find themselves between #.1.&mer cent of GDP.

Costs for basic universal old age and disability pensions as a percentage of GDP for selected
countries in Africa and Asia (selected years)

2.5%

2.0% -

1.5% ]

1.0% -

0.5%

in per cent of GDP

0.0% -

Source: Based on Mizunoya et al., 2006 and Pal et al., 2005. These figures include assumed administration costs of 15 per
cent of benefit expenditure.

% From the Household Budget Survey 2000/01, the famekrty line was calculated as “the cost of

meeting the minimum adult calorific requirementtwé food consumption pattern typical of the

poorest 50 per cent of the population” and the 8asiverty line takes into account also the costs
for non-food items.
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Basic child benefits

Old age and disability pensions can certainly haweajor impact on the livelihoods of
households with an elderly person, but more widglsead benefits would be needed to
have a substantial impact on the reduction of ggver the entire population. Benefits for
families with children can have an important impas shown by some cash child benefit
programmes in a development context (Save the @nildK et al., 2005). Most of these
programmes are found in Latin America and have Ise¢mip as conditional cash transfers
(see e.g. Rawlings, 2005; de la Briere and Raw]ig§96). Many of these programmes
have had a marked impact on poverty reduction disasen school attendance. Although
evidence of their effects on the reduction of therst forms of child labour are not
conclusive, evaluations suggest a positive efieaoime countries, particularly when cash
benefits are combined with after-school activi{ieabatabai, 2006).

However, there are some concerns about the trahdfgr of conditional cash transfer
programmes into countries with an insufficient asfructure in the education and health
sector (Kakwani et al., 2005).

The level of the child benefit is assumed very nstigieo be equal to half of the universal
pension amount that is 15 per cent of GDP per @apith a maximum of half of one US
dollar (PPP) per day (increased with inflation) qaitl to up to two children under the age
of 14 per woman who has given birth. The rationathibd this assumption is to tackle
claims that universal child benefits would provige incentive to increase fertility. The
Demographic Health Survey for some of the countiebe study provided the proportion
of children within the covered age group who wogldlify for the benefit. For example
for Cameroon 46.4 per cent and for Bangladesh p&r@&ent of children in the age group
0-14 would qualify for the child benefit. The numlwé children qualifying for the benefit
was projected in line with growth in number of wanie fertile age.

The projected costs for a basic universal childefienary greatly between countries, yet
there is a common trend in most countries toward®t costs in the longer run (Figure 2).
For the year 2010, the cost estimations remainvwbeé® per cent of GDP in all the
countries of the study with expenditure in Tanzaei@aching 3.6 per cent of GDP and as
low as 1.2 per cent of GDP in India.

Figure 2.  Costs for basic universal child benefits as a percentage of GDP for selected countries in
Africa and Asia (selected years)
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o 4.0% N
5 35%
s 3.0% 4 m 2010
2 2.5% |
S 5o0% | , m 2020
o 15% - 0 2030
o 1.0% |
£ 05% |
0.0%
s} S & 2 > R .S > ]
<<'Z‘r'° Q}OO (’\\OQ\ \5\0@ {_@(\*Ib Qe& (\4;29\ 'bgz@ \06\ %Q’Q'b \i_\e@ &é'éq
& S ¢ o F &S P ¢
™ & 9
g
RN
0(\\

Source: Based on Pal et al., 2005; Mizunoya et al., 2006; own calculations. These figures include assumed administration
costs of 15 per cent of benefit expenditure.
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Essential health care

A basic social protection package would not be detepwithout universal access to
essential health care. It is well known that ilallk is a major poverty risk and that high
health expenditure can be financially catastrogbicindividuals and their families and
drive them into severe poverty from which many admecover for many years. This is of
acute relevance in countries with high prevalentdHdv/AIDS, but it should not be
forgotten that the effects of less prominent disseasuch as malaria, are much more
dramatic on morbidity and mortality in many couesi

Providing access to health care, including equitabkalth insurance mechanisms,
therefore are an important contribution to eradicpipoverty and vulnerability (ILO,
2006; Lamiraud et al.,, 2005; Scheil-Adlung et &006). Such mechanisms address
poverty and vulnerability on several levels. Byilitating access to medical care they
improve health and restore earning capacities rgarekly, and thus ensure that health
problems of a family member do not entail unbeaaaists for the family as a whole. In
addition, impacts on school attendance, employraedthuman capital can be expected,
which will contribute to sustainable economic growanhd social development.

