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Abstract Owing to a favourable economic situation and to
national labour market and social protection policy reforms,
Latin America has witnessed signiﬁcant progress in social protection coverage. Some countries, however, have seen weaker
progress, with stagnant coverage levels. Several factors underlie
the extension of pensions and health care coverage and the formalization of the labour market: substantial improvements in
the quality of employment, more ﬂexible eligibility criteria
for contributory coverage, and the strengthening of the supervisory and regulatory roles of the State. This article ﬁrst addresses the link between social protection and informality in
Latin America to show the relationship between informal labour markets, the lack of social protection and the scale of unpaid contributions. Also highlighted is regional progress in
extending social protection as a result of labour market formalization. Countries in the region have used various policies to
encourage formalization and these have also helped to reduce
wage inequalities, since formalization has had especially beneﬁcial effects on low-income sectors. Finally, we discuss dichotomous views on social protection ﬁnancing in the region that
tend to place contributory and non-contributory ﬁnancing in
opposition to one another but do so in favour of the latter,
tend to support proposals for limited coverage, and which do
Address for correspondence: Ana Sojo, Paul Harris 10020, Las Condes, Santiago, Chile; Email:
anasojomartinez@gmail.com.

International Social Security Review, Vol. 68, 4/2015
© 2016 International Social Security Association

69

Including informal economy workers in contributory social protection

not challenge the stratiﬁcation of access to social protection.
The move towards a convergence of beneﬁts is deemed essential:
strategies to universalize social protection in the region should
not focus exclusively on increasing resources, but must address
institutional change as a crucial part of the locus of innovation.
Keywords informal sector, social protection, contributions,
non-contributory scheme, social security ﬁnancing, eligibility,
health insurance, pension scheme, Latin America

Introduction
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As described by the Economic Commission for Latin America and the Caribbean
(ECLAC),1 a social protection system is more than an institutional structure; it is a
political agreement within society to establish the bases on which to build and regulate
coexistence. This social contract, which is constantly evolving, determines which
rights apply to all people, how they are guaranteed, and in what form they are realized.
Therefore, a certain level of cohesion is needed to build a consensus that translates
into institutions, policies, programmes and resources. Similarly, to move from a set
of social policies to a comprehensive system of social protection, social cohesion is
needed. A model of social protection based on rights and oriented towards cohesion
means addressing conﬂicts between rights, resources, distribution patterns and the
design of institutions, and requires a decision on four essential elements: the determination of the levels and sources of contributory and non-contributory funding; the
degree of solidarity in ﬁnancing; the development of social institutions for the efﬁcient management of policy and supply of beneﬁts; and the determination of explicit
rights to beneﬁts that must be guaranteed and enforced (ECLAC, 2006 and 2007).
In this framework it is necessary to analyse labour market informality and its relationship with access to productive employment and the exclusionary nature of
systems of social protection and employment rights. Informality is largely a response to insufﬁcient quality job creation and the design of the social protection
system, wherein labour legislation and labour protection built upon a contributory
or corporate base are exclusive. Irrespective of the type of enterprise, of whether
jobs are ﬁxed term or not, or if workers lack full labour or social protection coverage, informal employment is more signiﬁcant as a proportion of total employment.
It is even found in formal enterprises when compulsory contributions are not paid.
In the case of small enterprises, employers and workers often occupy both roles
1. See <www.cepal.org/en/topics/social-protection>.
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simultaneously; many informal production units are family businesses and use unpaid family labour. Those excluded from formal markets usually lack voice and
representation and, as a result of their labour market and productive status, ﬁnd
it difﬁcult to organize; this hinders the articulation of their demands at the national
level. In the case of micro-enterprises, due to the recognized lack of resources, their
demands fade (Tokman, 2006a).
In this article, we address ﬁrst the link between social protection and informality, to show how this kind of labour market status is linked to inadequate protection and unpaid contributions, but also to highlight progress in the extension of
social protection coverage in the region owing to formalization. We then outline
a number of policies that have been applied in various countries to promote formalization, touching on their relevance to the narrowing of wage inequalities – formalization has primarily had beneﬁcial effects on lower-income sectors. Third, we
discuss dichotomous views on social protection ﬁnancing in the region, which oppose contributory with non-contributory ﬁnancing to favour narrow noncontributory mechanisms, which tend to support proposals for limited coverage,
and do not challenge the stratiﬁcation of access to social protection.