The cost projections used in this paper reflectddleulations on a country specific cost
base. This calculation takes into account the Waillg individual parameters: medical staff
ratio to population; wages of medical staff andrbead non-staff costs. It is assumed that
300 medical staff are available per 100,000 pomnailhis corresponds to approximately
the estimates of health personnel in Namibia in7iq@hich represents approximately
40 per cent of the level in the United Kingdom) eTlavel of Namibia was chosen as since
1990, the Namibian government has set-out a p&i&cpeworkTowards Achieving Health
for All Namibiansand the government committed itself to providingcess to health
services to all Namibians by the year 260thailand has a similar staff to population ratio
and achieves even better health outcomes as mdasurexample in under 5 mortality.
Thus the staffing benchmarks achieved by Namibth Bmailand should be indicative of
regional possibilities and minimum requirementsuniversal basic health care provision.
Where no separate data on wages in the healthrsgatoavailable, it was assumed that
health staff average wage equal teachers' average.wihe health staff wages were
assumed at a minimum of three times GDP per capitxed in line with per capita GDP
growth. Other non-staff health costs are assumée &7 per cent of wage cést.

While the Commission on Macroeconomics and Hea&mngmission on Macroeconomics
and Health 2001) has provided estimates of thecppita costs of scaling up selected
priority health interventions in low-income couesito reach universal coverage for the
population in need, these levels at US $34 per graverage in low-income countries by
2007, and US$38 in 2015 are very high comparediutcent levels of spending. Current
health spending in many low-income countries resmauell below this level at present.
According to WHO statistic§,per capita government expenditure on health atagee
exchange rate (US$) in 2004 oscillated between BJB$Ethiopia, Guinea and Pakistan to
US$ 16 in Senegal. The ILO model calculations fot@ estimate per capita health care
costs to oscillate between US$ 4.43 per capitagpalNand US$ 24.23 in Cameroon.

* World Health Organization Statistical InformatiBgstem (WHOSIS).
® Ministry of Health and Social Services, Namibia.

® Estimated from figures from the Ghana Medium-téErpenditure Framework (Government of
Ghana).

" World Health Organization Statistical InformatiBgstem (WHOSIS).
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Extending access to health care to larger partBefpopulation is more than just a cost
issue. One of the major difficulties in many coiedris that qualified medical staff is not
available to a sufficient degree so as to proviertecessary health care services.

Based on the cost assumptions made, the costsnofimmum package of essential health
care would require in 2010 between 1.5 and 5.5ceet of GDP (see Figure 3). For
countries in Asia as available data showed lowlfegEmedical staff wages, the minimum
of three times GDP per capita was applied and timselative cost level remains constant
over time.

Figure 3.  Costs for essential health care as a percentage of GDP for selected countries in Africa and
Asia (selected years)
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Source: Based on Commission on Macroeconomics and Health 2001; Pal et al., 2005; Mizunoya et al., 2006; own
calculations.

Social assistance / employment scheme

Providing income security to the vulnerable catggufrthe working age persons who are
either unable to find employment or are underemgdoghould also form part of a
comprehensive social security floor. The recenfgmamme launched in India with the
Indian Guarantee of Employment Act which providesirgnteed 100 days of unskilled
work per rural household to only adults or an uneyment allowance if no work can be
offered, while not a permanent solution for beriafies should provide temporary income
support to assist households. Providing income @tipgprough public works programmes
according to an ILO report (Devereux, 2002) “...dteaative to policy-makers concerned
with poverty reduction because, unlike most antigsty interventions, the beneficiaries
select themselves...” as the non-poor would not ¢ipetie in the programme due to the
nature of the work involved and the low wages.

The costing model incorporates income support ficssumed beneficiary group of 10 per
cent of the working age population in each coumthjch would benefit from the scheme
and it would be only available to those in housdsalot benefiting from any other form of
cash transfer (i.e. child benefit, pensions).

It was assumed that the simulated employment scheowtd provide a benefit set at
30 per cent of GDP per capita, with a maximum of &/ dollar (PPP) per day (increased
with inflation). The benefit would be paid for aabof 100 days in the year.

Based on these assumptions, the annual cost ofdprgvthis benefit is estimated at
between 0.3 and 0.8 per cent of yearly GDP in thentties considered in 2010 (see
Figure 4). Projected costs for 2010 (including austrative costs associated with

Can low income countries afford basic social security? 9



providing the benefit) remain well at or below @& cent of GDP in seven of the twelve
countries, while Burkina Faso, Ethiopia, Kenya, Blepnd Tanzania find themselves
between 0.7 and 0.8 per cent of GDP.

Figure 4.  Costs for employment scheme benefits as a percentage of GDP for selected countries in
Africa and Asia (selected years)
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Source: Own calculations. These figures include assumed administration costs of 15 per cent of benefit expenditure.

Overall basic social protection package

Taken together, universal cash benefits and adoehsalth care would provide a basic
social protection package that would meet the iasic needs of the population.

Figure 5.  Costs for basic social protection package as a percentage of GDP for selected countries in
Africa and Asia (selected years)
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Source: Based on Pal et al., 2005; Mizunoya et al., 2006; own calculations.

The cost of essential health care constitutes ist miothe countries in the study the largest
cost component in the total package (see Figurdn62010, especially in the case of
Burkina Faso, which stands out with by far the bighcosts for basic social protection,
health care is the main cost driver according ®uhderlying assumptions. In all of the
twelve countries considered, the initial annualt @dsa basic social protection package is
projected to be in the range of 3.7 to 10.6 pert o¢nGDP by 2010. Six countries —
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Burkina Faso, Ethiopia, Kenya, Nepal, Senegal asiz&nia — would spend more then 6
per cent of GDP.

Figure 6.  Costs for components of a basic social protection package as a percentage of GDP for
selected countries in Africa and Asia, 2010
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Source: Based on Pal et al., 2005; Mizunoya et al., 2006; own calculations.

The projections show that fully introducing a coetpl package of basic social security
benefits requires a level of resources that isdrighan current spending in the majority of
low-income countries (that rarely spend more thgreBcent of GDP on health care and
rarely more than 1 per cent of GDP on non-healthas@ecurity measures). Therefore, a
considerable joint domestic and international éfisrneeded to invest in basic social
protection to bring about significant social dey#tent and a sharp reduction of poverty.
Possible sources of financing of such an effortdseussed in the next section.

2.2. Possible financing

The costing simulations provide two contrastingrative options. The first assumes that
governments would not increase the proportion sbueces allocated to social protection,
keeping unchanged the level of spending on sociateption in 2003. With respect to
policy development this is a status quo variard, there is no assumed change in
government policies with respect to social secuiittgncing. Available resources are
assumed to increase only proportionally, in linghwncreases in government revenues
resulting from economic growth and widening of the base. The second option assumes
a policy change: it assumes that the governmentiseofountries in question will increase
the proportion of available resources allocatelasic social protection to reach one fifth
of their total expenditure which would be still Whklow prevailing proportions of public
budget spent on social protection in many middld aimgh income countries (usually
between one third and one half of government exipamag.

Our results are presented for each of these twonaltive spending options, as applied in
the model calculations developed by Pal et al. $20Mizunoya et al. (2006) and own
calculations.

2.2.1. Status quo: Constant share of public expenditure
devoted to basic social protection

Under the first spending policy option, it is assuhthat governments would not increase
the relative size of their allocations to basiciabprotection. They would keep the current
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Figure 7.

share of total government expenditure unchanged.eBtimated current shares are rather
low but differ substantially among countries: foample, 0.8 per cent in Pakistan and 8.4
per cent in Tanzania.

Under such spending policy, governments would bk @b finance from available
domestic resources the modelled basic social giotepackage only up to the given
amounts expressed as percentages of GDP in Figieerto its low current expenditure
levels, Pakistan would spend only up to 0.2 pet 0é1iGDP on basic social protection in
2010, slightly rising over time. Countries like Canmon, Guinea and Senegal could reach
spending levels around 0.4-0.6 per cent of GDPhigltcluster of countries is found with
spending levels around 1 per cent of GDP: Bangladeslia, Nepal and Viet Nam joined
by Burkina Faso, Ethiopia and Kenya at 1.0-1.6qgeert of GDP. Tanzania stands out with
spending levels of 2.0 per cent of GDP, which mfiehigh current expenditure levels on
basic social protection. The outcome would be aiedand as unrelated to national needs
and international standards as government expeadguoday.

Projected domestically financed expenditure on basic social protection as per cent of GDP,
(Status quo: 2003 spending level held constant over time) for selected countries in Africa and
Asia (selected years)
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Source: Based on Pal et al., 2005; Mizunoya et al., 2006; own calculations.

However, the total cost of the basic social segypiickage that we have constructed
(Figure 5) is much higher than the estimates ofireutresources that are likely to be
available — shown by projecting current levels péreding in line with economic growth.
(Figure 7). Therefore, if countries are not in aipon to break out of the low levels of
social protection expenditure within their availalllomestic resources, they will need to
draw heavily on external sources of funding to iempént basic social protection.