Social protection and informality
To a highly signiﬁcant extent, inequalities in membership of pension schemes are
linked to job proﬁles, and not only to the characteristics of individuals. In that
sense, common patterns emerge, although to different extents in different countries
across the region, as shown in a recent multivariate analysis of the determinants of
membership of a pension scheme (ECLAC, 2013; Amarante and Sojo, 2015).2 Taking into account variables related to informality, presented below is an update of an
exercise performed in 2013 (ECLAC, 2013), with information from the most recent
household surveys (Figueroa, 2015). In the tables, the statistically signiﬁcant effects
are shown shaded; in the ﬁgures, the marginal effects of variables that are not statistically signiﬁcant are indicated by pattern-ﬁlled bars (dots). The reference categories (one category is omitted) for each of the variables are speciﬁed in the notes.
2. Using probit models, determinants are estimated for the registration of workers between ages 15 and
64. As the dependent variable refers to membership, the independent variables include personal characteristics of workers such as age, sex, educational level and marital status, household (size and head) and
other features speciﬁc to the workplace: occupational category, branch of activity, part-time work, type
of labour market insertion and income from work quintile. Further variables of race and location (urban
or rural) were considered in countries where available, as well as interactions between variables such as
education level and sex and between head of household and sex. The estimates were corrected for
selection bias, including selection criteria such as sex, education, age, number of minor children at home
(0–4 years, and 5–12 years) and the interaction between the number of children younger than age 4 at
home and the presence of members between ages 15 and 64 outside the workforce.
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The marginal effects of branch of activity on the probability of pension scheme
membership show similar patterns across the region’s countries. Compared to industry (the omitted variable), employment in agriculture, construction, trade, and
transport carries a lower probability of membership. With the exception of Argentina, Chile, the Dominican Republic, Honduras and Nicaragua, mining shows no
common or signiﬁcant proﬁle, while the transport and ﬁnancial sectors have different indices depending on the country concerned (Table 1).
Employment in the informal sector has a clear negative effect (see Figure 1), but
its magnitude varies greatly across countries, and two opposing trends over time
are evident: while in Argentina, Brazil, Nicaragua, Uruguay and the Bolivarian Republic of Venezuela (hereafter, Venezuela) the negative effect of informality on
pension scheme membership is reducing, in other countries it is rising signiﬁcantly.
As regards occupational categories, being an employer or a self-employed
worker reduces the likelihood of belonging to a pension scheme, compared with
private-sector employees. With the exception of Uruguay and Venezuela, the effect
of working in domestic service has a clear negative effect. In most countries, being a
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Table 1. Latin America (17 countries): Marginal effects of branch of activity on the
probability of afﬁliation to a pension scheme, 2013a

Notes: a The industry category is omitted. Shaded cells show coefﬁcients that are statistically signiﬁcant
with 99% correlation (p≥ 0,01).
Source: ECLAC, based on special tabulations of household surveys of the respective countries.
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Figure 1. Latin America (17 countries): Marginal impact of insertion in the informal
sector on the probability of afﬁliation to pension schemes, circa 2002 and 2013a

2002

2013

a

Notes: Informal=1. Pattern-ﬁlled bars (dots) indicate statistically insigniﬁcant coefﬁcients with 99%
conﬁdence.
Source: ECLAC, based on special tabulations of household surveys of the respective countries.

public-sector employee is associated with a higher level of pension scheme membership (Figure 2).
It is also relevant to consider general trends in social protection coverage. In recent years, many countries have taken major steps to extend social protection, supported by positive developments in the labour market, especially reduced
unemployment and increasing employment levels and formalization, which have
helped to increase contributions. Moreover, to address exclusion from conventional contributory schemes, subsidized schemes have been strengthened, linked
to the contributory and solidarity pillars of social protection.
In Latin America there are countries with high, low and medium levels of coverage under health systems and pensions schemes. Of concern is the stagnation
seen in countries with low coverage levels. However, some countries with intermediate coverage show an interesting dynamic (Table 2). Table 2 refers to wage
earners; by contrast, the coverage of non-wage earners (not shown here) is somewhat lower, but has also improved.
The table shows that, in many countries, gender differences in the social protection
of wage earners favour women. This contrasts with the situation of women in the informal economy or among the self-employed, whose situation is not addressed in this
International Social Security Review, Vol. 68, 4/2015
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Figure 2. Latin America (17 countries): Marginal impact of occupational category on
the probability of afﬁliation to pension schemes, around 2013a

74
a

Note: Pattern-ﬁlled bars (dots) indicate statistically insigniﬁcant coefﬁcients, with 99% conﬁdence
(p≥0,01).
Source: ECLAC, based on special tabulations of household surveys of the respective countries.

analysis, and underlines the importance of family care policies that allow women with
scarce resources access to employment opportunities by reconciling their family care
tasks.
If informality is taken to include workers in formal enterprises who do not pay
contributions, this renders more complex any analysis of effective coverage, and
complicates understanding of the dimensions of informality. Failure to pay compulsory social security contributions does not lead inexorably to informality, but
it may mean a reduction in the degree of protection, with major implications for
pensions, given the link between replacement rates and the density of contributions; the impact on access to health systems is perhaps smaller. Contributory social protection schemes depend fundamentally on the actual contributions paid
by employees, their employers and self-employed workers who are registered. Failure to pay contributions, i.e. “contribution evasion”, is a crucial aspect, since it affects the adequacy of beneﬁts, the ﬁnancial sustainability of social protection
systems, and their political legitimacy. Using national accounts data for Argentina,
Colombia and Peru, estimates of the uncollected resources are signiﬁcant, as shown
in Table 3.
International Social Security Review, Vol. 68, 4/2015
© 2016 International Social Security Association

Including informal economy workers in contributory social protection

Table 2. Latin America (18 countries): Afﬁliation to the pension system and health
care among employees aged 15 or older, by sex (in percentage)
Men

Women

Men

Women

Country

Year

Both sexes
Pensions

Health care

Pensions

Health care

Pensions

Health care

Argentina (urban areas)

2004

54.7

65.1

59.3

66.4

49.0

63.5

2012

68.5

77.8

70.9

77.3

65.4

78.4

Bolivia
Brazila
Chile
Colombia
Costa Ricab
Dominican Republic
Ecuador (urban areas)
El Salvador
Guatemala
Honduras
Mexico
Nicaragua
Panamab
Paraguay
Peru
Uruguay (urban areas)
Venezuela
Latin Americac

2002

26.3

29.8

25.6

27.5

27.6

34.1

2011

39.6

45.4

38.2

42.1

41.8

51.0

2001

68.5

–

71.5

–

65.0

–

2013

77.4

–

77.6

–

77.2

–

2000

76.9

92.1

79.0

91.2

73.4

93.5

2013

83.5

96.0

85.3

95.3

81.1

97.0

1999

40.8

53.2

36.4

48.5

47.7

60.4

2013

60.1

92.8

60.5

91.6

59.4

94.4

2002

–

83.7

–

81.6

–

87.2

2013

76.9

87.8

79.5

85.9

72.8

90.7

2005

42.5

51.1

42.5

52.6

42.4

49.0

2013

63.0

77.7

67.2

76.6

58.0

79.1

2002

42.0

45.0

40.7

43.6

44.2

47.5

2013

65.6

66.0

61.9

62.3

71.5

72.1

1999

48.6

50.0

45.0

45.6

54.6

57.5

2013

48.5

51.0

46.3

47.7

52.2

56.6

2002

35.1

37.8

33.5

36.2

38.6

41.4

2006

38.5

44.5

36.4

42.5

42.8

48.9

2006

38.0

36.0

30.8

30.2

51.8

47.1

2010

38.8

37.2

32.4

31.8

51.2

47.7

2002

41.0

53.8

39.5

52.0

44.0

57.0

2012

39.8

77.0

40.0

75.0

39.3

80.3

2001

33.2

28.8

28.6

24.9

42.4

36.5

2005

34.0

36.3

28.0

30.2

45.6

48.3

2002

–

73.2

–

71.6

–

75.6

2013

–

79.0

–

76.5

–

82.7

2000

28.1

33.2

27.2

30.9

29.6

36.9

2013

38.8

45.6

38.8

43.4

38.9

48.7

2001

27.1

39.3

27.1

38.9

26.9

40.0

2013

52.8

67.9

56.0

66.7

48.0

69.7

2002

76.3

98.2

79.6

97.8

72.5

98.6

2013

86.4

99.1

88.3

98.8

84.3

99.4

2002

61.0

–

57.4

–

66.5

–

2013

55.9

–

52.9

–

59.9

–

2002

46.3

54.5

45.2

52.5

48.5

57.9

2013

55.7

67.6

55.1

65.2

57.3

71.6

Notes: aThe surveys used do not make it possible to distinguish membership of health care systems independently.
b
The surveys used do not make it possible to distinguish membership of pension systems independently.
c
Simple average, excludes countries that do not have data for the two points in time taken as the reference.
Source: ECLAC, based on special tabulations of household surveys of the respective countries.
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Table 3. Estimates of non-compliance with payment of contributions of wage earners
(as percentages and percentages of GDP)
Country and year of estimates
Argentina (2007)

Colombia (2010)

Peru (2007)

Pensions

21.5

30.0

45.5

Health

21.5

30.0

46.1

Total

21.5

30.0

45.8

Pensions

0.89

1.67

1.63

Health

0.59

1.31

1.13

Total

1.48

2.98

2.76

Rate of failure (%) to contribute to*:

As % of GDP:

Note: *As a percentage of the theoretical contributory collection for the economy as a whole (actual + potential without evasion).
Source: Prepared by Gómez Sabaíni, Cetrángolo and Morán (2014).
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The avoidance and evasion of contribution payments requires three simultaneous conditions. The different levels of evasion in different countries are
related to the varied interplay between such conditions, which differ in
extent:
• employees prefer not to pay contributions (thus losing the right to beneﬁts), are reluctant to report non-compliance to the State authorities, or inadvertently are unaware that their employers are evading payments because
they receive false, incomplete or misleading information through their
payroll;
• employers or bosses chose to evade or disregard the payment of social security
contributions compared to paying other costs and expenses; and
• government supervision tolerates such forms of evasion, or lacks the capacities
to prevent, identify or punish them (Gómez Sabaíni, Cetrángolo and Morán,
2014, p. 23).
In this context it is essential to consider the legitimacy of social protection systems,
for when their legitimacy is called into question there is an increased propensity to
avoid compliance with contribution obligations and taxes (according to the form of
ﬁnancing in question). The perception that pension replacement rates are low, for
instance, is a disincentive for compliance: in Chile, for example, there is a serious
gap between scheme membership and compliance in paying contributions, which
causes major “contribution gaps”, with a negative impact on future pensions and
on possible ﬁscal obligations to the solidarity pillar (Sojo, 2014).
International Social Security Review, Vol. 68, 4/2015
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Policies for the formalization of employment
Due to the structural inability of informal activities to meet the many obligations associated with formal employment, it is necessary for regulation and
access mechanisms to adapt and for their processes to be simpliﬁed. This does
not mean introducing a dual system of regulation, particularly in relation to
employment, where it is not advisable. Rather, the aim is to support the transition to formality and to generate better economic results in the informal
economy so that workers are able to meet obligations (Tokman, 2004; ECLAC,
2004). For example, in the informal economy of micro-enterprises, apart from
speciﬁc policies such as micro-credit and training and management, selected
horizontal measures are appropriate, such as those designed, inter alia, to
simplify existing contributory structures, simplify rules and procedures and,
especially in the rural economy, regularize the land tenure of small farmers
(Machinea and Hopenhayn, 2005).
In contrast with the 1990s, Latin America has experienced in recent years
a recovery in employment and witnessed increased formalization. Behind
the formalization of the labour market and the expanded pension and
health coverage of the population lie several causes: substantial improvements in the quality of employment, more ﬂexible eligibility criteria for
contributory coverage, and the strengthened role of the State as supervisor
and regulator.
Reducing informality, beyond its direct positive effects on social protection,
has been of major signiﬁcance in reducing wage inequality in some countries
where this link has been studied. By especially favouring those at the lower end
of distribution, it has had a distributive effect. Over the last ten years, although
the beneﬁts to education have undoubtedly helped reduce the gap separating
the upper end of income distribution from the rest of the employed, the most signiﬁcant dynamic affecting the wages of lower-income workers is that associated
with the growing formalization of the labour market: the transition from the informal to the formal economy, rules governing labour relations, and wage ﬁxing
in both sectors explain the increase in wages. Hence strategies aimed at greater
equality must regard formality as a particularly effective channel for public policy,
in addition to other areas, such as education, which are often cited as key elements to overcome the constraints affecting growth and equality (Amarante
and Arim, 2015, pp. 285–292).
Hence, it is interesting to consider the wide range of instruments that have been
used in various countries to increase formalization and ease eligibility criteria for
contributory coverage, with the reservation that, as noted in various analyses, a
more detailed assessment is needed of the direct impact of such policies on formalization. Besides, more attention is needed as regards the possible negative impact,
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in the medium and long term, that some of these policies, such as the reduction of
employers’ contributions, may have on the sustainability of social protection.3
To be considered are several categories of instruments: simpliﬁed tax schemes
that combine pension and tax elements; procedures to facilitate the registration of
workers and employers and their supervision; reductions in employers’ contributions for smaller companies to varying degrees; simpliﬁed special regimes for categories of workers (such as domestic workers)4 and tax deductions that encourage
the payment of their contributions; tax breaks for companies that formalize their
operations; measures for people without income that address exclusively unpaid domestic work, i.e., the recognition of care work; reductions in prior periods of nonentitlement to access to health services; expansion of family coverage through the
insured’s contribution record; and investment laws that encourage formalization.
Beccaria, Maurizio and Vázquez (2015, pp. 105–107) summarize and analyse
the measures undertaken in Argentina. In 2004, the “single social tax” proﬁle
(monotributo social) was created for workers facing social vulnerability who are
members of cooperatives or are enrolled in productive initiatives of up to three
people, with deﬁned incomes subject to a ceiling. This simpliﬁed tax scheme focuses on a single ﬁxed tax amount (which depends on the income declared), with
a pension component and a simple tax component. Where workers (including
State suppliers) issue legal invoices, they gain access to health coverage and contribute to a pension. In 2006, the “My Simpliﬁcation” initiative (Mi Simpliﬁcación) was
introduced which establishes a single procedure for the registration of workers and
employers and for the subsequent supervision of labour standards; the aim is to encourage formalization in small establishments of up to ten dependent employees,
although in certain circumstances this can include establishments of up to 20 employees. The “Your Statement” (Su Declaración) computer system, which is compulsory for companies with up to ten employees and optional for larger
companies with up to 20 employees, enables employers to obtain the legal statement deﬁning their and their employees’ contributions, which is automatically
generated from the data entered into the My Simpliﬁcation system to facilitate
and reduce the administrative burden.