Figure 8 shows what share of government expenditireovered by the basic social
protection package under the above spending palsymptions. While Pakistan would
cover in 2010 less than 4 per cent of the totameded costs, countries such as Burkina
Faso, Cameroon, Guinea and Senegal would shoupgpeoxamately 10 per cent of the
total estimated costs. Countries like Ethiopia, ¥&erBangladesh and Nepal would cover
between 10-20 per cent while India, Tanzania aret Wam could shoulder more than a
fifth of the estimated costs in 2010, quickly ir@seng in the case of India to one third by
2030. In all countries, the capacity to increase share of domestic financing increases
over time, but remains insufficient to cover thesibasocial protection package modelled
above.

12
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Figure 8.  Share of total cost of basic social protection package to be covered by domestic resources
(Status quo: 2003 spending level held constant over time) for selected countries in Africa and
Asia (selected years)
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Source: Based on Pal et al., 2005; Mizunoya et al., 2006; own calculations.

2.2.2. Simulating policy change: Spending levels
increased to one fifth of government expenditure

Under the second spending policy option, it is assli that governments increase their
allocations to social protection to one fifth oétthtotal budget.

Figure 9. Projected domestically financed expenditure on basic social protection in per cent of GDP
(Simulating policy change: spending on basic social protection reaching 20 per cent of
government expenditure) for selected countries in Africa and Asia (selected years)

7.0%

a  6.0%

[a]

O 5.0% -

S 4.0%

§ 3.0% | o 2010
‘g_ 2.0% | m 2020
< 1.0% | O 2030

0.0% -

O & ¥ 2 & & & & £ 2 <&
i Q}oo S && z‘\\\ QQ’Q & & & éeQ @(b N
% &
@6
R\
S

Source: Based on Pal et al., 2005; Mizunoya et al., 2006; own calculations.

When this alternative model is applied, domestjciianced expenditure on basic social
protection reaches levels of between 2.4 to 5.& et of GDP in 2010 (see Figure 9). The
lowest level is projected for Bangladesh, due te tklatively small volume of the
government budget; yet the domestically financedasgrotection spending would rise
from 2.4 to 3.1 per cent of GDP between 2010 ar@D2(h Burkina Faso, Cameroon,
India, Nepal and Pakistan the governments wouldlde to allocate from 3.4 to 3.9 per
cent of their GDP to basic social protection in @Qihcreasing these figures to between
4.3 and 5.0 per cent of GDP by 2030. In Guinea,e§alp Tanzania and Viet Nam
governments could allocate 4.4 to 4.8 per centOit0O2 with spending levels projected to
reach between 3.9 to 5.8 per cent of GDP by 203@ Jovernments of Ethiopia and
Kenya could invest 5.5 and 5.8 per cent respegtivEGDP into basic social protection in
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Figure 10.

2010, increasing to 5.9 and 6.0 per cent of GDP20§0. Guinea’s relative level of
domestic financing is assumed to decrease overftiome 4.3 per cent in 2010 to 3.9 per
cent of GDP in 2030 and India’s relative level adntkstic financing is assumed to
decrease over time from 3.7 per cent in 2010 tgp2r9cent of GDP in 2030. Guinea and
India’s results are related to the fact that thet @d the basic social protection package
remains below the limit of 20 per cent of total gownent spending starting from 2013 for
India.

Figure 10 shows that if Guinea, India and Viet Naould increase the share of social
protection spending in their total budget, by 2@4€y would already be able to finance
over 100 per cent of the universal basic sociatgotmon package domestically while for
Senegal this would be possible by 2030. For otbenties, even after such reallocation of
domestic resources, there would still be a neefllitthe substantial financing gap by
international transfers. Countries like BangladeBirkina Faso and Nepal could cover
less than 50 per cent of the total financing ndsyd8010. While their capacity to finance a
basic social protection package is expected teasw over the following two decades, the
share of domestic funding remains below the totgded, which implies that substantial
external support would be necessary for some tiraazania starts off from the ability to
cover 59 per cent of its financing needs domedyidalt is expected to increase its ability
to finance basic social transfers domesticallya@ér cent by 2030.

Share of total cost of basic social protection package that can be covered by domestic
resources (Simulating policy change: spending on basic social protection to reach 20 per
cent of government expenditure) for selected countries in Africa and Asia (selected years)
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Source: Based on Pal et al., 2005; Mizunoya et al., 2006; own calculations.

For a second cluster of countries, including Camerd-thiopia, Kenya and Senegal the
projections sketch a more optimistic picture. Thesantries would be in a position to
cover 60-73 per cent of the total costs of the pgekby 2010 (i.e. if they were to devote
one fifth of domestic resources to basic sociatgmtion). By 2030, 72 per cent (Kenya)
and 100 per cent (Senegal) of basic social prateetiould be covered.