3. In the case of Argentina, reductions in employers’ contributions have been identiﬁed among the factors that have undermined the sustainability of pension systems (Bertranou et al., 2011, p. 54).
4. Notably, domestic workers have a more precarious legal status than other workers, and are regulated
by regulations that are more lax in areas that are key to attaining decent work. This is reﬂected in different income inequalities; for example, around 2010, hourly wages in eight of 14 Latin American countries
showed signiﬁcant differences, and only two involved a wage bonus. Recently, however, several countries
have adapted the rights of domestic workers to match those of others, such as the Plurinational State of
Bolivia (hereafter, Bolivia), Costa Rica and Uruguay, and partly in Peru. The ILO’s Domestic Workers
Convention, 2011 (No. 189) should also have a positive impact in the future (ECLAC, 2012, p. 156
and p. 160).
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Another measure was the reduction of employers’ contributions. This was introduced in 2001 for companies that increased their workforce; from 2004, it applied
only to companies with up to 80 employees, and in 2008 was extended to all employers, and the reduction rose with the level of employer’s contributions. Finally,
draft legislation in 2014 to promote registered employment provides for the permanent cancellation of employers’ contributions for micro-enterprises with up to ﬁve
workers, or up to seven in cases where the ﬁrm increases its existing staff at the
time it enters the scheme. In addition, a temporary scheme has been introduced reducing contributions for a period of 24 months for newly-engaged workers. The reduction is 100 per cent of the employers’ contributions in the ﬁrst year and 75 per
cent in the second year for newly-hired staff in companies with up to 15 employees.
For companies with between 16 and 80 workers, this reduction is 50 per cent, and
for all others it is 25 per cent.
In 1999, the special social security regime for domestic workers entered into
force, which simpliﬁes procedures for registration and for ﬁscal payments for
workers who work more than six hours a week in this sector, with reduced contributions. Since 2006, employers have been allowed to deduct from their tax declaration of earnings the amounts paid in wages and the amounts paid as
contributions to social security for their domestic workers. At the same time, cash
amounts paid to Training and Employment Insurance (Seguro de Capacitación y
Empleo) were declared compatible with payment of contributions to the special
sectoral scheme for a period of 12 months, continuous or otherwise, without affecting remuneration for domestic work.
In Brazil, over the last decade a range of incentives for formalization have been
introduced: in 2003 there was the “individual contributor”, aimed at those providing services to companies not linked to employment; in 2006 came a tax deduction
for employers of domestic workers who pay their contributions; in 2006 the simpliﬁed Social Welfare Plan offered a reduced contribution rate for various categories
of informal workers or persons without income such as housewives and students;
in 2009 came the “individual micro-entrepreneur” proﬁle, which simpliﬁes the formalization of small businesses and their employees by offering a reduced ﬁxed contribution and tax exemptions; in 2011 the “voluntarily insured without income”
proﬁle was aimed at those with low incomes engaged in domestic work, who can
join by paying a special contribution (Guimarães, 2012, pp. 82–88). It is interesting
that some of these methods of expanding contributory social protection address
those in socio-economically precarious situations associated with unpaid care
work.
The impact of such measures in Brazil was widespread, as described by Alejo,
Cruces and Parada (2015). The speciﬁc system of registration, exemption and simpliﬁcation of taxes for small- and medium-sized enterprises (Simples), which had
been in force since 1996, was replaced in mid-2000 by Super Simple (or Simples
International Social Security Review, Vol. 68, 4/2015
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Nacional) to reduce the formalities to be completed by small enterprises to
formalize their operations and their employees. For its part, the Supplementary
Act No. 128 of 2008 aims to convert informal self-employed workers into legal
micro-entrepreneurs by facilitating the registration of micro-enterprises with at
least one employee, and reducing the cost of social security contributions. In this
way, by paying contributions equivalent to 11 per cent of the minimum wage,
the micro-entrepreneur acquires entitlement to a pension, maternity allowances
and health services, among others. The requirement to attend an educational institution until age 17 in order to qualify as a beneﬁciary of the Bolsa Família
programme has helped to remove low-income youth from the labour market,
which they would mostly enter as informal workers.
As in Argentina and Brazil, in Ecuador labour inspection has been strengthened.
Campaigns for the formalization of domestic workers have been conducted, and
access to social security has been eased by reducing qualifying periods of prior
non-payment for entitlement to health insurance, thus extending the authorized
coverage of indivduals, family members and part-time workers (Maurizio and
Vázquez, 2015, pp. 220–226).
As regards Uruguay (Amarante, Arim and Yapor, 2015, pp. 255–259), a broad set
of policies may have directly or indirectly inﬂuenced the formalization process. Collective bargaining was restored in 2005, and the compulsory use of collective
bargaining bodies to ﬁx wage levels led to the strengthening of trade unionism. Another change worth noting is the recovery of the minimum wage, which in 2013
reached a value greater than 150 per cent of that recorded at the beginning of the
century. At a different level, mention should be made of the changes deriving from
the 2007 tax reform and the 2008 health reform, which may have brought changes
in the formalization of the labour force. First, the tax reform introduced tax incentives for productive investment, involving tax reductions on income from business
activities (corporate income tax), that resulted in the creation of formal jobs, which
together with investment legislation presented tax incentives for formalization. Speciﬁc measures were introduced for domestic workers, such as their inclusion in
wage councils, and the law regulated hours of work, breaks, unemployment insurance and severance pay, among others. In 2008 there was a change in the unemployment insurance programme, implementing various changes that may have affected
labour market informality: a change was introduced from a ﬁxed payment system to
a system of decreasing payments, in which the duration of the unemployment allowance for the loss of work was reduced from six to four months, and beneﬁciaries
were permitted to receive the allowance while also continuing some other paid activities. Various social protection measures have been adapted to the realities faced
by workers, in particular the “monotributo”, which although originally tailored to
small businesses, also includes self-employed workers and simpliﬁes tax procedures
for the State and for registered workers, and reduces the contributions payable.
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Mexico has introduced measures similar to those in Brazil. These include a new
ﬁscal regime for small businesses, with substantially reduced contributions at the
individual level for social security and value added tax (VAT), and special taxes
during its ﬁrst decade of operation; the reductions decrease over the decade. There
are also incentives for training and special funding by the government to companies that are registered for tax compliance, through a series of measures that simplify procedures (OECD, 2015).
It should be noted that the formalization of employment in the region beneﬁted
from a favourable economic environment. Between 2003 and 2008 growth rates
rose, which brought some improvements in income distribution in a context of
higher prices for natural resources, increases in remittances and income from tourism, and ample liquidity in ﬁnancial markets. The 2008 crisis tested the ability of
countries to mitigate the effects of external shocks, to preserve fundamental macroeconomic balance, and to establish countercyclical policies and counteract the
negative impact on the social sphere. In contrast, economic growth has declined
since 2011, as a result of the adverse effects of the positive cycle of natural resources
and raw materials, in a context of poorly diversiﬁed production, and presently the
regional and global stage is characterized by the increased volatility of economic
growth and uncertainty at various levels (ECLAC, 2014 and 2015).

Dichotomous views of social protection ﬁnancing
and visions of universal coverage that
foster the convergence of beneﬁts
In Latin America, some restrictive views of the role of the State in social protection
and risk diversiﬁcation have been accompanied by proposals to limit coverage
which, it is proposed, be ﬁnanced by ﬁscal resources, a stance which goes hand
in hand with the challenge of contributory ﬁnancing. Such positions do not combat
the segmentation or stratiﬁcation of social protection, nor do they offer any detailed analysis of the regressive or progressive nature of the ﬁscal resources at stake.
From this point of view, the formalization of employment does not play an important role, precisely because it is linked to contributions.
Such a dichotomous vision of the ﬁnancing of social protection, which opposes
contributory and non-contributory ﬁnancing in order to promote the noncontributory approach, is not very conducive to an understanding of social protection systems. On the contrary, if the patterns of social protection coverage (Table 2)
are observed alongside sketched outlines of the systems – something that cannot be
addressed fully here – it would become clear that coverage and inequalities do not
depend on this variable: countries located at the antipodes as regards their degree of
coverage of pensions and health care, in terms of inequalities of access based on income or employment status, or in terms of the amounts that their pension systems
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provide, cannot be classiﬁed on the basis of their form of ﬁnancing. For example,
there are highly stratiﬁed contributory schemes like that of Mexico, which has no
linkages with the basic insurance scheme, ﬁnanced out of ﬁscal resources and with
very limited beneﬁts; and there are other contributory systems that have different
features: one example is that of Costa Rica, a contributory scheme which nevertheless aims at aligning contributory and non-contributory beneﬁts within the same
institutions. A different example of the alignment of contributory and noncontributory beneﬁts is the Colombian health system, which was very difﬁcult to
achieve given the complex structures underlying insurance and the delivery of beneﬁts. Then there is a non-contributory universal health system such as the Single
Health System in Brazil (SUS), which despite its wide coverage and funding out
of broad ﬁscal resources is part of a systemic stratiﬁcation deriving from the tax incentives and other beneﬁts received by private health care plans.
The simple fact is that the source of the funds alone does not determine the organizational structure of the sector, the mechanisms whereby resources are allocated, or the precision with which beneﬁts are determined (Kutzin, 2008;
Gutiérrez Sourdis, Acosta Navarro and Alfonso Sierra, 2012). In order to move beyond a segmentation approach and in the interests of equity, this obviously does
not remove the need to combine contributory and non-contributory resources;
but in terms of equity, the architecture of social protection systems determines
their degree of fragmentation, segmentation and stratiﬁcation, which does not depend directly on whether their resources are contributory or non-contributory.
The speciﬁc manner in which they are combined is also crucial, which depends
on the design of this architecture, which includes, among other things: the progressive or regressive nature of ﬁnancing, resource allocation, the deﬁnition of beneﬁts,
the quality of beneﬁts, how effectively and efﬁciently resources are used, the regulation of public-private combinations, and the legal protection of entitlements
(ECLAC, 2013). In the case of health care, it is crucial to ensure the alignment of
beneﬁts, quite beyond the sources of funding that are at stake: the greater the institutional fragmentation, the more complex will be any progress towards such
convergence.
Dichotomous approaches to contesting contributory ﬁnancing have however
gone hand in hand with various proposals aimed at achieving universal social protection through a reductionist approach, using a variety of limited beneﬁt proﬁles
(ECLAC, 2013). Hence, it is crucial to challenge these divergent assumptions
concerning the ﬁnancing of social protection and coverage. We must recognize
the role to be played by contributory ﬁnancing, especially health care and pension
insurance associated with the labour market and unpaid work, and move towards
greater alignment and to reducing the stratiﬁcation of beneﬁts in the different
branches of social protection that involve both contributory and non-contributory
resources (Sojo, 2015a; ECLAC, 2015).
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One reductionist proposal that was made several years ago in the context of the
Inter-American Development Bank (IDB), by the Inter-American Institute for Social Development (INDES), was termed “basic universalism”. It challenged the
“false universalism” (Filgueira et al., 2006, p. 47), whose rhetoric hid a form of supply of, and segmented accessibility to, goods and services of varying quality that
mostly beneﬁted those who were better placed to access them; it also criticized “ineffective universalism”, which did not supply quality or show concern for its
impact. Basic universalism meant “actions of universal coverage” and “selected
beneﬁts”, which are concrete steps towards protection that should be gradually
strengthened. The aim is to provide universal coverage of a “limited set of essential
beneﬁts for deﬁned categories of the population with certain features” or a “limited
basic beneﬁt package” that would vary according to the possibilities and deﬁnitions
of each country (Filgueira et al., 2006, p. 46). It should be noted that speciﬁc insurance market failures are not taken into account by the proposal; as for market issues, it was asserted that “[the market] lacks the necessary power (and
sometimes the necessary frameworks and regulatory instruments) to enable large
sections of the population to access the goods and services necessary for their full
social integration”. Labour markets receive most attention, since they stratify
labour-based corporate systems. The State is assigned the role of guaranteeing access and the enjoyment of goods, income and services of homogenous quality
(Filgueira et al., 2006, p. 26, pp. 37–40).
A close reading of the allusions to the feasibility of establishing various beneﬁts shows
that the concern is mainly for the use of non-contributory public resources, and the proposal is even termed “non-contributory basic universalism” (Rezk, 2006, p. 350). Given
this approach, caution was advised then on the foreseeable limitations of ﬁscal resources
for such purposes and on the need to reorient social protection by improving the design
of contributory systems so as to produce an alignment of the logic of the beneﬁts to prevent any deepening of existing segmentation (Tokman, 2006b, p. 163).
Further opposition in the region to contributory ﬁnancing has emerged from
another source close to the IDB. Coming this time from Mexico, contributory ﬁnancing is saddled with a crucial role vis-à-vis levels of informality: “informality
is generated by distortions in tax and social security systems” (Levy, 2012). Inter
alia, it is proposed to replace payroll tax by VAT increases, which “implies a change
in social security: from taxes on work to taxes on consumption” (Levy, 2012)5;
5. In a country where there is a tendency to resort to indirect taxation, reﬂection is needed on the speciﬁc context of the proposal: if tax revenues resulting from the production of hydrocarbons are not listed
as taxes, then Mexico now has one of the smallest tax burdens in Latin America, and it has even fallen in
recent times, even before the prices of hydrocarbons dropped. If those revenues are included, the tax
burden is slightly below the regional average and reﬂects a moderate increase since the 1980s; which