However, there is an interesting further optiorcdtintries are able to finance about 50 per
cent of all their health care by introducing a oadil health insurance system (like for
example Ghana did in 2003) by 2010 then excepBtokina Faso, Cameroon, Tanzania,
Bangladesh and Nepal all the countries would be tbshoulder at least 80 per cent of the
cost of the basic social security floor by 2010.
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3. The possible effects of social cash
transfers on poverty reduction®

The ILO micro-simulation results presented in Gamsm@and Behrendt (2006) for Tanzania
and Senegal show that a set of basic social protecash benefits (old-age pensions and
child benefits) can have an important effect ongutyalleviation and thus be an important
component of poverty reduction strategies in loesime countries. The benefit levels
which were fixed in relation to the poverty lineaach country and represented for the old-
age (60 years and over) and disability pensiorvel lef 70 per cent of food poverty line
per eligible individual (0.35 and 1.1 US$ PPP pay despectively for Tanzania and
Senegal); and for child benefits a level of 35 @emt of the food poverty line per eligible
child (0.17 and 0.53 US$ PPP per day respectively Tanzania and Senegal).
Furthermore, a benefit level equivalent to one kiené 70 per cent of the food poverty
line per household was assumed for vulnerable holdg, i.e. households without able-
bodied household members (i.e. either under theof@8 or above the age of 59, or sick
or injured or handicapped).

Under such assumptions, the model demonstratedirth&ainzania a universal old-age
pension would cut poverty rates by 9 per cent, &ittonsiderably stronger effect — 36 per
cent — for older men and women and 24 per ceninftividuals living in households with
elderly family members. A more balanced effect wloo achieved by a child benefit for
school-age children, which would result in a cutpowverty rates by around 30 per cent.
The combination of these two benefits would achi@veduction in poverty rates of 35 per
cent, with even more substantial effects for indlisls living in households with children
and elderly (a drop of 46 per cent), which facehtghest poverty risk. The targeted cash
transfers achieve an overall reduction of povefty @er cent, yet with a much stronger
effect on older persons (minus 12 per cent andet&ent, respectively, for older women
and men) and individuals living in households withable-bodied members (minus 46 per
cent).

With respect to the poverty gap reduction achietteel pld-age pensions would reduce the
poverty gap by 77 per cent for older women and byp6r cent for older men while
compressing the overall poverty gap for the totguation by 17 per cent. Child benefits
would reduce the poverty gap by about one-halfssctioe board.

In Senegal the combination of a basic old-age asabdity and a child benefit for school-
age children would reduce food poverty rates bypdOcent and reduce the poverty gap by
more than half. While child benefits affect all gps of individuals to a somewhat similar
extent, old-age and disability pensions have a rpoomounced effect on older persons,
especially on elderly women, and their family membdargeted cash benefits show a
major effect on households without able-bodied memsibbut only a minor effect on the
overall poverty rate.

Thus, scarce national resources if used to prosédd benefits to vulnerable segments of

the population can have a major effect on povdigviation and the achievement of the
2015 Millennium Development Goal of poverty redaati

8 Section taken from Gassman, F.; Behrendt, C. (R006
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4.

Conclusion

The above projections were developed under ratheservative assumptions with regard
to policy change and rigorous assumptions with gesgio the fiscal policies of the
countries in question. First, they were all assurteedlepend only on revenue raised
domestically (thus phasing out current externahtgla Therefore the scale of transitional
external finance required towards the basic sqeitiection package is net of the projected
deduction of such external flows. The idea is tivezi re-direct and/or increase current
external support - to focus it on providing theybasic social protection package. This is
intended to concentrate national attention upoRpEverty priorities.

However, increasing national debt should be exathimaably with regard to its potential
impact on growth and to national capacity for sg@ng of the debt in the future. Grants
depend in particular on the will of donors. Thegoatlepend on the current level of such
grants and the general policy of governments swclion example the level of grants
considered to be reasonable taking into accounesssf sustainability, dependency and
vulnerability. Initiatives to alleviate debt in theontext of the Heavily Indebted Poor
Countries Initiative (HIPC)/Multilateral Debt Refignitiative (MDRI) and the Paris Club
initiatives together with those to ensure prediiditstof aid such as the “Paris Declaration
on Aid Effectiveness” constitute in that sense fpsiopportunities to increase external
support to basic social security.

Increasing domestic revenues allocated to basialssecurity is determined by both the
fiscal space and the political will to increase #iare of public expenditure dedicated to
this policy field. Capacity to create fiscal spat®uld be considered in the context of a
comprehensive medium term government expenditaredwork. Key factors for creating
fiscal space in low-income countries are determibgdnational capacity to mobilize
additional revenue through increasing the tax bagesnsuring efficient use of resources
as a result of strengthening public institutionsl &1y promoting adequate policies to
sustain productivity. Decisions to increase thersha public expenditure dedicated to
basic social security will depend on political wilhd on the level of government budget
already committed. To support the decision makimgcgss, overall feasibility, both
financial and administrative, should be assesseédtt@a projected outcomes of providing
basic social security should be estimated. Forldkter, evidence gained from existing
programmes and from modeling exercises (see fompbe Gassman, F.; Behrendt, C.
2006) is very helpful.

Second, all the countries were assumed to cap dkienall public expenditure at the level
not higher than 20 per cent of government spendsugh an assumption was made to
show what is possible within the framework of aatekely “small state” (as measured by
the size of public finances). As countries devedod widen their tax base they may wish
to go beyond “small state” and rather follow relatievels of government revenues and
expenditure prevailing in the OECD countries. Foe time being pressures of “tax
competition” developing as part of the spontanegiobalization processes may prevent
them from doing so. This however may change if glafpvernance of the globalization
processes is strengthened and agreement on a gladial floor (which would include a
guarantee of universal access to basic socialisgasrreached.

The evidence presented shows that low-income desrmiot only should but also can have
social security systems that provide a basic packddpealth services to everybody, basic
cash benefits to the elderly and families with a@tgh and social assistance to a proportion
of the unemployed. Even if a basic social protecpackage cannot be implemented at
once, a sequential approach can generate immdadingdits in terms of poverty reduction,
pro-poor growth and social development. A natiofeavard-looking social protection
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strategy can help to sequence the implementatimardus social programmes and policy
instruments and ensure that these are integratedoader development frameworks. As
these countries achieve higher levels of econongiceldpment, their social security
systems can also advance in parallel, extendingadbpe, level and quality of benefits and
services provided.

A basic social protection package is demonstrafflyrdable, as the costing exercise in
this document shows. But this is on condition thatpackage is implemented through the
joint efforts of the low-income countries themsal\geallocating existing resources and
raising new resources, i.e. through health inswaoc other earmarked sources of
financing for social security) and of the interoall donor community - which would in
some cases have to refocus international granthesupplementary direct financing of
social protection benefits, on strengthening thmiatstrative and delivery capacity of
national social protection institutions in low imge countries and on providing the
necessary technical advice and other support.h&éli¢ steps have started to be taken in a
number of low-income countries in Africa and elseveh (recent developments in
countries like Tanzania, Zambia, Mozambique or Napajust a few examples) and there
are signs that the process will accelerate in dagest future.

18
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Annex 1

Costing assumptions

A modest approach was used to calculate the cdgtsowiding a basic social security
benefits package based on more country-specifia. deite main assumptions for this
scenario are:

m real GDP growth is assumed as working age populagrowth plus 1 percentage
point. For Ethiopia, Tanzania and Viet Nam it isuaeed as working age population
growth plus 2 percentage points while for Indiaistassumed as working age
population growth plus 3 percentage points;

m  projected levels of total government expenditurerease by 50 per cent of their
current level by the year 2034, with a maximum @fo@r cent of GDP;

m  government revenue (excluding grants) is assumeeach the projected expenditure
level by 2014 in order to reach a balanced budget;

= universal pension benefit at 30 per cent of GDPcpgita (capped at US$ 1 (PPR)
day indexed with inflation) for all 65 years of agad above and the disabled
(i.e. 1 per cent of working age population);

m  basic health care costs based on ratio of 300 cakdtaff to 100,000 population;
medical staff wages indexed in line with GDP pepitzagrowth (health staff wages
were assumed at a minimum of three times GDP patadaoverhead costs of 67 per
cent of staff costs;

m child benefit at 15 per cent of GDP per capitgppeal at US$ 0.50 (PPP) a day
indexed with inflation) provided to two childrentine age bracket 0-14 per woman;

m  income support to targeted poor and unemployedttive age group at 30 per cent of
GDP per capita (capped at US$ 1 (PPP) a day indeibdnflation) for 10 per cent
of the working age population for 100 days per yealy available to those in
households not benefiting from any other form oftcaransfer (i.e. child benefit,
pensions);

m  administration costs of delivering cash benefgsad to 15 per cent of cash benefit
expenditure;

m  the model simulates two hypothetical options fa financing of the estimated cost
of the future benefit package. Under Option 1,aust quo situation is maintained
wherein governments would not increase the proporof resources allocated to
social protection, keeping unchanged the levelpainding on social protection in
2003. Under Option 2, a policy change is simulatdereby it is assumed that one
fifth of government expenditure levels are allodate the financing of basic social
protection.