means that the tendency towards indirect taxation, which can be seen at the Latin American regional
level, is very strong in this country (Gómez Sabaíni, Cetrángolo and Morán, 2014, p. 16).
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however, the ﬁnancing of certain beneﬁts for employees out of payroll taxes is to be
maintained. To mitigate the impact on poor families from paying the consumption
taxes from which the system beneﬁts, compensation is foreseen through the
Oportunidades programme.
It is recalled that the Mexican social protection system remains one of the most
stratiﬁed in Latin America: in this context “universal social security” is proposed to
secure the alignment of beneﬁts for all workers, together with other speciﬁc beneﬁts proposed for wage earners. The current level of coverage offered by the Mexican Social Security Institute (Instituto Mexicano del Seguro Social – IMSS) plays an
important role in promoting such alignment (Levy, 2012).
As regards equity in ﬁnancing, it should be noted that the fairness of what is collected through general taxation depends on the overall fairness of the country’s tax
system, while the equity of the tax system is largely determined by details of its design and the tax base of compulsory contributions. In assessing reforms in ﬁnancing, one should not lose sight of the objectives of the system: how it affects the
quality of services, risk pooling and the proﬁle of administrative costs (Gutiérrez
Sourdis, Acosta Navarro and Alfonso Sierra, 2012, pp. 84–86). As regards the ﬁnancing of social investment based on consumption taxes, the case of Chile offers
irrefutable evidence that progressive social spending is not enough to change an
unequal income structure, which is why progressive taxation rates are essential
(Rivera, 2013). Resorting to indirect taxation to ﬁnance social protection accentuates its regressive nature, while eliminating corporate contributions to social protection and ﬁnancing it through indirect taxes may in net terms result in an
additional reduction of corporate contributions to public and social spending.
It is also relevant to recall that equity is not only associated with sources of
funding, but also with how resources are combined from different sources, the
collection methods used, how central transfers to sub-national bodies are
adjusted to local levels of social development, and the ways and means of purchasing services in the framework of different public-private combinations. None
of these aspects is adequately captured by the dichotomous view of contributory
ﬁnancing.
As for questioning the dichotomous view of ﬁnancing, it should be noted that
new studies by the World Bank itself have warned about the complexity and the
problems involved in challenging contributory ﬁnancing in the region by offering
basic packages of beneﬁts paid out of general or speciﬁc taxes, along with
supporting voluntary plans managed by the public or private sector. It should be
noted that there are few instances of ﬁnancing based solely on such sources, and
reﬂection is needed here on the ﬁscal, legal and administrative restrictions that
Latin America would face. Add to this the low level of tax revenue in many countries and the fact that in various countries there are strong social protection institutions that already offer beneﬁts for health care, pensions and in some cases
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unemployment, which may be even higher than those that would be included in
basic packages (Ribe, Robalino and Walker, 2012, p. 46).
A fundamental position on this issue, akin to the World Bank’s ideas, is the argument that the primary objective is to provide all citizens and residents the same
social insurance, under the same rules and conditions, regardless of where they
work (Ribe, Robalino and Walker, 2010). It is noted that, while tax systems covering the formal economy are insufﬁcient, having contributory and non-contributory
systems operating in parallel is also inefﬁcient, which is why integrated systems are
proposed (Ribe, Robalino and Walker, 2012, p. 106).
In addition, there are concerns about the adequacy of non-contributory
programmes in the region – since in many cases the beneﬁts are very low, especially
in the health sector – and the fact that they are poorly integrated with contributory
programmes. Moreover, it is thought that social insurance suffers from institutional fragmentation, characterized by multiple schemes with little coordination,
which affect labour mobility, create horizontal inequality between workers, and increases administrative costs. The long-term vision for social protection and labour
market policies, among others, means providing access to the same contributory
social insurance to all, regardless of where they work, which means that it is not
only necessary to maintain compulsory insurance in the formal sector, but also
to include informal workers through ﬁnancial and institutional incentives (Rashid,
2012; Ribe, Robalino and Walker, 2010, p. 60).
To move towards universal pensions coverage, the IDB has recently proposed
that the citizen be the subject of pension insurance, which implies a universal pension for the elderly that is sustainable in ﬁscal and institutional terms, as well as the
urgent need to strengthen contributory systems so as to ensure the level of pensions
in the long term. It is further proposed to seek the gradual incorporation of nonwage earners, who have been excluded from traditional social security coverage,
so that they have the same costs and beneﬁts as wage earners. This is to be achieved
through more ﬂexible forms of afﬁliation with respect to payments and using innovative ways to force groups that are not connected to social security to build up savings, but without creating parallel systems or providing incentives to reallocate
workers to small and less productive units. To foster the growth of formal employment, subsidies are proposed for pension contributions so as to reduce the cost of
formalization and increase the contribution density for all workers, both present
and future, regardless of their occupational category. As regards ﬁnancing the expansion of coverage, it is recommended to reduce high taxes on formal work, or
at least not to increase the ﬁscal burden, in view of the negative effects on formal
employment, and to explore alternative ways of ﬁnancing, such as through consumption taxes and public revenues from raw materials (Bosch, Melguizo and
Pagés, 2013). As regards ﬁnancing through consumption taxes, the problems described above in connection with Levy’s proposal must be recalled.
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In Latin America, approaches to social protection coverage and ﬁnancing have
been the cornerstones of the debate over the past few decades, and the tensions
surrounding them have been so strong that they have merged with other topics.
Its intersections make it possible to outline how other issues have entered into
the social protection debate. Figure 3 sets out these issues in a two-dimensional
projection in terms of approaches to coverage and ﬁnancing. Although but a ﬁrst
attempt, and without putting numbers to standardized variables that could determine their position in the debate or in the chart, exploring this issue makes
it possible to bring out areas of divergence and alignment and their virtual interaction and areas of resonance – whether intended or not, or whether made
explicit or not – and changes in the proposals of some international organizations (Sojo, forthcoming ). As can be seen, diverging propositions have been developed in the framework of institutions such as the World Bank and the
International Labour Organization (ILO), which are hence located at different
coordinates.
Quadrant II includes the most restrictive positions on the role the State should
play in social protection and risk diversiﬁcation. These advocate low coverage,
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Figure 3. Tensions in the social protection debate in the region