® PPP US$ exchange rates were taken from the IMAdMEmonomic Outlook database (2004).
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Annex 2

Basic social protection expenditure projections

Table A2.1 provides a summary of total basic sgoiatection expenditure and by social
protection function in relation to GDP between 2@0®1 2034 for the twelve countries
forming part of the study.
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Table A2.1. Cost of basic social protection package and by function in per cent of GDP for selected
countries in Africa and Asia, 2008-2034

[Resuits 2008 2009 2010 2015 2020 2025 2030 2034
Total expenditure in per cent of GDP
Burkina Faso 10.6% 10.6% 10.6% 10.2% 9.9% 9.7% 9.5% 9.4%]
Cameroon 6.0% 5.9% 5.9% 57% 5.6% 5.5% 5.3% 5.2%
Ethiopia 8.8% 8.9% 8.9% 9.1% 9.2% 9.4% 9.6% 9.2%
Guinea 4.4% 4.4% 4.3% 4.2% 4.1% 4.0% 3.9% 3.8%
Kenya 8.2% 8.2% 8.2% 8.2% 8.4% 8.5% 8.3% 8.1%
Senegal 6.6% 6.6% 6.5% 6.3% 6.1% 5.9% 5.8% 5.7%
United Rep. Tanzania 7.9% 7.9% 8.0% 8.1% 8.4% 8.6% 8.8% 8.5%
Bangladesh 6.1% 6.1% 6.0% 5.8% 5.6% 5.5% 54% 5.4%]
India 3.9% 3.8% 3.7% 3.5% 3.3% 3.1% 2.9% 2.8%
Nepal 7.0% 7.1% 72% 7.7% 7.9% 8.1% 8.3% 8.5%
Pakistan 3.8% 3.8% 3.9% 4.1% 4.2% 4.4% 4.6% 4.8%]
Viet Nam 4.4% 4.4% 4.4% 4.3% 4.3% 4.3% 4.3% 4.3%
Universal pensions in per cent of GDP
Burkina Faso 1.1% 1.0% 1.0% 0.9% 0.8% 0.8% 0.8% 0.8%
Cameroon 0.8% 0.8% 0.7% 0.7% 0.7% 0.7% 0.6% 0.7%
Ethiopia 1.0% 1.1% 1.1% 1.1% 1.2% 1.2% 1.3% 1.3%
Guinea 0.6% 0.6% 0.6% 0.6% 0.6% 0.6% 0.6% 0.6%
Kenya 0.9% 0.9% 0.9% 1.0% 1.1% 1.1% 1.1% 1.1%
Senegal 1.1% 1.1% 1.1% 1.0% 0.9% 0.9% 0.9% 0.9%
United Rep. Tanzania 1.1% 1.1% 1.1% 1.1% 1.2% 1.2% 1.3% 1.3%!
Bangladesh 0.8% 0.8% 0.8% 0.8% 0.9% 1.0% 1.0% 1.1%
India 0.7% 0.6% 0.6% 0.6% 0.6% 0.5% 0.5% 0.5%
Nepal 1.2% 1.3% 1.3% 1.4% 1.6% 1.7% 1.9% 2.0%
Pakistan 0.5% 0.6% 0.6% 0.6% 0.7% 0.8% 1.0% 1.1%
Viet Nam 0.8% 0.8% 0.8% 0.8% 0.9% 1.0% 1.2% 1.3%
Basic health care in per cent of GDP
Burkina Faso 5.5% 5.5% 5.5% 5.5% 5.5% 5.5% 5.5% 5.5%
Cameroon 26% 2.6% 26% 2.6% 2.6% 2.6% 26% 2.6%
Ethiopia 3.6% 3.6% 3.6% 3.6% 3.6% 3.6% 3.6% 3.6%
Guinea 1.5% 1.5% 1.5% 1.5% 1.5% 1.5% 1.5% 1.5%
Kenya 3.0% 3.0% 3.0% 3.0% 3.0% 3.0% 3.0% 3.0%
Senegal 2.5% 2.5% 2.5% 2.5% 2.5% 2.5% 2.5% 2.5%
United Rep. Tanzania 2.4% 2.4% 2.4% 2.4% 2.4% 2.4% 2.4% 2.4%
Bangladesh 1.5% 1.5% 1.5% 1.5% 1.5% 1.5% 1.5% 1.5%
India 1.5% 1.5% 1.5% 1.5% 1.5% 1.5% 1.5% 1.5%
Nepal 1.5% 1.5% 1.5% 1.5% 1.5% 1.5% 1.5% 1.5%
Pakistan 1.5% 1.5% 1.5% 1.5% 1.5% 1.5% 1.5% 1.5%
Viet Nam 1.5% 1.5% 1.5% 1.5% 1.5% 1.5% 1.5% 1.5%
Child benefit in per cent of GDP
Burkina Faso 2.8% 2.8% 2.8% 26% 2.5% 24% 2.2% 2.1%
Cameroon 1.8% 1.8% 1.7% 1.7% 1.6% 1.5% 1.4% 1.3%
Ethiopia 2.8% 2.9% 2.9% 3.0% 3.0% 3.1% 3.1% 2.9%
Guinea 1.5% 1.5% 1.5% 1.4% 1.4% 1.3% 1.2% 1.2%
Kenya 3.0% 3.0% 2.9% 2.9% 3.0% 3.0% 2.9% 2.7%
Senegal 2.0% 2.0% 2.0% 1.9% 1.8% 1.7% 1.6% 1.5%
United Rep. Tanzania 3.1% 3.1% 3.1% 32% 3.3% 3.5% 3.5% 3.3%
Bangladesh 2.7% 2.7% 2.7% 2.5% 2.3% 2.2% 2.0% 1.9%
India 1.1% 1.1% 1.1% 0.9% 0.8% 0.7% 0.6% 0.5%
Nepal 3.0% 3.0% 3.0% 3.3% 3.3% 3.3% 3.3% 3.3%
Pakistan 1.2% 1.2% 1.2% 1.3% 1.3% 1.4% 1.4% 1.4%
Viet Nam 1.4% 1.4% 1.4% 1.3% 1.2% 1.1% 1.0% 0.9%
Social assistance/lemployment scheme benefits in per
cent of GDP
Burkina Faso 0.6% 0.6% 0.6% 0.6% 0.5% 0.5% 0.5% 0.5%
Cameroon 0.4% 0.4% 0.4% 0.4% 0.4% 0.3% 0.3% 0.3%
Ethiopia 0.6% 0.6% 0.6% 0.6% 0.7% 0.7% 0.7% 0.6%
Guinea 0.3% 0.3% 0.3% 0.3% 0.3% 0.3% 0.3% 0.3%
Kenya 0.6% 0.6% 0.6% 0.6% 0.6% 0.7% 0.6% 0.6%
Senegal 0.5% 0.5% 0.5% 0.4% 0.4% 0.4% 0.4% 0.4%
United Rep. Tanzania 0.6% 0.6% 0.6% 0.6% 0.6% 0.7% 0.7% 0.7%
Bangladesh 0.4% 0.4% 0.4% 0.4% 0.4% 0.4% 0.4% 0.3%
India 0.3% 0.3% 0.3% 0.2% 0.2% 0.2% 0.1% 0.1%
Nepal 0.6% 0.6% 0.7% 0.7% 0.7% 0.7% 0.8% 0.8%
Pakistan 0.3% 0.3% 0.3% 0.3% 0.3% 0.3% 0.3% 0.4%
Viet Nam 0.3% 0.3% 0.3% 0.3% 0.3% 0.3% 0.3% 0.2%
Administrative costs in per cent of GDP
Burkina Faso 0.7% 0.7% 0.7% 0.6% 0.6% 0.5% 0.5% 0.5%
Cameroon 0.4% 0.4% 0.4% 0.4% 0.4% 0.4% 0.4% 0.3%
Ethiopia 0.7% 0.7% 0.7% 0.7% 0.7% 0.8% 0.8% 0.7%
Guinea 0.4% 0.4% 0.4% 0.4% 0.3% 0.3% 0.3% 0.3%
Kenya 0.7% 0.7% 0.7% 0.7% 0.7% 0.7% 0.7% 0.7%
Senegal 0.5% 0.5% 0.5% 0.5% 0.5% 0.4% 0.4% 0.4%
United Rep. Tanzania 0.7% 0.7% 0.7% 0.7% 0.8% 0.8% 0.8% 0.8%
Bangladesh 0.6% 0.6% 0.6% 0.6% 0.5% 0.5% 0.5% 0.5%
India 0.3% 0.3% 0.3% 0.3% 0.2% 0.2% 0.2% 0.2%
Nepal 0.7% 0.7% 0.7% 0.8% 0.8% 0.9% 0.9% 0.9%
Pakistan 0.3% 0.3% 0.3% 0.3% 0.4% 0.4% 0.4% 0.4%
Viet Nam 0.4% 0.4% 0.4% 0.4% 0.4% 0.4% 0.4% 0.4%

Source: Own calculations.
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