Source: Sojo (forthcoming), author’s work.
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policies largely targeting the poor and little differentiation of risk in terms of social
protection. Such proposals, which do not set risk differentiation and redistributive
effects as objectives of social protection, challenge the role of contributory ﬁnancing and propose the use of ﬁscal resources to fund limited coverage. Such proposed
limited coverage may be termed, as appropriate, “limited”, “essential”, “basic”,
“minimal”, or “selective”, and makes extensive use of such metaphors as “ﬂoors”
and “ceilings” (where the ﬂoors risk becoming ceilings) within a segmented social
protection framework, without in most cases any reﬂection on the regressive or
progressive nature of the ﬁscal resources that would cover them (e.g. progressive
or indirect taxation). Therefore, in terms of ﬁnancing, they fall in the ﬁrst quadrant.
(Underlying the need for this combination, is the existence of a highly commodiﬁed
form of social protection for those who are not poor, thus offering only limited
coverage for the poor; hence the system is segmented.) Both the universality and
solidarity of such ﬁnancing is open to question. In this respect, in line with a
reductionist focus are the World Bank’s concept of Social Risk Management, the
basic universalism of the IDB, and the initial approach of the ILO’s Social Protection
Floor, initially termed “basic”, but which subsequently evolved to remove the term
“basic” so as to overcome fragmentation.
Quadrant IV includes proposals that show greater concern for the stratiﬁcation of
social protection and seek progress towards greater alignment of beneﬁts, but without
any more detailed reference to what this implies for the institutions concerned. This
brings together the recent positions adopted by Levy on health ﬁnancing in Mexico
and the IDB proposals on universal pension systems without parallel schemes. Hence
they are not as restrictive in terms of coverage as quadrant II. But both advocate
funding through indirect taxation, and thus restrict the redistributive role of social protection ﬁnancing, which must also address taxation in order to combat segmentation.
As regards ﬁnancing, we have also inserted in quadrant IV the ideas of the World
Bank advocating the use of tax incentives, but which differ profoundly from the position of the IDB in the same quadrant, since such incentives are an instrument for
the inclusion of the informal economy in contributory insurance schemes. Hence
their proposals on coverage put them in quadrant III, since they involve insurance
for all, regardless of position in the labour market, and include the informal economy
through contributory insurance, which implies a serious challenge to the segmentation of social protection in the framework of a proposal that has implications for the
formalization of the labour market. It is interesting to reﬂect on their institutional
implications for social protection, which have not been set out clearly.
Finally, we need to situate proposals with a universal vocation that do not predetermine or restrict the contents of such universal coverage, and which endorse a
gradual approach to extending coverage due to their inherent political, institutional
and ﬁnancial complexity, and which share a pluralistic vision of the social protection institutions that may be involved. Since they seek to reduce segmentation, they
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are located under the Y-axis. Moreover, since they involve a combination of contributory and non-contributory resources, we place them equidistant along the
X-axis (between quadrants III and IV) in terms of the tension surrounding their
funding. Considering the real proportions of contributory and non-contributory ﬁnancing, and given the real volume of tax resources at present and the dimensions
that they can acquire as part of strategies to formalize the labour market, it is certainly debatable whether to assign them to such a position. However, this requires
clariﬁcation that their equidistant locations reﬂect more certain equanimity towards the types of ﬁnancing, than the empirical manner in which they are combined in different countries. In this regard there is a partial overlap between the
ECLAC proposals (ECLAC, 2000, 2006, and 2007) and the current approach of
the ILO (Bachelet, 2011; Schwarzer, 2013) and World Health Organization on social protection ﬂoors that has developed since 2011.

Conclusions

88

We have analysed how informality is linked to economic sectors and employment,
and the exclusionary nature of systems of social and labour protection. We have
seen that in the context of a favourable economic situation, and owing to labour
market and social protection policies introduced by countries in Latin America,
there have been some major advances in extending social protection coverage. Unfortunately, some countries lag behind and coverage has stagnated. In recent years
Latin America has seen a recovery in employment and an increase in formalization.
Various factors have driven the increased formalization of the labour market and
the expansion of pension and health care coverage: substantial improvements in
the quality of employment, the easing of criteria governing entitlement to contributory coverage, and the strengthening of the roles of the State in relation to supervision and regulation.
The formalization of the labour market has been a key strategy to extend social protection and ensure decent and quality employment, thereby strengthening associated contributory mechanisms. We have analysed some of the main
mechanisms, such as more ﬂexible forms of contribution. In contrast to pleas
in favour of non-contributory systems, which attack the limitations of
contributory systems or which interpret citizenship to mean obligatory recourse
to non-contributory resources aimed at a basic universalism (Filgueira, 2014,
pp. 44–46), it is necessary to note that formalization policies, which are closely
linked to contributory schemes, can play a crucial role in ﬁghting poverty, vulnerability and inequality.
Moreover, it is to be noted that most of the advances made in extending coverage remain far from surmounting the fragmentation and segmentation which, to
varying degrees and extents, affect social protection systems in the region. This
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underlines the importance of studying the ideas that have marked the debate in Latin
America as a means to highlight how these may challenge or legitimize the stratiﬁcation of such systems. For this purpose we have analysed diverging views on the ﬁnancing of social protection and visions of universal coverage that propose a convergence
of beneﬁts. To conclude, the strategy for making social protection universal in the
region cannot focus exclusively on increasing resources – it must also address their
form: institutional change is a crucial part of the locus of innovation.
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